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2. Statement of Management Responsibility

In accordance with the Proclamation No. 847/2014, 'Financial Reporting Proclamation’, the Accounting and Auditing
Board of Ethiopia (AABE) has made a mandatory requirement for Public Interest Entities to prepare their financial
statements in compliance with International Financial Reporting Standards (IFRS). The Management is responsible for
the preparation and fair presentation of the Company's financial reports in full conformity with the requirements of the
International Financial Reporting Standard issued by the International Accounting Standards Board (IASB) which
provide information about the financial position, financial performance and cash flows of an entity that is useful to a
wide range of users in making economic decisions.

The Commercial Code of Ethiopia 2021 also requires the Management to prepare financial statements that represent
the state of affairs of the Company at the end of the financial year and the operating results of the Company for that
year. The Commercial Code of Ethiopia 2021 also requires the Management to ensure that the Company keeps proper
accounting records which disclose with reasonable accuracy at any time the financial position of the Company.

Thus, the management is responsible to keep records that may be relied upon and to design, implement and maintain
such internal control to enable the preparation of financial statements that are free from material omissions or
misstatement, whether due to fraud or error.

The management s also responsibilities to:

I select and apply accounting policies in accordance with IAS 8 Accounting Policies, Changes in Accounting
Estimates and Errors;

ii. present information, including accounting policies, in a manner that provides relevant, reliable, comparable and
understandable information: and

iii. Provide additional disclosures when compliance with the specific requirements in IFRSs is insufficient to enable
users to understand the impact of particular transactions, other events and conditions on the entity's financial
position and financial performance.

The Management certify that, to the best of their knowledge, the financial report comply with IFRS in that it involves a
fair presentation of the effects of transactions, other events and conditions in accordance with the definitions,
recognition, presentation and disclosure requirements.

Nothing has come to the attention of the Management to indicate that the Company will not remain a going concern for
at least twelve months from the date of this statement. At the end of reporting period, the Management has assessed
whether there is any indication that an asset may be impaired and confirmed that no any such indication exists.

Signed on behalf of tife Management by:
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3. Independent Auditors’ Report

INDEPENDENT AUDITORS’ REPORT
TO THE SHAREHOLDERS OF KENDIL MICRO FINANCE INSTITUTION S.C

Opinion

We have audited the accompanying financial statements of Kendil Micro Finance Institution S.C (‘the
Company'), which comprise the statement of financial position as at June 30, 2022, and the statement of
profit or loss and other comprehensive income, statement of changes in equity, and statement of cash

flows for the year then ended, and a summary of significant accounting policies and other explanatory
information.

In our opinion, the accompanying financial statements presents fairly, in all material respects, the financial
position as at June 30, 2022 and the income and expenses of the Company for the year then ended in
accordance with International Financial Reporting Standards (IFRSs) and applied consistently.

Basis of opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities
under those standards are further described in the Auditor's Responsibilities for the Audit of the Financial
Statements section of our report. We are independent of the Company in accordance with the ethical
requirements that are relevant to our audit of the financial statements, and we have fulfilled our other
ethical responsibilities in accordance with these requirements. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.

Responsibilities of Directors and those charged with governance for the Financial Statement

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with the accounting policies adopted by the Company, and for such internal control as
management determine 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 charges with govemance are responsnble for overseemg the()ampanfsf‘ nancial reporting process.
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Chartered Certified Accountants (UK)
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4 102297 Addis Ababa, Ethiopia

E-mail: teferi@ethionet.et/ tesfayetef@gmail com

Chavndn T A8 &CeT- Certified Audit Firm

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 misstatements, whether due to fraud or error, and to issue an auditor's report that
includes our opinion. Reasonable assurance is 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 that basis of
these financial statements.

Report on the Other Legal Requirements
Pursuant to the legal requirement under of the Commercial Code of Ethiopia 2021, we have no deficiencies

to report as a result of our examination whether the report of the Directors, to the extent we can assess, is
consistent with the financial statements we audited. We therefore recommend approval of the accounts.
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4. Statement of Profit or Loss and Other Comprehensive Income

KENDIL MICROFINANCE INSTITUTION S.C
STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME
FOR THE FISCAL YEAR ENDED JUNE 30, 2022

2021
Notes ETB ETB
INCOME
From operation
Interest from loans 14, 33 34,138,109 23,404,124
Service charges on loans 14 7,094,687 4,617,595
Penalty income from clients 14 1,449,271 779,193
Interest from bank savings 179,813 ?
Other Income 34 1,336,338 502,404
TOTAL INCOME 44,198,218 29,303,316
EXPENSES
Interest on clients saving 35 3,484,971 2,236,492
Depreciation Expense 790,175 619,379
loan loss provision 1,598,383 495,219
General and administrative 4, 36 15,235,960 10,547,325
Board meeting fees 84,800 70,100
Stamp duty expense 140,000
Audit fees 253,000 93,000
TOTAL EXPENSE 21,587,289 14,061,515
Net profit from operation 22,610,929 15,241,800
Finance cost DRST (6,941,654) (3,780,813)
Other Comprehensive income - 5
Movement in Fair Value of Equity Instrument - 5
Revaluation Surplus (Deficit) - 4
Tax on Comprehensive Income - -
Other Comprehensive Income (Net of Tax) - 2
Total Comprehensive !'ncomefor tﬁe Year 15,669,275 11,460,987
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5. Statement of Financial Position

KENDIL MICROFINANCE INSTITUTION S.C
STATEMENT OF FINANCIAL POSITION
AS AT JUNE 30, 2022

ASSETS

Cash and Cash Equivalents
Loans and Advances- customers
Interest Receivable

Debtors

Investment Securities

Building in Progress — A.A
Property and Equipment

Total Assets

Liabilities

Deposit from customers

Accrued Interest payable
Creditors

Current maturity of long term loan
Long term borrowing

Noles

13, 38
1154195239

12,40
41

7,42

Total Liabilities £ REPUT DN

Capital and Reserves A e wli A\

Paid up Capital (s 26 \7 12246

Treasury Stock i’\’ﬁ | cflcf:a 5] _|i47

Retained Earning \o \ 0111541255 x5] 48

IFRS revaluation Reserve 2N ___Ae%5/ 49

Legal Reserve NCop, a0 &7 50
51

Donation capital
Total Capital and Reserves

T
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2021

ETB ETB
28,365,141 - 11,976,638
164,509,728 114,621,981
2,766,307 995,229
7,270,747 2,547,211
1,968,000 | :910,000
17,850,000 G
15,241,239 15,805,162
237,971,162 [ 146,856,221
54,331,586 | 38,796,786
4,453,383 2,218,457
10,389,212 | 6,733,649
11,196,785 [ 8,111,247
99,072,231 [+ 36,670,955

179,443,197 |

30,604,000 [
(888,864) [
18,296,536 |

5,561,817
2,313,156
2,641,320

58,527,965 |

237,971,162 |

92,531,094

| 12241600
(888,864
33175312
5 5618178
. 1529692
) 705570}
54325127
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6. Statement of Changes in Equity

KENDIL MICRO FINANCE INSTITUTION S.C
STATEMENT OF CHANGES IN EQUITY
FOR THE FISCAL YEAR ENDED JUNE 30, 2022

RN s i s Wl A T s 3 g ISR L L o i MpAN RS B e R NN, A Rt L NN o o YA G S M T Al Gy J i b P R
i Paid Up ﬁga_sg Retained  Revaluation = Legal  Donation St
B ~ Capital Sl Earnings Reserve  Reseve  captal  Total

Balance at 30, June 2020 12,241,600 (888,864) 22,461,461 5,561,817 956,643 2,776,375 43,109,032

Increase/ decrease in donated

Capital = - - - - (70,808) (70,806)

