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ELSABI MICROFINANCE INSTITUTION SHARE COMPANY
REPORT OF THE DIRECTORS
FOR THE PERIOD ENDED 30 JUNE 2023

The directors submit their report together with the financial statements for the period ended 30
June 2023, to the stake holder of Elsabi . This report discloses the financial performance and state
of affairs of Elsabi Microfinance .

Incorporation and address

Elsabi was incorporated in Ethiopian Microfinancing industry in the year 2022 by 10 share
holders in order to the leading financial service provider to unbanked segment of the society using
state of the art technologies in Africa.

Principal activities

The activates of Elsabi Microfinance is to provide effective and efficient financial and related
service to the unbanked micro and small enterprises, famers with focus on women and youth in

urban and rural settings using state of the art technology and qualified and motivated staff in
socially responsible ways.

Results

Elsabi's results for the year ended 30 June 2023 are set out on page 6-. The profit for the year has
been transferred to retained earnings. The summarized results are presented below.

30 June 2023 30 June 2022

Birr' Birr'
Net interest income 3,992,641 -
Profit / (loss) before tax 2,205,200 (317,495)
Tax (charge) / credit . #
Profit / (loss) for the year 2,205,200 (317,495)
Other comprehensive profit / (loss) net of taxes - -
Total comprehensive profit / (loss) for the year 2,205,200 (317,495)
Directors

The directors who held office during the year and to the date of this report are set out on page 1.
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ELSABI MICROFINANCE INSTITUTION SHARE COMPANY
IFRS FINANCIAL STATEMENT

FOR THE PERIOD ENDED 30 JUNE 2023

STATEMENT OF DIRECTORS' RESPONSIBILITIES

In accordance with Microfinance Business Proclamation No. 1164/2019, the National Bank of
Ethiopia (NBE) may direct Microfinance to prepare financial statements in accordance with
international financial Reporting standards, whether their designation changes or they are
replaced, from time to time.

The Management is responsible for the preparation and fair presentation of these financial
statements in conformity with accounting principles generally accepted in Ethiopia and in the
manner required by the Commercial Code of Ethiopia of 2013, 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. The Microfinance is required to keep
such records as are necessary to:

a) exhibit clearly and correctly the state of its affairs;
b) explain its transactions and financial position; and
c) enable the National Bank to determine whether Microfinance had complied with the

provisions of the Microfinance Business Proclamation and regulations and directives issued
for the implementation the aforementioned Proclamation.

The Management accepts responsibility for the annual financial statements, which have been
prepared using appropriate accounting policies supported by reasonable and prudent judgements
and estimates, in conformity with International Financial Reporting Standards, Microfinance
Business Proclamation, Commercial code of 2021 and the relevant Directives issued by the
National Bank of Ethiopia.

The Management has an opinion that the financial statements give a true and fair view of the state
of the financial affairs of the company and of its profit or loss. The Management further accept
responsibility for the maintenance of accounting records that may be relied upon in the
preparation of financial statements, as well as adequate systems of internal financial control.

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.

Signed on behalf of :

Tokkicha Alemayehu

oard Chairperson
September 15, 2023
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INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF
ELSABI MICRO FINANCE INSTITUTION SHARE COMPANY

Opinion
We have audited the accompanying financial statements of ELSABI Micro Finance Institution Share
Company which comprise the statement of financial position as at June 30, 2023 statements of financial

performance and other comprehensive income, statement of change in equity and statement of cash flows
for the year then ended, and a summary of significant accounting policies and other explanatory notes.

In our opinion, the accompanying financial statements give a true and fair view of the financial position of
the ELSABI Micro Finance Institution Share Company as at June 30, 2023 and of its statements of financial
performance and other comprehensive income, statement of change in equity and statement of cash flows
for the year then ended in accordance with International Financial Reporting Standards (IFRS) and the
requirements of the Commercial Code of Ethiopia.

We have no comments to make on the report of the Board of Directors relating to the financial matters and
pursuant to Article 349 (2) of the Commercial Code of Ethiopia of 2021, and recommend the above-
mentioned financial statements be approved.

Basis of Opinion

We conducted our audit in accordance with International Standards on Auditing. Our responsibilities
under those standards are further described in the Auditor’s responsibilities for the audit of the financial
statements section of our report. We are independent of the company in accordance with the International
Ethics standard Board for Accountants’ code of ethics for Professional Accountants (IESBA Code) and we
have fulfilled our other ethical responsibilities requirements. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.

Responsibility of Management’s and those charged with governance for the Financial Statements

Management is responsible for the preparation of financial statements in accordance with the accounting
framework applied by the company and for such internal controls as management determines are
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 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. Management is responsible for overseeing the
company’s finaneial reporting process.

Auditors’ Responsibility for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit

.conducted in accordance with ISAs will always detect a material misstatement when it exists.

Misstatements can arise from fraud Qe=tMEr~qpnd are considered material if, individually or in the
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As part of an audit in accordance with ISAs, we exercise professional judgement and maintain professional
scepticistn throughout the audit we also;

e 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 risks of not detecting a
material misstatement resulting from fraud is higher than for one resulting from error, as fraud may
involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal
control.