Profit for the year - - 11,460,987 - - - 11,460,987

Distributed profit - B (573,049) . 573,049 -

Adjustments - — 174,086 - AT — 174,086

Balance at 30, June 2021 12,241,600  (886,864) 33475312 5561817 1529692 2705570 54325127

Balance at 30, June 2021 12,241,600 (888,864) 33,175,312 5561817 1529692 2705570 54,325,127

Increase/ decrease in donated

Capital - - - - - (64,250) (64,250)

Transfer to capital 18,362,400 - (18,362,400) - E - -

Distributed Profit - - (11,460,987) - - - (11,460,987)

Profit for the year . - 15,669,275 - - - 15,669,275

Legal Reserve - - (783,464) - 783,464 - -

Dividend Obtained from ET-

inclusive - - 57,380 - g - 57,380

Adjustments - - 1.420 = - i 1,420

Balance at 30, June 2022 30604000  (888.864) 18296536 5561817 2313156 58,527,965
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7. Statement of Cash Flow

KENDIL MICROFINANCING INSTITUTION
STATEMENT OF CASH FLOW

AT 30 JUNE 2021
30 June 2020
Birr Birr
Cash flows from operating activities
Net profit 15,669,275 11,460,987
Adjustments for non- cash items: SO
Depreciation of property, plant and equipment 790,175 ,
g : 58,800 (174,086)

Current Year Adjustment
Changes in working capital:

Change in Loans and Advances- customers (49,887,747) (47,611,362)

Change in Interest Receivable (1,771,078) 1,007,730
Change in Debtors (4,723,536) (1,085,118)
Change in Deposit from customers 15,534,800 13,794,098
Change in creditors 3,655,563 2,532,444
Change in accrued interest payable 2,234,926 1,145,412

11,460,987 -

Dividend declared and tax paid
Net cash inflow from operating activities (29,899.809) 18,290,114

Cash flows from investing activities

Purchase of property, plant and equipment -707,097 (294,114)
Adjustment to PPE 480,845 -
Purchase of Shares (ETIFT) (1,058,000) =
Building in process 17,850,000 <
Net cash outflow from investing activities 19,154,252 294,114

Cash flows from financing activities

Lean Acquired during the year 65,486,814 (24,457,153)

Increase /decrease in Donation capital (64,250) 70.806
Net cash outflow from financing activities 65,422 564 24,386,347
Net increase (decrease) in cash and cash equivalents 16,388,503 5,801,488
Cash and cash equivalents as at 1 July 11,976,638 6,175,150
Cash and cash equivalents at 30 June 2021 28,365,141 11,976,638
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8. Notes to the Financial Statements

KENDIL MICROFINANCING INSTITUTION
NOTES TO THE FINANCIAL STATEMENTS
AT 30 JUNE 2021

1. General Information

This report contains a set of financial statements for Kendil Microfinance Institution S.C. Company as of and
for the year ended 30 June 2022.

Kendil Microfinance Institution S.C is a microfinance institution domiciled in Shashemene, Oromiya Regional
State, Ethiopia. The Company was Established on Tir 7, 1993 (January 15, 2001) in accordance with
Proclamation No. 40/96.it has been issued With Business License No. MFI 019/01 by the national Company
of Ethiopia on February 7, 2001 and renewed up to February 6, 2022. Capital was Increased to birr
1,524,500 divided into 30,718 shares of birr 50 per value each. Furthermore, the capital of the company was
raised to Birr 3,060,400 divided into 61,208 shares of birr 50 per value each. On Tahsas 2009 the capital of
the company was raised to birr 12,241,600 divided into 244,832 shares of birr 50 par value each. On
February 07, 2022 the capital of the Company was raised to Birr 30,604,000 divided into 612,080 shares of
Birr 50 par value each.

The objective of the company include receiving, managing, saving and time deposits and provision of credit
both in kind and in cash; and other such activities as listed down under article 2 of the Memorandum of
Associations.

Vision, Mission and Governance
Vision

The vision of KMFI is to see poverty-eradicated, self-confidential and free from servitude citizen of Ethiopia
by responding to the financial needs of economically active poor people through an autonomous micro-
finance institution’.

Mission

The mission of KMFI is * Strive to bring positive change in respect of well-being of productive poor and less
privileged category of the society specially women who do not have the chance to get access to the
provision of appropriate and sustainable financial services and towards this end building a long term
sustainable micro financial institution”.

Moto of KMFI «Borrow wisely, Pay promptly, save regularly»
2. Basis of Preparation

The financial statements for the year ended 30 June 2022 have been prepared in compliance with
International Financial Reporting Standards ("IFRS") as issued by the International Accounting Standards
Board ("IASB"). Addltlonal mformatlon required by national regulations are included where appropriate.
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The financial statements comprise the statement of profit or loss and other comprehensive income, the
statement of financial position, the statement of changes in equity, the statement of cash flows and the notes
to the financial statements.

The financial statements are therefore prepared on a going concern basis with the assumption that the
Company will operate for at least 12 months from the end of the reporting period. The financial statements
have been prepared in accordance with the Accrual Basis of accounting under the historical cost concept.
However, property have been revalued for the purpose of obtaining a deemed cost in its opening IFRS
statement of Financial position dated 1 July 2017.

The preparation of financial statements in conformity with IFRS requires the application of certain criti_cal
accounting estimates. It also requires the management to exercise its judgment in the process of applying
the Company's accounting policies.

The financial statements are prepared in reference to the criteria for selecting and changing accounting
policies, together with the accounting treatment and disclosure of changes in accounting policies, changes in
accounting estimates and corrections of errors to enhance the relevance and reliability of the financial
statements, and the comparability of those financial statements over time and with the financial statements

of other entities.

The areas involving a higher degree of judgment or complexity, or areas where assumptions and estimates
are significant to the financial statements are disclosed in note.

While preparing these financial statements, the Management has made an assessment of Company's ability
to continue as a going concern. The management is aware of the inexistence any material uncertainties
related to events or conditions that may cast significant doubt upon the Company's ability to continue as a
going concern.

3. Summary of Significant Accounting Policies

Below are the significant accounting policies applied by the Company in preparing its first IFRS complied
financial statements. The policies have been consistently applied to all the years presented.

3.1. Foreign Currency Translation
a. Functional and presentation currency

ltems included in the financial statements are measured using the currency of the primary economic
environment in which the Company operates (‘the functional currency'). The functional currency and
presentation currency of the Company is the Ethiopian Birr (ETB).

b. Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates
prevailing at the dates of the transactions. Foreign exchange gains and losses resulting from the
settlement of foreign currency transactions and from the translation at exchange rates of monetary
assets and liabilities denominated in currencies other than the Company's functional currency are
recognized in profit or loss within other (loss)/income. Monetary items denominated in foreign currency
are translated us/g the: closmg rate as at the reporting date.
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4. Operating Expenses

Operating expenses are recognized in profit or loss upon utilization of the service or as incurred.

5. Borrowing Costs

Borrovging costs directly attributable to the acquisition, construction or production of a qualifying asset are
capitalized during the period of time that is necessary to complete and prepare the asset for its intended use
or sale. Other borrowing costs are expensed in the period in which they are incurred and reported in finance
costs.

6. Income (Profit) & sales taxes

As per Article 23 of Proclamation No. 626 /2009, Micro-Financing Business Proclamation, any micro-
financing institution that makes profit from its business and distributes to shareholders shall pay profit tax as
any business entity. However, if it fully ploughs back the profit, is shall not pay profit tax. The Company has
distributed profit of 30 June 2021 and hence, profit tax was calculated and paid to the tax office. Likewise,
differed tax on timing differences is not also calculated and accounted as the possibility of distributing profit
and being subject to profit tax is remote.

As per the Council of Ministers Regulations No. 791/2002, Financial services as defined in the regulations
are exempt from tax under Article 8, Sub-Article (2)(b) of the Proclamation, whether provided for explicit or
implicit fees. Financial services that are listed as exempt under these regulations are exempt, whether
rendered by a registered bank or financial institution or by any other person. As a result, no sales tax is
charged on services.

7. Property, Plant and Equipment
a) Right of Use Land

Right of Use Land owned is stated at cost. The cost of the lease is recognized in the cost of the
buildings and deprecated at the same rate as the buildings, even if the lease period is greater than the
useful life of the buildings.

b) Buildings, Computer and accessories, Vehicles and Others equipment

Buildings, computers and other equipment (comprising fittings and furniture) are initially recognized at
acquisition cost or manufacturing cost, including any costs directly attributable to bring the assets to the
location and condition necessary for them to be capable of operating in the manner intended by the
corporation's management. Buildings and equipment also include leasehold property held under a
finance lease.

Buildings, machineries and other equipment are subsequently measured at cost less accumulated
depreciation and impairment losses

Depreciation is recognized.on a straight-line basis to write down the cost less estimated residual value
of buildings, mag\t)jiuqﬁ@ and other equipment. The following useful lives are applied:

<40 —_— e r /o oo

\ . Ml =
7 - ! ‘ Jl : ;‘; E o =5 “.;’;,’“,‘-‘:—ID-’_“?:’L
OB 235 x: W,l"f':-ir SR 0 hadlE CE 12
ak B4y r Fyiaat wo(ltld. =
ikt 1o the agoiluls Jorm ,‘qf Hic, J[‘?i!’.ﬁifml Statemeyits qud Srould, bepead migoiutglion

AN S
’

e ! ihanpi :

. Apahe EhE i

: ~, = Aodis APaY \

¥ hr \ o 301 3\)229' it - om 1

= : E-mail rr—-:fq'.'f!tﬂ'\@”’"‘w.'j-..-—--"'"“'
\ = =fay et



Kendil Micro Finance Institution S.C, Audited Financial Statements, June 30, 2022

Asset class Depreciation rate (%)
Building Up to 50 years
Motor vehicle Up to 20 years
Furniture & fittings Up to 10 years
Computer and Accessories Up to 5 years
Office equipment Up to 10 years
Land improvement Up to 20 years

In the case of leased assets, expected useful lives are determined by reference to comparable owned
assets or the term of the lease, if shorter. Material residual value estimates and estimates of useful life
are updated as required, but at least annually.

Gains or losses arising on the disposal of property, plant and equipment are determined as the
difference between the disposal proceeds and the carrying amount of the assets and are recognized in
profit or loss within other income or other expenses.

c) Leased assets

All leased assets are treated as if finance lease except short-term and small value leases. The interest
element of lease payments is charged to profit or loss, as finance costs over the period of the lease.

All other leases are treated as operating leases. Where the Company is a lessee, payments on
operating lease agreements are recognized as an expense on a straight-line basis over the lease term.
Associated costs, such as maintenance and insurance, are expensed as incurred.

8. Impairment testing of intangible assets and property, plant and equipment

For impairment assessment purposes, assets are grouped at the lowest levels for which there are largely
independent cash inflows (cash-generating units). As a result, some assets are tested individually for
impairment and some are tested at cash-generating unit level.

An impairment loss is recognized for the amount by which the asset's (or cash-generating units) carrying
amount exceeds its recoverable amount, which is the higher of fair value less costs of disposal and value-in-
use. To determine the value-in-use, management estimates expected future cash flows from each cash-
generating unit and determines a suitable discount rate in order to calculate the present value of those cash
flows. The data used for impairment testing procedures are directly linked to the corporation's |atest
approved budget, adjusted as necessary to exclude the effects of future re-organizations and asset
enhancements. Discount factors are determined individually for each cash-generating unit and reflect
current market assessments of the time value of money and asset-specific risk factors.

All assets are subsequently reassessed for indications that an impairment loss previously recognized may
no longer exist. An impairment loss is reversed if the asset's or cash-generating unit's recoverable amount
exceeds its canyjng amount, L isssE
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Kendil Micro Finance Institution S.C, Audited Financtal Statements, June 30, 2022

9. Investment property

Investment properties are properties held to earn rentals or for capital appreciation, or both, and are
accounted for using either the cost model or the fair value model.

The Institution do not have investment properties but if there is any it should be accounted for using the cost
model where the resulting depreciation and impairment losses recognized in profit or loss, and are included
in the statement of financial position at their original cost.

10. Financial instruments

Financial assets and financial liabilities are recognized when the company becomes a party to the
contractyal provisions of the financial instrument and are measured initially at fair value adjusted for
transaction costs, except for those carried at fair value through profit or loss which are measured initially at
fair value.

Financial assets and financial liabilities are De-recognition when the contractual rights to the cash flows from
the financial asset expire, or it transfers the financial asset and the transfer qualifies with for de-recognition.
In addition de-recognition of a financial asset in its entirety, the difference between: the carrying amount
(measured at the date of de-recognition) and the consideration received (including any new asset obtained
less any new liability assumed) is recognized in profit or loss.

Write-off

According to IFRS 9.5.4.4, the Company shall directly reduce the gross carrying amount of a financial asset
when the entity has no reasonable expectations of recovering a financial asset in its entirety or a portion
thereof. A write-off constitutes a de-recognition event.

11. Loan Receivables

a) All receivable balances should be measured at their net realizable value, calculated as the gross
amount of receivable minus any allowances provided for doubtful Loans.

b) Allowance for doubtful Loans should be provided in an amount equal to the total receivables shown
or reasonably estimated to be doubtful of collection.

12. Other assets
a) Prepayments

Prepayments are payments made in advance for services to be enjoyed in future. The amount is initially
capitalized in the reporting period in which the payment is made and subsequently amortized over the
period in which the service is to be enjoyed.
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Kendil Micro Finance Institution S/C, Audited Financial Statements, June 30, 2022

b) Other receivables

Other receivables are recognized upon the occurrence of event or transaction as they arise and
cancelled when payment is received.

The Company's other receivables are classified as staff debtors and sundry debtors.

13. Cash and cash equivalents

a) Cash comprises cash on hand, petty cash funds, currencies awaiting deposit and local or foreign
currency deposits in Company's which can be added to or withdrawn without limitation and are

immediately available for use in the current operations.
b) Cash equivalents are short-term, highly liquid investments that are both:
I.  Readily convertible to known amounts of cash; and

i. So near their maturity date (3 month or less from the date of acquisition), that they present
insignificant risk of changes in value because of changes in interest rates.

Cash is valued at face value. Cash and cash equivalents in currencies other than the Ethiopian Birr (ETB)
are recorded at market exchange rates in effect at the time of transaction and restated to the equivalent ETB
amount at prevailing market rates as of the date of the statement of financial position.

14. Revenue recognition

Revenue is recognized to the extent that it is probable that the economic benefits will flow to the Company
and the revenue can be reliably measured, regardless of when the payment is being made. Revenue is
measured at the fair value of the consideration received or receivable, taking into account contractually
defined terms of payment and excluding taxes or duty.

Revenue is measured based on the consideration to which the Company expects to be entitled in a contract
with a customer. The Company recognizes revenue when (or as) it satisfies a performance obligation, i.e.,
when it transfers control of a product or services to customers.

The major source of income of KMFI is interest earned on loans, interest earned on investment, income from
financial services, registration fee, passbook sales (lost passbook) etc.

Interest rate to be charged on loans is determined by the Board of Directors and NBE should be notified of
the same. The current interest on loans is from 23-25% declining rate based on the duration of loan term
and exceptional loan to shareholders that is available with 2% interest rate discount.

Interest on loans is accrued quarterly. Accruing interest on loans that are past due for over 90 day is against
the provision of NBE's directive No.MFI/28/2016. Service charge of, 5% (Group, Individual Business,
consumption and Bajaj purchase loan) is deducted from the approved loan.