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

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

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

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

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

The Engagement p
Mekonnen Mul

Chartered Certified Acc
Authorized Auditors (Eth)
Addis Ababa

S5|Page
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ELSABI MICROFINANCE INSTITUTION SHARE COMPANY
IFRS FINANCIAL STATEMENT
FOR THE YEAR ENDED 30 JUNE 2023

STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

30 June 2023 30 June 2022

Notes Birr Birr
Interest income 5 4,148,788 -
Interest expense 6 (156,147) .
Net interest income 3,992,641 -
Fee and commission income (net) 4 1,745,260 -
Fee and commission expense 7 - -
Net fees and commission income 1,745,260 -
Other operating income 8 710,512 42,800
Total operating income 6,448,413 42,800
Loan impairment charge - :
Impairment losses on other assets * e
Net operating income 6,448,413 42,800
Personnel expenses 9 2,906,237 -
Deprecw.ttlon and impairment of property, plant 101 210,130 7160
and equipment
Other operating expenses 10 1,126,845 353,135
Net operating Expense 4,243,213 360,295
Profit before tax 2,205,200 (317,495)
Income tax expense 19 - -
Profit after tax 2,205,200 (317,495)
Other comprehensive income (OCI) net on income tax
Items that will not be subsequently reclassified into profit or loss:
Remeasurement gain/(loss) on retirement benefits obligations

9

Deferred tax (liability)/ asset on remeasurement gain or loss -
Remeasurement gain / (loss) on AFS assets
Total comprehensive income for the period 2,205,200 (317,495)

Page 6



ELSABI MICROFINANCE INSTITUTION SHARE COMPANY
IFRS FINANCIAL STATEMENT

AS AT 30 JUNE 2023

STATEMENT OF FINANCIAL POSITION

30 June 2023 30 June 2022

Notes Birr Birr
ASSETS
Cash and balances with banks = 5,183,737 26,042,800
Loans and receivables 12 31,057,505 -
Other assets 13 550,313 237,188
Property, plant and equipment 14 1,913,402 24,840
Total assets 38,704,957 26,304,827
LIABILITIES
Deposits from customers 15 8,976,002 -
Other liabilities 16 841,251 1,622,322
Employee benefit (Severance) - -
Commercial loan - -
Other long term liability s .
Total liabilities 9,817,252 1,622,322
EQUITY
Paid-up capital 17 27,000,000 25,000,000
Retained earnings 18 1,777 445 (317,495)
Legal reserve 110,260 -
Revaluation surplus ~ as
Total equity 28,887,705 24,682,505
Total equity and liabilities 38,704,957 26,304,827
The notes on pages 10 to 38 are an integral part of these financial statements.
The financial statéments on page 6 to 38 were approved and authorized fgrigsue by CEO and

Finance &Admin Manager were signed on its behalf by:

Ato Abiyot Urg :
Chief Executive Officer
September 15, 2023




ELSABI MICROFINANCE INSTITUTION SHARE COMPANY

IFRS FINANCIAL STATEMENT
FOR THE YEAR ENDED 30 JUNE 2023

STATEMENT OF CHANGE IN EQUITY

Notes

As at 1 July 2021

Initial paid up capital

Profit for the period

Other comprehensive income:
Transfer to legal reserve

Transfer to special reserve

Total comprehensive income for
the period

As at 30 June 2022

As at 1 July 2022

Additional capital

Profit for the period 18
Other comprehensive income:

Transfer to legal reserve

Transfer to special reserve

Total comprehensive income for
the period

As at 30 June 2023

Paid up .
1
capital Retafned s Total
earnings reserve
Birr Birr' Birr Birr
25,000,000 - - 25,000,000
- (317,495) - (317,495)
25,000,000 (317,495) - 24,682,505
25,000,000 (317,495) - 24,682,505
25,000,000 (317,495) - 24,682,505
2,000,000 - - 2,000,000
- 2,205,200 - 2,205,200
- (110,260) 110,260 -
2,000,000 2,094,940 110,260 4,205,200
27,000,000 1,777 445 110,260 28,887,705

The notes on pages 10 to 38 are an integral part of these financial statements.
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ELSABI MICROFINANCE INSTITUTION SHARE COMPANY
IFRS FINANCIAL STATEMENT

FOR THE YEAR ENDED 30 JUNE 2023

STATEMENT OF CASH FLOW

Notes

Cash flows from operating activities

Cash generated from operations 19
Withholding tax paid
Income tax paid

Net cash (outflow)/inflow from operating activities

Cash flows from investing activities
Purchase of investment property

Purchase of Equity Investments
Purchase of intangible assets

Purchase of property, plant and equipment 14
Proceeds from sale of property, plant and equipment
Proceed on disposal of asset held for sale

Net cash (outflow)/inflow from investing activities

Cash flows from financing activities
Paid up Cpaital and donated 17
Donated equity received on kind