Investment Incomt-.yte;fé'st-inbo%e_ is recognized in the statement of profit or loss as-it acgrues.
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- Kendil Micro F:’qznnce Inatitution S,C, Audr'rqd Financial Statements, June 30, 2022

Investment income also includes dividends when the right to receive payment is established and gain/loss
on disposal of fixed assets,

15. Employee Benefits
The Company has provided short-term, long-term and post-employment employee benefits.
a) Post-employment Benefit

The Company's post-employment employee benefit is a defined contribution plan where it pays fixed
monthly contributions into a government managed pension plan and will have no legal or constructive
obligation to pay further contributions if the pension plan does not hold sufficient assets to pay all
employee benefits relating to employee service in the current and prior periods. Provident fund
contribution, funding under this scheme is 7% and 11% by employees and the Company respectively.

b) Short term employee benefit and other long term employee benefit

When an employee has rendered service to the Company during an accounting period, the Company
recognizes the undiscounted amount of short-term employee benefits expected to be paid in exchange
for that service.

Short-term employee benefits: are employee benefits (other than termination benefits) that are due to be
settled within 12 months after the end of the period in which the employees render the related service.

The company accrues severance pay using the projected unit credit method. Management estimates
the obligation annually with the assistance of actuarial estimates.

16. Fair Value Measurement

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. The fair value measurement is based on
the presumption that the transaction to sell the asset or transfer the liability takes place either:

» In the principal market for the asset or liability, or
 Inthe absence of a principal market in the most advantageous market for the asset or liability.

The principal or the most advantageous market must be accessible by the Company.

The fair value of an asset or a liability is measured using the assumptions that market participants would use
when pricing the asset or liability, assuming that market participants act in their economic best interest.

The Company uses valuation techniques that are appropriate in the circumstances and for which sufficient
data are available to measure fair value, maximizing the use of relevant observable inputs and minimizing
the use of unobservable inputs.

Assets and liabilities for which fair value is measured or disclosed in the financial statements are categorized
within the fair value hierarchy, described as follows, based on the lowest level input that-is significant to the
fair value measurey‘t‘;gs% wl;ole e
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Kendil' Micro Fivtance Institution S.C, Audited Financial Statements, June 30, 2022

» Level 1 —Quoted (unadjusted) market prices in active markets for the identical assets or liabilities.

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

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

For assets and liabilities that are recognized in the financial statements on a recurring basis, the Company
determines whether transfers have occurred between Levels in the hierarchy by re-assessing categorization
(based on the lowest level input that is significant to the fair value measurement as a whole) at the end of
each reporting period.

The Company's Management determines the policies and procedures for both recurring fair value
measurement, such as available-for-sale financial assets.

For the purpose of fair value disclosures, the Company has determined classes of assets and liabilities on
the basis of the nature, characteristics and risks of the asset or liability and the level of the fair value
hierarchy as explained above.

17. Significant accounting judgments, estimates and assumptions

The preparation of the Company's financial statements requires the Management to make judgments,
estimates and assumptions that affect the reported amount of revenues, expenses, assets and liabilities,
and the accompanying disclosures, as well as the disclosure of contingent liabilities. Uncertainty about these
assumptions and estimates could result in outcomes that require a material adjustment to the carrying
amount of assets or liabilities affected in future periods.

a) Judgments

In the process of applying the Company’s accounting policies, Management has made judgments in
the determination of the appropriateness of going concern, assessment of the existence of impairment
indicators and classification of events after the reporting period.

b) Estimates and Assumptions

A change in accounting estimate is an adjustment of the carrying amount of an asset or a liability, or
the amount of the periodic consumption of an asset, that results from the assessment of the present
status of, and expected future benefits and obligations associated with, assets and liabilities. Changes
in accounting estimates result from new information or new developments and, accordingly, are not
corrections of errors.

Existing circumstances and assumptions about future developments, however, may change due to market
changes or circumstances beyond the control of the Company. Such changes are reflected in the

assumptions when they occur.

The key assumptions concerning the future and other key sources of estimation at the reporting date, that
have a significant risk of causing a material adjustment to the carrylng amounts of assets and liabilities
within the next fi nanelqiyea[, /are\descnbed below - : Ty K
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Kendil Micro Finance Institution S.C, Audited Financial Statements, June 30, 2022

18. Fair value measurement of financial instruments

When the fair values of financial assets and financial liabilities recorded in the statement of financial position
cannot be measured based on quoted prices in active markets, their fair value is measured using valuation
techniques using inputs from unobservable sources. A degree of judgment is required in establishing fair
values. Judgments include considerations of inputs such as liquidity risk, credit risk and volatility. Changes in
assumptions about these factors could affect the reported fair value of financial instruments.

19. Impairment Losses on Loan Receivables

Impairment of financial asset shall be based on expected credit losses, resulting in the recognition of a loss
allowance before the credit loss is incurred. Under this approach, entities need to consider current
conditions and reasonable and supportable forward-looking information that is available without undue cost
or effort when estimating expected credit losses.

Kendil Calculates Expected Credit Losses (ECL) by:

a. ldentifying scenarios in which a loan or receivable defaults;

b. Estimating the cash shortfall that would be incurred in each scenario if a default were to
happen;

c. Multiplying that loss by the probability of the default happening; and

d. Summing the results of all such possible default events.

Because every loan and receivable has at least some probability of defaulting in the future, every loan or
receivable has an Expected Credit Loss associated with it—from the moment of its origination or acquisition.

At every reporting date, the Company analyses its trade and other receivables for impairment. The
Company first assesses whether objective evidence of impairment exists individually for financial assets that
are individually significant, and individually or collectively for financial assets that are not individually
significant. Impairment provisions are also recognized for losses not specifically identified but which,
experience and observable data indicate, are present at the date of assessment. Management uses
estimates based on historical loss experience for trade receivables.

The Company is required to recognize Expected Credit Losses (ECLs) based on unbiased forward-looking
information. At the reporting date, an allowance is required for the 12 month (Stage 1) ECLs. If the credit risk
has significantly increased since initial recognition (Stage 2), or if the financial instrument is credit impaired
(Stage 3), an allowance (or provision) should be recognized for the lifetime ECLs.

Provisions under prudential guidelines are determined using the time based provisioning prescribed by the
National Bank of Ethiopia (NBE) Directive No 28/2016, Loan Classification and Minimum Provisioning
Requirement. As per the directive, loans are classified and provision is made as follows:

Sub—standard 91 to 180 days 25%

Doubt full ..===-~.| 181 to 365 days 50%

Loss /7 ca N_;t'\ LL‘?' “Over 365 days 100%C )
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Kendil ! Micro Finance Institution S.C, Audited Finaricial Statements, June 30, 2022

This.is_ in line with the Expected Credit Loss model of IFRS 9 as explained above except that credit loss
prows‘lon‘staﬂs when loan is overdue for at least 91 days, instead of recognizing provision as soon as a
financial instrument is originated or purchased. Loan is assumed by the directive as having zero credit loss

until it is overdue by 91 days, after which date 12-month expected credit losses & life time credit loss is
recognized,

The directive also provides that interest income on loans classified as non-performing shall not be
recognized as income in the statement of profit or loss, unless it is collected in cash. This also is more
prudent that the requirement of IFRS 9, which requires that if the credit risk of a financial asset increases to
the point that it is considered credit-impaired (stage 3), interest revenue is calculated based on the
amortized cost (i.e. the gross carrying amount less the loss allowance).

The carrying amount of the asset is reduced through the use of an allowance account and the amount of the
loss is recognized in the statement of profit or loss. Loans, together with the associated allowance are
written off when there is no realistic prospect of future recovery and all collateral has been realized or has
been transferred to the Company. If, in a subsequent year, the amount of the estimated impairment loss
increases or decreases because of an event occurring after the impairment was recognized, the previously
recognized impairment loss is increased or reduced by adjusting the allowance account. If a write-off is later
recovered, the recovery is credited to finance costs in profit or loss.

20. Severance Pay

The cost of severance pay obligations are determined using actuarial valuations. An actuarial valuation
involves making various assumptions that may differ from actual developments in the future. These include
the determination of the discount rate, future salary increases, and mortality rates. Due to the complexities
involved in the valuation and its long-term nature, a severance pay obligation is highly sensitive to changes
in these assumptions. All assumptions are reviewed at each reporting date.

21. Depreciation and carrying value of property, plant and equipment

The estimation of the useful lives of assets is based on management's judgment. Any material adjustment to
the estimated useful lives of items of property, plant and equipment will have an impact on the carrying value
of these items.

22. Equity, reserves and dividend payments
Share capital represents the nominal (par) value of shares that have been issued.

Share premium includes any premiums received on issue of share capital. Any transaction costs associated
with the issuing of shares are deducted from share premium, net of any related income tax benefits.

Other components of equity include the following:

o Revaluation reserve - comprises gains and losses from the revaluation of land.

o Translation reserve - Comprises foreign currency translation differences arising from the translation
of financial statements.

Retained earnlng)nclude all current and prior period retained prof its.
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Kendil Micro Finance Institution S.C, Audited Financial Statements, June 30,2022

Dividend distributions payable to equity shareholders are included in other liabilities when the dividends
have been approved in a general meeting prior to the reporting date.

23. Provisions, contingent assets and contingent liabilities

Provisions for product warranties, legal disputes, onerous contracts or other claims are recognized when the
company has a present legal or constructive obligation as a result of a past event, it is probable that an
outflow of economic resources will be required from the corporation and amounts can be estimated reliably.
The timing or amount of the outflow may still be uncertain.

Provisions are measured at the estimated expenditure required to settle the present obligation, based on the
most reliable evidence available at the reporting date, including the risks and uncertainties associated with
the present obligation. Where there are a number of similar obligations, the likelihood that an outflow will be
required in settlement is determined by considering the class of obligations as a whole. Provisions are
discounted to their present values, where the time value of money is material.

Any reimbursement that the Institution is virtually certain to collect from a third party with respect to the
obligation is recognized as a separate asset. However, this asset may not exceed the amount of the related
provision.

No liability is recognized if an outflow of economic resources as a result of present obligations is not
probable. Such situations are disclosed as contingent liabilities unless the outflow of resources is remote.

Significant management judgment in applying accounting policies and estimation uncertainty when
preparing the financial statements, management makes a number of judgments, estimates and assumptions
about the recognition and measurement of assets, liabilities, income and expenses.

24. Significant management judgments

The following are the judgments made by management in applying the accounting policies of the Company
that have the most significant effect on the financial statements.

a) Revaluation of Property

The management revalued its property, plant and equipment and applied fair value as deemed cost.
Despite it uses professional valuators; judgments were used to ascertain fair values as per [FRS 13.
From the three approaches of valuation, due to its practicability the cost model were the most
frequently used which uses level 3 inputs that involve judgment.

b) Inventories

Management estimates the net replacement cost values of inventories, taking into account the most
reliable evidence available at each reporting date. The future realization of these inventories may be
affected by future technology or other market-driven changes that may reduce future prices.
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Kendil Mioro Finance Ihstitution S.C, Audited Financial Statements, June 30, 2022

25. Credit risk management

Credit risk Credit risk is the risk of financial loss to the Company if a customer of counterpart to a financial
instrument fails to meet its contractual obligations, and arises principally from the Company's loans and
advances to customers and other Company and investment securities.

25.1. Management of Credit Risk

The Company has a loan review committee responsible for reviewing credit risk management policies and
the Company's compliance with regulatory directives. Credit Management Department is responsible for
implementing the credit risk management policies of the Company. Credit management department and
branch units are required to implement the Company's credit policies and procedures, with credit approval
authorities’ delegated from the Board. Each business unit is responsible for the quality and performance of
its credit portfolio and for monitoring and controlling all credit risks in its portfolios, including those subject

to central approval.

In the estimation of credit risk, the Company estimates the following parameters:

 Probability of Default: This is the probability that an obligor or counterparty will default over a given
period, usually one year. This can be calculated on portfolio by portfolio basis or collectively
depending on availability of historical data.

e Loss Given Default: Loss Given Default is defined as the portion of the loan determined to be
imecoverable at the time of loan default (1 — recovery rate). Our methods for estimating LGD includes
both quantitative and qualitative factors.

» Exposure at Default: This represents the amount that is outstanding at the point of default. Its
estimation includes the drawn amount and expected utilization of the undrawn commitment at default.

25.2. Impairment Assessment

The Company assesses its impairment for the purpose of IFRS report using a two-way approach which is
Individual assessment and portfolio assessment.

(a) Specific assessment- The Company reviewed and revised existing impairment triggers for each loan
asset portfolio to ensure that a trigger identifies a loss event as early as possible, which would result in
the earliest possible recognition of losses within the IFRS framework. The Company then estimated
the impairment based on the shortfall between the present value of estimated future cash flows and

the asset carrying amount.

(b) Collective assessment Loans and receivables that are not specifically impaired are assessed under
collective impairment. For the purpose of collective impairment, financial assets are grouped on the
basis of similar credit risk characteristics that are indicative of the debtors' ability to pay all amounts
due according to confractual terms. The Company generally bases its analyses on historical
experience. The collective assessment takes account of data from the loan portfolio (such as historical
losses on the portfolio, levels of arrears, credit utilization, loan to collateral ratios and expected
receipts and recoveries once impaired) or economic data (such as current economic conditions,
unemployment levels and local or industry-specific problems). The approximate delay between the
time a loss is likely to have been incurred and the time it will be identified as requiring an individually
assessed impairment allowance is also taken into consideration. The impairment allowance is
reviewed by credlt t management to ensure alignment wnth the Company's overall po\cy
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Kendil Micro Finance Institution S.C, Auditeéd Financial Statements, June 30, 2022

25,3, Credit Related Commitments Risks

The Company holds collateral against loans and receivables to customers in the form of Company
guarantees and property. Estimates of fair value are based on the value of collateral assessed at the time
of borrowing.

254.  Maximum Exposure To Credit Risk

Types of collateral or credit enhancement

KMFI loans that are channeled through groups shall jointly and severally be guaranteed by the group
members. Furthermore, compulsory savings of individual group members will also be used as additional
security for the loan. Third party guarantee in case of group loan may be required by the group members
themselves for a member in a group whom they think is more risky in various ways.

The table below shows the Company's maximum exposure to credit risk which is represented by the net
carrying amounts in the statement of financial position and the fair value of collaterals and credit
enhancements held at 30 June 2021, and 30 June 2022.

30 June 2021
Maximum Secured
Exposure to  Against real Motor Remaining
Credit risk estate vehicles Others Total Risk
Birr Birr Birr Birr Birr Birr
Cash and bank balances 11,976,638 - - 11,976,638 11,976,638 -
Agriculture 525,867 105,173 105,173 420,694
Construction/consumption 9,557,209 - - 955,720 955,720 8,601,489
Transportation 14,447,751 - 31,671,627 2,217,013 33,888,640 -
Individual loans 90,997,539 336,496,309 - 14,882,389 351,378,698 -
Staff loans & advances 1,855,938 - - 1,855,938 1,855,938 -
Sundry receivables 691,272 - - 691,272 691,272 -
130,052,214 336.496,309 31,671,627 32,684,143 400,852,079 9,022,183
30 June 2022
Maximum Secured
Exposure to  Against real Motor Remaining
Credit risk estate  vehicles Others Total Risk
Birr Birr Birr Birr Birr Birr
Cash and bank balances 28,365,141 - - 28,365,141 28,365,141 -
Customer & staffs
Group loan 9,960,771 - 5,633,256 5,633,256 4,327,515
Construction/consumption 12,384,806 - - 2,666,163 2,666,163 9,718,643
Transportation 51,980,872 - 1,299,522 - 1,299,522 50,681,350
Individual loans 92,688,050 185,376,099 10,862,425 196,238,524 -
Staff loans & advances 3,986,643 - 3,947,011 3,947,011 39,632
199,386,284 185,376,099 1.299.522 51,473,996 238,149,617 (64,767,140)
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Kendil Micro Finance Institution S.C, Audited Financial Statements, Jusie 30, 2022

26. Collateral Held And Their Financial Effect

The general credit worthiness of a customer tends to be the most relevant indicator of credit quality of a
loan extended to it. However, collateral provides additional security and the Company generally requests

that corporate borrowers provide it. Staff loans are secured to the extent of the employee's continued
employment in the Company.