Net cash (outflow)/inflow from financing activities

Net increase/(decrease) in cash and cash equivalents

Cash and cash equivalents at the beginning of the year 11

Cash and cash equivalents at the end of the year & ¢

30 June 2023 30 June 2022
Birr Birr
(20,760,370) 1,042,800
(20,760,370) 1,042,800
(2,098,693) ;
(2,098,693) .
2,000,000 :
2,000,000 .
(20,859,063) 1,042,800
26,042,800 25,000,000
5,183,737 26,042,800
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ELSABI MICROFINANCE INSTITUTION SHARE COMPANY
IFRS FINANCIAL STATEMENT

FOR THE YEAR ENDED 30 JUNE 2023

NOTES TO THE FINANCIAL STATEMENTS

22

General information

Elsabi Microfinance was established in the year 2022 G.C as a “Share Company” under the
Commercial Code of Ethiopia and licensed by the National Bank of Ethiopia as a “Microfinance
Institution” under Proclamation No. 1164 /2019, issued for licensing and supervision of micro-
finance institutions. Elsabi's registration office is at :

Elsabi Microfinance S.C[

Tel. +251(0)116732829

Email: info@elsabi.net

P O Box 46019

Addis Ababa, Ethiopia

The objective of Elsabi is to contribute towards the economic advancement and transformation of
country by providing appropriate financial service to small business entities, low income individuals
and families in general public.

Summary of significant accounting policies

Introduction to summary of significant accounting policies

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

Basis of preparation

The financial statements for the period ended 30 June 2023 have been prepared in accordance with
International Financial Reporting Standards ("I[FRS") as issued by the International Accounting
Standards Board ("IASB"). Additional information required by National regulations is included
where appropriate.

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 for the period ended 30 June 2023 are the first Elsabi MFI has prepared in
accordance with IFRS.

The financial statements have been prepared in accordance with the going concern principle under
the historical cost concept and faire value. All values are rounded to the nearest one birr, except
when otherwise indicated. The financial statements are presented in rounded to the nearest
Ethiopian one Birr (Birr' 1).

The preparation of financial statements in conformity with IFRS requires the use of certain critical
accounting estimates. It also requires management to exercise its judgment in the process of applying
Elsabi's accounting policies. Changes in assumptions may have a significant impact on the financial
statements in the period the --

position and results fajfifa“LiE -' i Peree of judgment or complexity, or areas
where assumptions affthestizaates Aiticans#0 the finameial statements, are disclosed in Note 3.
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ELSABI MICROFINANCE INSTITUTION SHARE COMPANY
IFRS FINANCIAL STATEMENT

FOR THE YEAR ENDED 30 JUNE 2023

NOTES TO THE FINANCIAL STATEMENTS

221

222

23

b)

24

Going concern

The financial statements have been prepared on a going concern basis. The management have no
doubt that Elsabi MFI would remain in existence after 12 months.

Changes in accounting policies and disclosures
New Standards, amendments, interpretations issued but not yet effective.

A number of new standards and amendments to standards and interpretations are effective for
annual periods beginning after 30 June 2023, and have not been applied in preparing these financial
statements. None of these is expected to have a significant effect on the financial statements of the
organization, except the following set out below:

IFRS 9 - Financial Instruments

IFRS 9, published in July 2014, replaces the existing guidance in IAS 39 Financial Instruments:
Recognition and Measurement. IFRS 9 includes revised guidance on the classification and
measurement of financial instruments, including a new expected credit loss model for calculating
impairment on financial assets, and the new general hedge accounting requirements. It also carries
forward the guidance on recognition and derecognition of financial instruments from IAS 39.

Foreign currency translation

Functional and presentation currency

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

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 Elsabi's functional currency are
recognized in profit or loss within other (loss)/income. Monetary items denominated in foreign
currency are translated using the closing rate as at the reporting date.

Changes in the fair value of monetary securities denominated in foreign currency classified as
available for sale are analyzed between translation differences resulting from changes in the
amortized cosf of the security and other changes in the carrying amount of the security. Translation
differences related to changes in amortized cost are recognized in profit or loss, and other changes in
carrying amount are recognized in other comprehensive income.

Recognition of income and expenses

Revenue is recognized to the extent that it is probable that the economic benefits will flow to Elsabi
MFI 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

Page 11



ELSABI MICROFINANCE INSTITUTION SHARE COMPANY
IFRS FINANCIAL STATEMENT

FOR THE YEAR ENDED 30 JUNE 2023

NOTES TO THE FINANCIAL STATEMENTS

Fair value through profit and loss(FVTOCI): Elsabi measure its financial asset with FVTOCI when
the asset is held whose objective is held both collecting cash flow and selling financial asset

Fair value through profit and loss(FVTPL): All other financial asset that don't meet the classification
of amortized cost or FVTOCI shall be classified as FVTPL.

Business model Assessment

Elsabi makes an assessment of the objective of a business model in which an asset is held at a
portfolio. This reflects the operation of the policy and earning contractual interest revenue
maintaining a particular interest rate and the risk that affect the performance of the business and the
strategy of how the risks are managed. For the purposes contractual cash flow ‘principal’ is defined
as the fair value of the financial asset on initial recognition and ‘Interest’ is defined as consideration
for the time value of money and for the credit risk associated with the principal amount outstanding
during a particular period of time and for basic lending risks and costs.