The Company may take collateral in the form of fixed assets, like house (including condos), vehicle
including Bajaj can be used as collateral by properly registering with appropriate authorities. In addition to
the Company s focus on creditworthiness, the Company aligns with its credit policy guide to periodically
update the validation of collaterals held against all loans to customers.

For impaired loans, the Company obtains appraisals of collateral because the fair value of the collateral is
an input to the impairment measurement.

The fair value of the collaterals is based on the last revaluations carried out. The valuation technique
adopted for properties is in line with the Company's valuation manual and the revalued amount is similar
to fair values of properties with similar size and location.

27. Liquidity risk

Liquidity Risk is a risk that the Company will encounter difficulty in meeting obligations from its financial
liabilities. The Company's approach to managing liquidity is to ensure, as far as possible, that it will always
have sufficient liquidity to meet its liabilities when due, under both normal and stressed conditions, without
incurring unacceptable losses or risking damage to the Company's reputation.

Compliance with the regulatory framework is monitored consistently. The Licensing & Supervision of
Companying Business proclamation No./626/09 of the National Company of Ethiopia provides that any Micro
financing institution total loan extended to any single borrower shall not exceed 1% of the total capital. And
loan extended to group of borrowers not more than 4%of the total capital.

28. Market risk

Market risk is the risk that changes in the market prices, such as interest rate, equity prices, and foreign
exchange rates will affect the future cash flows of the Company’s financial instruments. The objectives of
market risk management are to manage and control market risk exposures within acceptable parameters,
while optimizing the return on risk.

The main objective of Market Risk Management is to manage and control market risk exposures within
acceptable parameters, while optimizing the return on risk.

Interest rate risk

Interest rate risk is.a risk resulting from changes in interest rates. It is the probability-that the rising and falling

of interest rate/sf@'ll;gtdv\igté_gj\fé‘ﬁegt the CoTpany‘sinterest margip or.the yalue ofits-net worth.
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Kendil Micro Finance Institution 8.C, Audited Financial Statements, June 30, 2022

The table below shows the amount of net worth the Company gain from interest and the amount of interest
expense which are originated from liabilities.

30 June 2021
Non-interest
Fixed bearing fotal
Birr Birr Birr
Assets
Interest on saving accounts 22,340 - 22,340
Interest on Loans & advances to customers 18,434,684 - 18,434 684
Total assets 18,457,024 - 18,457,024
Liabilities
Interest on deposits from customers 1,571,371 - (o7 i
Interest on Borrowings 2,809,199 - 2,809,199
4,380,570 - 4,380,570
30 June 2022
Non-interest
Fixed bearing total
Birr Birr Birr
Assets
Interest on saving accounts 7,006 : 7,006
Loan & advances to customers 23,404,124 - 23404124
23,411,130 - 23411130
Liabilities
Deposits from customers 2,236,492 - 2,236,492
Interest on Borrowings 3.780.813 - 3,780,813
6,017,305 - 6,017,305

(i) Foreign exchange risk

Foreign exchange risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
due to the changes in foreign exchange rates. Foreign exchange risks are controlled by maintaining balances
in major currencies whose exchange rates against the reporting currency are expected to appreciate. The
National Company controls exchange rates due to which the rates are not fluctuating significantly. The
Company is not exposed to exchange rate risks to the extent of balances and transactions denominated in a
currency other than the Ethiopian Birr.

(i) Capital management

The Company's objectives when managing capital are to comply with the capital requirements set by the
National Company of Ethiopia, safeguard its ability to continue as a going concern so that it can continue to
provide returns for the shareholders and benefits for the other stakeholders, to maintain a strong capital base
to support the current-and future development needs of the business and to comply with the capital

requirements/géﬁb&i@@ﬁéif@m{Company of Ethiopia (NBE), ~ — — ——
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Kendil Micro Finance Institution S,C, Audited Financial Statements, June 3

(iif)  Capital Adequacy Ratio

According to the Licensing & Supervision of Companying Business Directive No 626/2009 of the National
Bank of Ethiopia, the Company has to maintain capital to risk weighted assets ratio of 12 % at all times.

29. Acquisitions and Disposals

There were no acquisitions and disposals during the reporting period
30. Interests in Subsidiaries

There was no interest in subsidiaries during the reporting period
31. Investments accounted for at cost

Kendil recognized equities, at initial recognition, at fair value which was the transaction price then. The Kendil
makes utmost effort to use all information about the performance and operations of the Companies’ that
becomes available to it after the date of initial recognition. It is very difficult to obtain sufficient more recent
information to enable it to measure equity at fair value subsequently. There is no stock market for such equity
instruments in Ethiopia. Moreover, the management assessed that there is no significant change in the
performance of the company's invested in compared with budgets, plans or milestones approved for those
years; significant change in the market for those companies’ equity or their products or potential products;
significant change in the performance of comparable entities; internal matters of the investee such as fraud,
commercial disputes, litigation, changes in management or strategy that could work against companies’
performance. Hence management values the investments at cost. Dividend on those investments is, if any,
credited to profit & loss when received.

32. Related party disclosure

If the Company has had related party transactions during the year covered by the financial statements,
disclosure shall be made about the nature of the related party relationship as well as information about those
transactions and outstanding balances, including commitments, necessary for users to understand the
potential effect of the relationship on the financial statements. At a minimum, disclosures shall include:

a) the amount of the transactions;
b) the amount of outstanding balances, including commitments, and:
i.  their terms and conditions, including whether they are secured, and the nature of the
consideration to be provided in settlement; and
ii.  details of any guarantees given or received;
c) provisions for doubtful debts related to the amount of outstanding balances; and
d) The expense recognized during the period in respect of bad or doubtful debts due from related

parties.

Disclosure shall also be made on key management personnel compensation in total and for each of the
following categongs (a) ,Bhort—term employee benefits; (b) post-employment benefits; (c) other long-term
benefits; (d),f{en'gm i neﬁts*\and( ) share-based payment
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Kendil Micro Finance Institution S.C, Audited Financial Statements, June 30, 2022

33. REVENUE FROM OPERATION

As a financing institution, the major source of income is interest charged on loan to borrowers. In addition it
charges service charge for the service it renders and penalty when there are delays in payment.