Financial assets at amortized costs

Loans and receivables are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market. After initial measurement, such financial assets are subsequently
measured at amortized cost using the effective interest rate (EIR) method, less impairment.
Amortized cost is calculated by taking into account any discount or premium on acquisition and fees
or costs that are an integral part of the EIR. The EIR amortization is included in interest and similar
income in income statement. The losses arising from impairment are recognized in income statement
in loan impairment charge.

Elsabi' loans and receivables comprise of loans and advances to customers.

Derecognition of financial assets

A financial asset (or, where applicable a part of a financial asset or part of a group of similar financial
assets) is primarily derecognized (i.e. removed from Elsabi's statement of financial position) when:

¢ the rights to receive cash flows from the asset have expired, or

* Elsabi has transferred its rights to receive cash flows from the asset or has assumed an obligation
to pay the received cash flows in full without material delay to a third party under a ‘pass-through’
arrangement; and either

(a) Elsabi has transferred substantially all the risks and rewards of the asset, or
(b) Elsabi has neither transferred nor retained substantially all the risks and rewards of the asset,
but has transferred control of the asset.

When Elsabi has transferred its rights to receive cash flows from an asset or has entered into a pass-
through arrangement, it evaluates if and to what extent it has retained the risks and rewards of
ownership. When it has neither transferred nor retained substantially all of the risks and rewards of

the extent of Elsabi's cony iy
liability. The transferrgfiasgi-and e’ hgociated liability are measured on a basis that reflects the
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ELSABI MICROFINANCE INSTITUTION SHARE COMPANY
IFRS FINANCIAL STATEMENT

FOR THE YEAR ENDED 30 JUNE 2023

NOTES TO THE FINANCIAL STATEMENTS

252

Continuing involvement that takes the form of a guarantee over the transferred asset is measured at
the lower of the original carrying amount of the asset and the maximum amount of consideration
that Elsabi could be required to repay.

Impairment of financial assets

Elsabi assesses at each reporting date, whether there is any objective evidence that a financial asset
or a group of financial assets is impaired. An impairment exists if one or more events that has
occurred since the initial recognition of the asset (an incurred ‘loss event’), has an impact on the
estimated future cash flows of the financial asset or the group of financial assets that can be reliably
estimated. Evidence of impairment may include indications that the borrower or a group of
borrowers is experiencing significant financial difficulty, the probability that they will enter
Bankruptcy or other financial reorganization, default or delinquency in interest or principal
payments and where observable data indicates that there is measurable decrease in the estimated
future cash flows, such as changes in arrears or economic conditions that correlate with defaults.

Collateral valuation

Elsabi seeks to use collateral, where possible, to mitigate its risks on financial assets. The collateral
comes in various forms such as House, Movable Property, Vehicle ,Group guarantees and 10% of
Mandatory Saving for loan disbursed .The fair value of collateral is generally assessed, at a
minimum, at inception and based on Elsabi reporting schedule. Assets collateral pledged to loans are
registered by respective city administrative municipality

Collateral recover

In settlement of overdue loan Elsabi has a policy to recover its loan. Before collecting from
collateralized asset Elsabi tried to collect its loan with the help of social pressure or give writing
waring to the property owner. If this offer does not work to recover the loan, Elsabi can take such
measures ,for a group loan mandatory saving amount shall not be withdrawn until the entire loan of
the group shall be settled,. It should be adjusted against pending loan receivable balance. For the
asset pledge as of guarantee shall be posted on New paper to invite participants for foreclosure sell
on specific date . Up on the appointed date the presence of local administrative personal, the owner
and Elsabi's representative the participants could offer an action price that planning to buy the asset.
Then the selling amount should be determine for covering all expenses of the procedure , pending
settlement of the loan amount and the remaining shall be refunded to the owner.

Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in the statement of financial
position where Elsabi has a legally enforceable right to offset the recognized amounts, and there is
an intention to settle on a net basis or realize the asset and settle the liability simultaneously. The
legally enforceable right e contingent on future events and must be enforceable in the

counterparty.
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ELSABI MICROFINANCE INSTITUTION SHARE COMPANY
IFRS FINANCIAL STATEMENT

FOR THE YEAR ENDED 30 JUNE 2023

NOTES TO THE FINANCIAL STATEMENTS

2.6

27

Cash and cash equivalents

Cash and cash equivalent comprises cash on hand and on demand deposit with short term highly
liquid financial asset with its original maturity of three month or less from the date of accusation that
are subject to insignificant risk of change in value and are used by the entity in the management of
its short term obligation. cash and cash equivalent comprises cash at bank, petty cash and revolving
cash. Cash and cash at bank are carried at nominal value, which corresponds to their fair value. For

the purposes of the cash flow statement, cash and cash equivalents include cash on hand and cash at
bank.

Property, plant and Equipment

Property, plant, and equipment are tangible items that are held for use in the supply of services, or
administrative purpose are expected to be used during more than one period and shall initially be
recognized at cost if it is probable that future economic benefits associated with the item will flow to
the entity and cost of the item can be reliably measured. Costs incurred in respect of day to day
servicing and spare parts are recognized in profit and loss .

Subsequent to initial recognition, items of property, plant, and equipment shall be measured at
revaluation model. Revaluation should be reviewed whenever there is a material change in carrying
amount and shall be conducted every three years. Any gain or loss arises as a result of revaluation
shall be treated in the following way:

1. If the carrying amount (CA) increases: treats as other comprehensive income under the heading
“Revaluation surplus”.

2. 1f the Carrying amount decreases: treat through Profit or Loss for the year the amount in excess of
previously recognized revaluation surplus.

Depreciation is calculated using the straight-line method to allocate their cost to their residual
values over their estimated useful lives, as follows:

Asset category Years Residual
values
Buildings 20 1% of cost
furniture 10 1% of cost
Equipment | + 1% of cost
Computers and accessories 4 1% of cost

Elsabi commences depreciation when the asset is available for use and continue until the asset
derecognized, and the asset residual value or useful life is reviewed at the end of reporting period
and also reviewed impairment when ever events or changes in circumstances indicate the carrying
amount may not be recoverable.

Capital work-in-progress is not depreciated as these assets are not yet available for use. They are
disclosed when reclassified during ey

future economic benefits arisg/ Gajff gss OX Y the proceeds and
the carrying amount and shquiid pe ¥ 7
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ELSABI MICROFINANCE INSTITUTION SHARE COMPANY
IFRS FINANCIAL STATEMENT

FOR THE YEAR ENDED 30 JUNE 2023

NOTES TO THE FINANCIAL STATEMENTS

28

29

@)

(b)

210

Non-current assets (or disposal groups) held for sale and discontinued operations

Non-current assets (or disposal groups) are classified as held for sale if their carrying amount will be
recovered principally through a sale transaction rather than through continuing use and a sale is
considered highly probable. They are measured at the lower of their carrying amount and fair value
less costs to sell, except for assets such as deferred tax assets, assets arising from employee benefits,
financial assets and investment property that are carried at fair value and contractual rights under
insurance contracts, which are specifically exempt from this requirement.

An impairment loss is recognized for any initial or subsequent write-down of the asset (or disposal
group) to fair value less costs to sell. A gain is recognized for any subsequent increases in fair value
less costs to sell of an asset (or disposal group), but not in excess of any cumulative impairment loss
previously recognized. A gain or loss not previously recognized by the date of the sale of the non-
current asset (or disposal group) is recognized at the date of derecognition.

INULIFUULIELLIL addeLd Cladd uitu ad 1l 1UL Sdlt dllu e asdets vl a s pusait SIUU.P Claddiliceu ad 1ieiu 1uL
sale are presented separately from the other assets in the balance sheet. The liabilities of a disposal
group classified as held for sale are presented separately from other liabilities in the balance sheet.

A discontinued operation is a component of the entity that has been disposed of or is classified as
held for sale and that represents a separate major line of business or geographical area of operations,
is part of a single coordinated plan to dispose of such a line of business or area of operations, or is a
subsidiary acquired exclusively with a view to resale. The results of discontinued operations are
presented separately in the statement of profit or loss.

Other assets

Other assets are generally defined as claims held against other entities for the future receipt of
money. Other assets in the Elsabi's financial statements include the following:

Prepayment

Prepayments: are payments made in advance for service to be benefited in the future. The amount is
initially recognized as an asset and subsequently amortized over the service period to an expense
account.

Other receivables

Other receivallles: refers to money due from third parties both within the institution and outside the
institution are and recognized upon the occurrence of event or transaction as they arise and
cancelled when payment is received.

Elsabi's other receivables includes advance to staff (for travel, work, purchase, staff advance which
is settled with one year and other.

Employee benefits

Employee benefits are all forms of consideration given by Elsabi in exchange for service rendered by
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212

Short term employee benefit

Elsabi operates short term benefit that is expected to be settled wholly within 12 months after the
end of the period in which the employee renders the related service. Elsabi has a short term benefit
such as salary, wage and other that shall be paid on service delivery.

Post employment

Defined contribution plan

Elsabi operates defined contribution plans;

Pension scheme in line with the provisions of Ethiopian pension of private organization employees
proclamation 715/2011. Funding under the scheme is 7% and 11% by employees and Elsabi
respectively based on the employees' salary. Employer's contributions to this scheme are charged to
profit or loss and other comprehensive income in the period in which they relate.

Defined benefit plan

Elsabi recognize an accrued liability for termination benefits called severance payment in accordance
with Ethiopian labor Law that will be paid when an employee resigns. Elsabi is legally obliged to
pay severance for those employees who served the entity for more than five years.

Terminatim.l benefits

Termination Benefit: it is an employee benefit provided in exchange for the termination of an
employee’s employment as a result of an entity’s decision to terminate an employee before the
normal retirement date. Among all employees benefits mentioned above, Elsabi should recognize an
accrued liability for termination benefits called severance payment and unpaid leave balance.
Further, it is legally obliged to pay unused leave balance for the maximum of two years (unused
leaves balance above two years shall be expired.