2021
ETB ETB
Interest — Group loan 66,850 -
Interest — Individual loan 24,309,066 19,244,100
Interest — Personal Guarantee loan 193,035 71,093
Interest — Vehicle loan 3,454,669 2,287,230
Interest — Vehicle Purchase loan 2,680,552 -
Interest — Consumption loan 2,945,752 1,801,701
Interest — Shareholder loan 488,185 -
34138109 | 23.404.124
34. OTHER INCOME
2021
ETB ETB
House Rent income 583,594 337,738
Gain from release of PPE 64,250 70,806
Gain from sales of PPE 119,155 e
Income from insurance premium 527,927 86,854
Interest from saving and Fixed deposit 41,412 - 7.006
1.336.338 502.404
35. INTEREST ON CLIENTS SAVINGS
2021
ETB |SEETE
Interest Expense on PF 238,554 - 232,045
Interest Expense On Saving - 3246417 .2;004.447
> 5 2 Chae e n31484.971 |8 2.286.492
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Kendil Micro Finance Institution S

36. GENERAL AND ADMINISTRATION EXPENSES

.C, Audited Financial Statements, June 30, 2022

2021
ETB ETB
Salary and benefits 9,248,244 [ 6,404,848
Pension contribution and provident fund 781,878 461,824
Insurance expense 60,606 51,742
Office supplies 865,469 589,711
Training and tuition fees 370,233 250,541
cleaning and sanitation 61,430 47,326
Hospitality 272,522 112,644
Inland revenue expense 71,481 58,647
Board Per dime expense 43,500 28,326
General assembly 85,736 48,819
Board and Management Meetings 95,570 -
Membership fee 10,000 10,000
social contribution 119,956 105,000
Accrued Annual leave expense 468,306 262,679
Accrued Severance pay expense 128,871 85,634
Advertisement expense 146,576 40,140
Professional fee 118,750 237,500
General Ass. Delegation Exp. 147,935 114,068
Rent 642,750 378,663
Utilities and communication expense 276,550 112,413
Repair and maintenance expense 302,105 [ 409,676
Fuel & lubricant 199,016 122,693
Transportation expense 151,398 85,952
other costs 116,155 - 22,448
Travel and perdiem 398,355 276,095
Miscellaneous expense 52,568 229,936
15,235,960 | 10.547.325
37. FINANCIAL COST

ETB [ESRETE}
Interest Expense on commercial 5,490,211 2 672 11
Interest Expense on Loan cessionary 1,451,443 | 4, 108 702
Laaie o 6!941!654 : 3,780,&13
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Kendil Micro Finance Institution S.C, Audited Financial Statements, June 30, 2022

38. CASH AND CASH EQUIVALENTS

2021
ETB ETB
Cash on hand r '
Cash at Company 28,365,141 | 11,976,638
28,365,141 | 11,976,638
39. LOANS AND ADVANCES - CUSTOMERS
2021
IETB ETB
Loan receivable — consumption 12,384,806 | 9,557,209
Loan receivable - trade 100,556,954 | 105,445,292
Loan receivable — vehicle 51,980,872 -
Loan receivable — center 2,091,867 525,868
167,014,499 | 115,528,369
Less: Impairment allowance (see Note 39.1 below 2,504,771 906,388
164,509,728 | 114,621,981
39.1. MOVEMENT OF IMPAIRMENT ON LOAN
The movements in impairment allowance for Loan receivable is analyzed below:
2021
ETB ETB
Balance at the beginning of year 906,388 411,169
Impairment loss recognized on receivables 1,598,383 495219
Amount written off as uncollectable - -
Amount recovered during the year - -
Impairment loss reversed - -
Balance at end of the year o —— 2804771 906,388
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Kendil Micro Finance Institution S.C, Audited Financial Statements, June 30, 2022

40. DEBTORS

2021

ETB ETB|
Refund Account 371 371
Staff debtors 2,642,093 1,855,938
Advance 51 51
Cour receivables 156,731 -
Prepayment 4,471,501 690,851
7,270,747 2,547,211

41. INVESTMENT

The Company has purchased shares with a total value of birr 900,000 from Association of Ethiopian
Microfinance Institution (AEMFI)-ET-Inclusive Finance Technology S.C and Birr 10,000 from AEMF
itself. The company has purchased additional shares with a total value of Birr 1,000,000 from
Association of Ethiopian Microfinance Institution (AEMFI)-ET-Inclusive Finance Technology S.C and
capitalized the dividend eamed from the previous shares Birr 58,000 to make the total investment
balance Birr 1,968,000. ET Inclusive Finance Technology Share Company (ETIFT) was established in
2014 to provide ICT and related technological services to microfinance institutions. The company was
initiated by the Association of Ethiopian Microfinance Institutions (AEMFI) and five big microfinance
institutions. Currently, about twenty seven microfinance institutions in the country are its member
shareholders. It has been helping microfinance institutions to get financial technologies such as
mobile and agent banking technology and shared core banking system.

42. PROPERTY, PLANT AND EQUIPMENT
a) The detail of erl plantand empment |s prowded below

As at 30 June 2021 14,112,625 2,510,097 127,623 617,684 753,222 18,121,251
Disposal (520,621) - - - - (620,621)
Additions - - 289,800 227.000 190,297 707,097
As at 30 June 2022 13,592,004 2,510,097 417,423 844,684 943,519 18,307,727
DEPRECIATION
As at 30 June 2021 1,083,645 434,609 83,924 375,634 338,277 2,316,089
Disposal (39,776) - - - - (39,776)
Charge for the year 301,739 188,196 30,339 229,388 40,513 790,175
Asat30June2022  1,345608 622,805 114,263 605022 378,790 3,066,488
NET BOOK VALUE doan!
As at 7 July 2021 2,075,488 43,699

1,887,292 303,160 15,241,239
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Kendil Micro Finance Institution S.C, Audited Financial Statements, June 30, 2022

b) Tth cost of building included the lease cost of three plots of land as described below. at the
time of transition to IFRS, the Company opted to assess the fair value of buildings including the
plots of land in which they are situated, and use that value as deemed cost.

I The company obtained 395.91 m? land in Arsi Negele town Q/Dama area from Oromia
Regional State, Oromia Industry and Urban Development Bureau for a period of 99
years on Sene 10, 2007. The cost of the lease is Birr 288,218 to be paid over a period
of 40 years with equal annual payments of Birr 7,205.

il The company obtained 411 m? land in Shashemene town Abbosto area from Oromia
Regional State, Oromia Urban Land Development and Management Agency for a
period of 70 years on Nehasse 16, 2009. The cost of the lease is Birr 220,160 to be
paid over a period of 40 years with equal annual payments of Birr 5,504,

iii. ~ The company obtained 500 m? land in Shashemene town Kuyera area from Oromia
Regional State, Oromia Urban Land Development and Management Agency for a
period of 70 years on Nehasse 27, 2011 (actually the land was used prior to this year,
only the certificate was obtained on this date). The cost of the lease is Birr 505,750 to
be paid over a period of 40 years with equal annual payments of Birr 12,644.

iv.  The company has sold-out the building owned in Shashemene town Kuyera area to
ETB 600,000.

c) The two leaseholds are obtained free of interest. Present value was calculated using the
borrowing rate of the company (24%) over forty years, the lease liability payment period. The
present value and the subsequent principal payments are not material. Hence, no lease liability
is recognized. Annual payments, which area almost equivalent to the interest charge, are
directly charged to profit and loss account upon payment.

43. DEPOSIT FROM CUSTOMERS

Compulsory Voluntary Total
ETB ETB ETB
Compulsory Savings 19,161,844 - 19,161,844
Time Deposit - 10,096,828 10,096,828
Voluntary Individual - 5,594,040 5,594,040
Non-client savings - 18,420,243 18,420,243
Institutional saving - 1,058,631 1,058,631
As at June 30, 2022 19,161,844 35,169,742 54,331,586
[ AsatJune 30,2021 18,160,296 20636490  38.796.786
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Kendil Micro Finance Institution' S.C, Audited Financial Statements, June 30, 2022

44. CREDITORS AND ACCRUALS

(a) The balance is composed of the following:

Note
Reserved balance
Accruals (b)
Tax payable 5% from Acc Interest (tax)
Audit fee payable
Pension contribution
Commission payable
Income tax payable
Withholding tax payable
Premium Collection
Staff Social contribution
Staff loan payable
Cash indemnity payable
Provident Fund payable (c)

ETB

29,559
3,367,537
185,003
379,500
82,315
396,326
208,527
2,254
1,750,919
1,085
(624)
39,800
3,947,011
10,389,212

2021
ETB
5903
2,180,146
111,891
126,500
40,937
301,221
117,341
4,366
761,646
1,085

24,200
3,058,413
6.733.649

(b) Accruals included provision for severance pay, calculated as per the provisions of the Ethiopian

Labor Law; and liability for unused leave balance.

(c) Some of the employees of the Company are not covered by Private Organization's pension
scheme. Instead Provident fund of 10% of basic salary is contributed by the employer, and
deposited in a separate account in within the Company. The amount above shows the balance due

to each staff member in the scheme.

45. BORROWINGS

The Company has obtained a long-term loan from Oromia International Bank S.C and Rural Financial

Intermediary Program (RUIFP) of Development Bank of Ethiopia.

2021
Notes ETB ETB
Loan from OIB i 34,926,365 24,490,049
Loan from RUFIB i 25,342,651 20,292,153
Loan from AIB i 50,000,000 -
110,269,016 44,782,202
Less: Current maturity of loan (11,196,785) (8,111,247)
: 99,072,231 36,670,955
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Kendil Micro Finayce Institiution SiC, Auditéd Financial Statements, June 30, 2022

I.  The Company has Borrowed new loan during 2019 from OIB with interest rate of 18.55% but
starting from March 1/2019 interest rate is reduced to 15.25%.

2021

ETB ETB

Balance at beginning of year 24,490,049 11,002,630

Additional loan received during the year 14,000,000 15,000,000
Settlement made during the year 3,563,684 1,512,581

Balance at the end of the year 34,926,365 24,490,049

ii.  The company has obtained loan from DBE which is called RUFIP with interest rate of 6% and
additional loan during April 9, 2019, July 29, 2019, February 10, 2022 and March 04, 2022

2021

ETB ETB

Balance at beginning of year 20,292,153 9,322,419

Additional loan during the year 12,683,600 17,568,400

Settlement made during the year (7,633,102) (6,598.666)

Balance at the end of the year 25,342,651 20,292,153
iii. ~ The Company has obtained loan from AIB with interest rate of 18.55% on March 18, 2022.

| 2021

ETB ETB

Balance at beginning of year = ==

Additional loan during the year 50,000,000 | -

Balance at the end of the year 50,000,000 | -

46. PAID UP CAPITAL

Initially the Company has 244,832 shares in issue at Birr 50 par value each. The total paid up capital
of the MFI was Birr 12,241,600. Following the General assembly decision made on Tikimt 07/2014
E.C, the paid up capital is raised to ETB 30,604,000 divided into 612,080 shares of ETB 50 par value
each.

47. TREASURY STOCK

As per the Boards decision, the Company has bought back 9,456 of its own shares from shareholders
who agreed to sale their shares. The purchase was made at Birr 94 per share. The total worth of the
shares bought back is. Blrr_ 88,864. e
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Kendil Micro Finance Institution S.C, Audited Firancial Statements, June 30, 2022

48. RETAINED EARNINGS

il 30-Jun-21
ETB ETB
Retaining earnings per IFRS on 1/7/2019 33,175,312 | 22 461 460
Profit tax paid on total comprehensive income of 2021 (3,438,296) |
Dividend Declared and paid to shareholders 8,022,691 ;i
21,714,325 |1
Transfer to capital (18,362,400) [=%
3,351,925 |
Comprehensive income for the year 15,669,275 | S
Dividend from ET-Inclusive 57,380 [S88
Current year adjustment 1,420 |SE({
Transfer to legal reserve (783,464) |-
Retaining earnings per IFRS 18,296,536

49. IFRS REVALUATION RESERVE

Valuation of Plants, Property and Equipment were performed as at 1st July 2017 to determine the
fair value, which was treated as a deemed cost at the date of the translation to IFRS. The balance
included in First time IFRS adoption revaluation reserve, Birr 5,561,817 is the surplus of the
revaluated amount over the carrying amount and was directly credited to this surplus account. It is
released to the retained earnings by the excess of depreciation expense over the amount that would
have been had the revaluation not been performed. The Accounting & Auditing Board of Ethiopia,
through a letter has instructed such revaluation not to be treated as part of retained earnings. It is
therefore separately reported.

50. LEGAL RESERVE

In accordance with the 14t reqular general assembly meeting of the shareholders held on February
10, 2019, 5% of the net profit shall be transferred to legal reserve starting from the year ended 30
June 2018.

ETB |
Balance at the beginning of the year 1,529,692 |
Transferred during the year 783 464
2,313,156
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Kendil Micro Finance Institution S.C, Audited Financial Statements, June 30, 2022

51. DONATION CAPITAL

30 June 2021

ETB ETB

RUFIP 64,249 135,055
Less: Release of donation to profit (64,250) (70.806)
(1) 64,249

Terrafina 1,837,310 1,837,340
Accord 804,011 804,011
Balance at the end of the year 2,641,320 2,705,570

52. RELATED PARTIES

A related party is a person or entity that is related to the Company. A person or a close member of that
person's family, family members who may be expected to influence, or be influenced by, that person in
their dealings with the Company and include that person's children and spouse, is related to the
Company if that person: has control or joint control of the reporting entity; has significant influence over
the reporting entity; or is a member of the key management personnel of the Company. The substance
of the relationship is important than the legal form. A related party transaction is a transfer of resources,
services or obligations between a reporting entity and a related party, regardless of whether a price is
charged.

Due to the nature of the company, shareholders of the company are also clients who take loan like
other clients of the company. In the current year transactions with shareholders were as follows:

2021

ETB

Loan to shareholders 7,868,905 8,841,170
Savings of shareholders 2,341,528 884,117
10,210,433 5,287

The following is the total amount of compensation paid or payable to Key Management Personnel of
the Company who have authority and responsibility for planning, directing and controlling the activities
of the Company directly or indirectly. The amount includes all employee benefits in the form of
consideration paid, payable or provided by the Company or on behalf of the Company by any
shareholder of the Company, in exchange for services rendered to the Company. It also includes value
of goods and services provided in kind, if any:
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Kendil Micro Finance Institution S.C, Audited Financial Statements, June 30, 2022

2021

ETB

Short term benefit (Salary) 1,375,404 749,024
Post-employment benefit (Provident Fund 10%) 137,540 74,902
Incentive payment (Bonus) 286,542 235,006
Board fee 84,600 70,100

1,884,286 1,129,031

53. ANNUAL LOAN RECOVERY PERFORMANCE

Based on the formula provided by RUFIP-Development Bank of Ethiopia, the annual loan recovery
performance rate is 97.22%. Annual loan recovery rate is high compared to previous year due to
slow down of COVID-19 impact on customers' business and commitment from the staff,

Annual Financial Loan Collected + Unscheduled Loan Collected
Amount due of collection during the year + outstanding arrears at the

Lnnual beginning of the year

Loan

R Value

R::::very 97.22%= (82,552,395 - 6,925,647)
el (71,250,665 + 6,538,505)

54. EVENTS AFTER THE REPORTING DATE

No adjusting or significant non-adjusting events have occurred between the reporting date and the date of
authorization of financial statement for issuance.

55. AUTHORIZATION OF FINANCIAL STATEMENTS

The financial statements for the year ended 30 June 2022 (including comparatives) are awaiting approval
by the board of directors.

[ TR R T A B AT AR W 1] T &
| | o S i o ;
- [ LA N Tontavs Teferi Anbease
. £.:2 S 7
.n s 0 \l"..‘ i \4 ll-"'“.':[’.‘\" "'""i." “{.!h !
om0 Boar AN 1 R, ’ /3
o) | CordSad Audet =irm
6 EI1\ |
=X oy
: k D 0 Box 102297 Aodis Abeda, EMGPIE |
51220 = i
o '.31-. =/ r.mail tosfayeteti@amail com - |
e A ) Yea e e e S e e e e e
4154127/ 4.9
v 7 l.‘:r‘;"i
o b Porn PLAN/
o rah e 35

The notes o the accowils Jorm part of the [inancial statements and should be read in conpurnction.