Provisions

Provision is a liability of uncertain timing or amount of a future expenditure that is different from
the provision for doubtful debt.

Contingent liability is a possible obligation that arises from past events and its existence will be

confirmed only by occurrence or non-occurrence of one or more uncertain future events not wholly
within the control of the entity. It must be disclosed in the notes if they are probable.

Legal obhgatlon is an obligation that could be contractual, arise due to legislation, and a result from
other operating of law. A constructive obligation is an obligation that results from an entity's action

Elsabi should disclose provisions, contingent liabilities and contingent assets in the notes to enable
users to understand their nature, timing and amount and the entity’s hold that will be settled within
12 months after the reporting period.

Inventory

Elsabis’ inventory deals with matenals or supplies to be consumed/used in the process of rendering
services. Inventories are recogfiiesioirey

ownership of the inventg % hall Be Hbe
of inventory comprises & NGl eade rred in bringing the mventones to the
present location and cqfffigtjo ]
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The cost of inventory should be assigned based on first-in, first-out (FIFO) method of measurement.
The major inventories of Elsabi are printing material, Office supplies, T-shirts and others. Expense is
recognized upon the utilization of the inventory. When an adjustment is required to the quantity of
the inventory or obsolescence in use, there should be a plus or minus recognition to the period
expense account.

Significant accounting judgements, estimates and assumptions

The preparation of financial statements requires the use of accounting estimates, which, by
definition, will seldom equal the actual results. Estimates and judgements are continually evaluated
and are based on other factors, including expectations of future events that are believed to be
reasonable under the circumstances. The preparation of Elsabi's financial statements requires
management to make judgements, 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.

Judgements

In the process of applying Elsabi’s accounting policies, management has made the following
judgements, which have the most significant effect on the amounts recognized in the financial
statements:

Estimates and assumptions

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 carrying amounts of assets and
liabilities within the next financial year, are described below. Elsabi based its assumptions and
estimates on parameters available when the financial statements were prepared. Existing
circumstances and assumptions about future developments, however, may change due to market
changes or circumstances beyond the control of Elsabi . Such changes are reflected in the
assumptions when they occur.

Financial risk management

Introduction

Risk management is a continual process of systematically identifying, measuring, monitoring and
managing risks in the organization that is one of the basic and crucial processes for Elsabi to
minimize threats to the financial possibility. It is a day to day activity that the entity exposed to
spectrum of risks; such as credit risk( the most), Liquidity risk, interest rate risk and operational
risk . The core functions of Elsabi risk management are to identify all key risks that are exposed,
measure these risks, manage the risk positions and determine capital allocations to each operating
function to minimize the aguesse effect of financial performance of Elsabi. Elsabi regularly reviews
‘,9*‘:%“ ems to reflect changes in markets and products to achieve an
RIS inimize potential adverse effects on its financial

4
appropriate balance/bg
performance ke
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4.1.2

41.3

4.2

Risk management structure

The Board of Directors has overall responsibility for the establishment and oversight of Elsabi's risk
management framework.

Elsabi's risk management policies are established to identify and analyze the risks faced by Elsabi ,
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 the regulation,
market conditions, products and services offered. Elsabi , through its training and procedures and
policies for management, aims to develop a constructive control environment, in which all
employees understand their roles and obligations.

Elsabi's Board of Directors is responsible for monitoring compliance with Elsabi's risk management
policies and procedures, and for reviewing the adequacy of the risk management framework in
relation to the risks faced by Elsabi . Elsabi's Board of Directors is assisted in these functions by the
Risk and Compliance unit.

The Risk and Compliance Unit undertakes both regular and ad-hoc reviews of risk management
controls and procedures, the results of which are reported to the Risk sub Committee.

Risk measurement and reporting systems

Elsabi's risks are measured using a method that reflects both the expected loss likely to arise in
normal circumstances and unexpected losses, which are an estimate of the ultimate actual loss based
on statistical models. The models make use of probabilities derived from historical experience,
adjusted to reflect the economic environment. Elsabi also runs worst-case scenarios that would arise
in the event that extreme events which are unlikely to occur do, in fact, occur.

Monitoring and controlling risks is primarily performed based on limits established by Elsabi. These
limits reflect the business strategy and market environment of Elsabi as well as the level of risk that
Elsabi is willing to accept, with additional emphasis on selected regions. In addition, Elsabi's policy
is to measure and monitor the overall risk bearing capacity in relation to the aggregate risk exposure
across all risk types and activities.

Risk mitigation

Risk controls and mitigants, identified and approved for Elsabi, are documented for existing and
new processes and systems.

The adequacy of these mitigation is tested on a periodic basis through administration of control self-
assessment questionnaires, using an operational risk management tool which requires risk owners to
confirm the effectiveness of established controls. These are subsequently audited as part of the
review process.

Financial instruments by category

Elsabi's financial assets are classified into the following measurement categories: available-for-sale
and loans and receivables meg
amortized cost and o / eSablein. _
Financial instrumepfts'aré etasiifie Iy Al osition in accordance with their
legal form and sulfsta N
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(@)

(b)

Elsabi classification of its financial assets is summarized in the table below:

Amortized
Notes FVTPL FVOCI cost Total
30 June 2023 Birr Birr Birr Birr
Cash and balances
with banks 11 - - 5,183,737 5,183,737
Loans receivables 12 - - 31,057,505 31,057,505
Other assets 13 - - 550,313 550,313
Total financial assets - - 36,791,555 36,791,555
Amortized
Notes FVTPL FVOCI cost Total
30 June 2022 Birr Birr Birr Birr
Cash and balances
with banks 11 - - 26,042,800 26,042,800
Loans and receivable 12 - - - -
Other assets 13 - - 237,188 237,188
Total financial assets B - 26,279,988 26,279,988

Management of credit risk

In measuring credit risk of loans and receivables to various counterparties, Elsabi considers the
character and capacity of the obligor to pay or meet contractual obligations, current exposures to the
counter party/obligor and its likely future developments, credit history of the counterparty/ obligor;
and the likely recovery ratio in case of default obligations-value of collateral and other ways out. Our
credit exposure comprises loans and receivables which are developed to reflect the needs of our
customers. Elsabi’s policy is to lend principally on the basis of our customer’s repayment capacity
through quantitative and qualitative evaluation. However we ensure that our loans are backed by
collateral to reflect the risk of the obligors and the nature of the facility.In the estimation of credit
risk, Elsabi Microfinance estimate 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.

Loss Given Default(LGD)

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

Elsabi assesses its impairment for the purpose of IFRS reporting using a ‘three-stage’ model for
impairment based on changes in credit quality since initial recognition as follows :

1. A financial instrument that is not credit-impaired on initial recognition is classified in ‘Stage 1" and
has its credit risk continuously monitored by Elsabi

2. A financial instrument that the credit risk significantly increased transferred to stage 2 but not
deemed to credit impaired

3.A financial instrument is credit-impaired moved to ‘Stage 3'.

When determining whether the risk of default on a financial instrument has increased significantly
since initial recognition, Elsabi 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 Elsabi's historical experience and expected credit risk
assessment and including forward-looking information. Elsabi considers a financial instrument to
have experienced a significant increase in credit risk when one or more of the following quantitative,
qualitative criteria have been met. The quantitative criteria is based on either absolute or relative
changes in credit quality. In both cases, Elsabi is expected to specify the percentage change, for either
12-month or lifetime PDs in comparison to the corresponding 12-month or lifetime PDs as calculated
at origination, respectively, that would indicate a significant increase in credit risk since origination

Elsabi Classify transition from Stage 1 to Stage 2, and stage 3 as follows:

Stage day past due
stage 1 0-30

Stage 2 31-90
Stage 3 90+

Individual assessment

Elsabi 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. Elsabi then estimated the impairment based on the
shortfall between the present value of estimated future cash flows and the asset carrying amount.
Since the loan data is big, Elsabi shall perform individual assessment of portfolio account and
catagorize collectively for futrher analysis.

Collective asséssment

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
contractual terms.

Elsabi 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 coll tios and expected receipts and recoveries once impaired) or economic

data (such as cur f@&mr&b‘ :

problems).
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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 credit management to ensure alignment
with the Elsabi’s overall policy.

4.3.2 Credit related commitments risks

Since Elsabi could not issue any promissory document to third party don't have any credit related
commitments risk

4.3.3 Maximum exposure to credit risk before collateral held or credit enhancements
(a) Types of credit exposure

Elsabi's maximum exposure to credit risk at 30 June 2023, 30 June 2022 and 30 June 2021 respectively,
is represented by the net carrying amounts in the statement of financial position.

30 June 2023 30 June 2022

Birr Birr
Cash and balances with banks 5,183,737 26,042,800
Loans and receivables 31,057,505 -
Other assets 550,313 237,188
Total maximum exposure 36,791,555 26,279,988

(b)  Assets obtained by taking possession of collateral

Details of financial and non-financial assets obtained by Elsabi during the year by taking possession
of collaterals held as security against loans and receivables at the year end are shown below.

30 June 2023 30 June 2022

Birr Birr

Properties( Individual loan Covered 100%) 37,322,060 =
Mandatory saving( group loan covered 10% of the loan - -

37,322,060 -
Collateral amount of Asset
Individual Loan 16,922,584 -
Consumption Loan 585,186 -
Short Term Loan ~ 16,855,416 -
Company Employment : 2,958,875 -

37,322,060 -
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(i)

Loans and receivables at amortized cost

Gross loans and receivables to customers per sector is analyzed as follows:
30 June 2023 30 June 2022

Individual Loan
Consumption Loan
Short Term Loan

Company Employment Loan

Birr

Birr

11,222,142
427,905
16,567,343
2,840,115

31,057,505

Gross loans and receivables to customers per National Bank of Ethiopia's impairment guidelines is

(i) analyzed as follows:
30 June 2023 30 June 2022
Birr Birr
Performing 31,057,505 -
Substandard (91- - -
Doubtful( 181-365 Past due - -
Loss( More than 365 past - -
Interest receivable - -
Less impairment - =
31,057,505 -
The above table represents a worse case scenario of credit risk exposure of Elsabi as at the reporting
dates without taking in to account any collateral held or other credit enhancements attached. The
exposures are based on net carrying amounts as reported in the statement of financial position.
434 Credit quality analysis
(a)  Credit quality of loans and receivables
Neither past
due nor Past due but Individually
s impaired not impaired impaired
Stage -1 Stage-2 stage-3 Total
30 June 2023 Birr Birr Birr Birr
Individual Loan 11,222,142 - - 11,222,142
Consumption Loan 427,905 - - 427,905
Short Term Loan : 16,567,343 - - 16,567,343
Company Employment Loan 2,840,115 - - 2,840,115
Gross | - 31,057,505
Less: Impairment allowance - -
Net - 31,057,505

Page 23



ELSABI MICROFINANCE INSTITUTION SHARE COMPANY
IFRS FINANCIAL STATEMENT

FOR THE YEAR ENDED 30 JUNE 2023

NOTES TO THE FINANCIAL STATEMENTS

(b)  Allowance for impairment
Collective impairment
Total allowance for impairment
43.5 Credit concentrations

Birr

30 June 2023 30 June 2022

Birr

Elsabi monitors concentrations of credit risk by social sector. An analysis of concentrations of credit
risk at 30 June 2023 and 30 June 2022. Elsabi concentrates all its financial assets in Ethiopia.

Public
Enterprise = Cooperative Private
30 June 2023 Birr Birr Birr
Cash and balances with banks 5,183,737 - -
Loans and receivables - - 31,057,505
Investment securities:
- Available for sale - - -
- Loans and receivables - - -
Other assets - - 550,313
5,183,737 - 31,607,818
Public
Enterprise = Cooperative Private
30 June 2022 Birr Birr Birr
Cash and balances with banks 26,042,800 - -
Loans receivables > # -
Investment securities:
- Available for sale - -
- Loans and receivables - -
Other assets - - 237,188
26,042,800 - 237,188
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4.3.7

4.4

441

Nature of security in respect of loans and receivables

Secured against Group Cash Equitable Compulsory

Fixed asset guarantees Mortgage Saving Others
30 June 2023 Birr Birr Birr Birr Birr
Individual Loan 16,922,584 - - 1,342,000 -
Short Term Loan 16,855,416 - - 1,736,366 -
Company
Employment Loan 2,958,875 . . 278,894 .
36,736,874 - - 3,357,260 585,186

The institution have 2 types of compulsory saving those are upfront (5% of gross loan) and ongoing
(5% of monthly repayment, principal plus interest)

Collateral held and their financial effect

Elsabi maytake collateral in the form of House ,Vehicle, cash (saving) &group cash guarntee. Elsabi
does not sell or repledge the collateral in the absence of default by the owner of the collateral. In
addition to Elsabi's focus on creditworthiness, it aligns with its credit policy guide to periodically
update the validation of collaterals held against all loans to customers.

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

Liquidity risk

Liquidity risk is the risk that Elsabi cannot meet its maturing obligations when they become due, at
reasonable cost and in a timely manner. Liquidity risk arises because of the possibility that Elsabi
might be unable to meet its payment obligations when they fall due as a result of mismatches in the
timing of the cash flows under both normal and stress circumstances. Such scenarios could occur
when funding needed for illiquid asset positions is not available to Elsabi on acceptable terms.

Liquidity risk management is solely determined by Asset and Liability Committee, which bears the
overall respongibility for liquidity risk. The main objective of Elsabi liquidity risk framework is to
maintain sufficient liquidity in order to ensure that we meet our maturing obligations.

Management of liquidity risk

Cash flow forecasting is performed by the finance department. The finance department monitors
rolling forecasts of liquidity requirements to ensure it has sufficient cash to meet operational needs,
monitoring statement of financial position liquidity ratio against internal and regulatory
requirements and management of future cash flow .

Elsabi has incurre ifies in the form of borrowings. Elsabi evaluates its ability to meet its
obligations on £ 3. Based on these Elsabi plan strategies to manage its
liquidity risk. A
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Prudent liquidity risk management implies that sufficient cash is maintained and that sufficient
funding is available to meet its liabilities when due, under both normal and stressed conditions,
without incurring unacceptable losses or risk damage to Elsabi's reputation.

44.2 Maturity analysis of financial liabilities

The table below analyses Elsabi’s financial liabilities into relevant maturity groupings based on the
remaining period at the statement of financial position date to the contractual maturity date. The
cash flows presented are the undiscounted amounts to be settled in future.

0- 30 days 31-90days 91-180days 181-365days Over1year

30 June 2023 Birr Birr Birr Birr Birr
Deposits from custor 8,976,002 - -
Commercial Borrow: - - - 5 .
Severance pay - - = = =
Total finangial
liabilities 8,976,002 = S = =

4.5 Market risk

Market risk is defined as the risk of loss risk that the fair value or future cash flows of a financial
instrument will fluctuate because of changes in market risk factors such as interest rates, foreign
exchange rates, equity prices, credit spreads and their volatilities. Market risk can arise in
conjunction with trading <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>