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AIHAPU DA RTADANCAT PR&T BCET

Bezuayehu Mengesha Certified Audit Firm

Ref.No. S0 - 169- 16
Date. OU6L - ks ;\H‘

INDEPENDENT AUDITORS' REPORT

Opinion

We have audited the accompanying financial statements of Awra Amaba Micro Finance
Institution S.C. set out on pages 4 to 44, which comprise the statement of financial position as at
7 July 2024 and the statement of profit or loss, 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, except for the matters specified under the bases for opinion paragraph the
accompanying financial statements give a true and fair view of the state of financial affairs of the
company as at 7 July 2024 and of its financial performance and cash flows for the year then
ended in accordance with the accounting frame work adopted by the company and the
| requirements of the Commercial code of Ethiopia.

’ Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for
the Audit of the Financial Statements section of our report. We are independent of the Company
in accordance with International Ethics Standards Board for Accountants Code of Ethics for
Professional Accountants (IESBA Code), together with other ethical requirements that are
relevant to our audit of the financial statements in Ethiopia, 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.
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- The company paid up capital has decline after June 30 2024. But the company has stile distribute
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AWRA AMBA MICRO-FINANCE INSTITUTION S.C.
NOTES TO HE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2024

3t Notes to Financial Statements
3.1. Company Information

Awra Amba Micro-Finance Institution S.C. is incorporated and registered under Ethiopiar.\
Microfinance Proclamation 626/09. The address of the MFI's registered office is Dagmawi Minilk sub
city, Woreda, Bahirdar kebele 14, Amhara Region, Bahirdar/Ethiopia

The Company is licensed by National Bank of Ethiopia under license No MFI/07/98.

Establishment of Awra Amba Micro-Finance Institution S.C. Company

The following are underling objectives of the Company among others as mandated by the
microfinance law;

€  Regular, informal and unlimited savings service.

€  Providing credit services to rural residents engaged in agriculture and micro and small
organized enterprises in urban and rural areas.

®  Receiving and issuing counter checks that are legal in the country.

€ Providing small insurance services according to the guidelines of the National Bank of Ethiopia

@  Engaging in the purchase of treasury bills and other short-term financial documents according

to the instructions of the National Bank of Ethiopia.

€  Engaging in various fixed and movable property related investments such as property
ownership, development, maintenance and transfer.

@ Income generators for micro and small businesses in urban and rural areas; Managing
businesses and providing professional advice related to the

€  To provide support for clients to obtain management, marketing, technical, professional and related

services.
€ Managing funds for micro and small businesses and small commercial farms;

4. Significant Accounting Policies

The significant accounting policies applied in the preparation of these consolidated financial

statements are set out below. These policies have been consistently applied to all upcoming years presente

4.1.  Basis of preparation ST s RN
[/ 453 \ 1)
[+ » 1% \\ ¥

%

|

A.  Going Concern \ \y[ Do
The financial statements have been on a going concern basis. hemanagement believes that Awra Amba
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AWRA AMBA MICRO-FINANCE INSTITUTION S.C.
NOTES TO HE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2024

B. Statement of Compliance(continued) , ;
The financial statements have been prepared in accordance with International Financial Reporting

Standards (IFRS).

C Presentation of Financial Statements

The Company presents the statement of financial position in order of liquidity. Expenses arft
presented by nature in the statement of profit or loss and other comparative income and statementof cash

flows is nresented with indirect method

D. Reporting currency

The financial statements are presented in Ethiopian Birr rounded to the nearest value.

The preparation of financial statements in accordance with IFRSs requires management (o make
judgments, estimates and assumptions that affect the application of accounting policies and the reported
amounts of assets, liabilities at the date of the financial statements and the income and expenses during the

reporting period. Estimates and underlying assumptions are reviewed on an on-going basis. Revisions to
accounting estimates are recognized in the year in which the estimates are revised and in any future years

affected.

F. Impairment loss on loans
Arriving on Probability of Default (PD) and Loss Given Default (LGD) rates as per IFRS 9

Expected Credit Loss and recording on the statement of financial position and statement of profit

and loss statements cannot be derived trom active markets. They are determined using various techniques
that include the use of mathematical models, past trends and forecasting future economic situation.
The inputs to these models are derived from observable market data where possible, but where observable
economic situation and market data are not available, judgment is required to establish the rates. The
judgments include considerations of past trends of credit losses, available collateral, product type and
repayment modality as well as forecasting further economic

sitnation

G. Recognition of Employees benefit
Defined employees’ benefits are recognized with identifying clearly defined employee benefit

packages. estimate and record on the statement of financial position through retained earnings. Towards
this end, management estimated a rate at which employees’ benefits; mainly severance pay and annual
leave in reference to labor law and based on past trends and adjusted same which

is applied same prospectively.

4.2.  Changes in Accounting Policies

A. New and amended standards and interpretations"
The Company has applied standards and amendments, wh@ are_effective for annual period

beginning on or after July 1*2023. The company have not early-adopted any other standards,
interpretation and amendment that has been issued but is not yet effective.
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AWRA AMBA MICRO FINANCE INSITUTION S.C
NOTES TO THE FINANCIAL STATEMENT
FOR THE YEAR ENDED JUNE 30,2024

ing rcquiremér{t of IFRS 9 and on June 2030,
on of impairment loss allowance/ loan
f Default (PD) and Loss Given Default

Loss method to Expected Credit Loss method follow
2024 resulting in change in method of computati
loss reserve. Accordingly, it determined Probability o
(LGD) based on past, current and future conditions that is applied to credit losses in three stages of
credit risks. Awra Amba Micro-Finance Institution S.C. classifies loan and receivables 1n to
three categories per the requirement of IFRS 9. These are; a) performing loans which are cx.!rrenl to
30 days past due, (b) underperforming loans with 31-90 days past due and (¢) non-preforming
which are over 90 days past due. Accordingly, the following ECL model has been adopted to

determine
credit risks in each stage of risk assessment;
Changes in Credit Risk Since Initial Recognition _‘
Performing [oans with nder Non-
no PerformingAssets Performing
significant deterioration with significant Credit
in credit quality increase in credit risk |Impaired
Initial Recognition Stage 1 Stage 2 \Stage 3 i
Life time
Loss Allowance 12 Months ECL Life time ECL ECL
B m— % &
High risk accounts
cycle 1 - accounts 30
All other loans not in  |dyas past due 1AS 39 -
Trigger stages 2 or 3 accounts Default

Stage 1 - For credit exposures where there have not been significant increases in credit risk since
initial recognition, an entity is required to provide for 12-month ECLs, i.e., the portion of lifetime
ECLs that represent the ECLs that result from default events that are possible within the 12-months

after the reporting date.
Stage 2 - For credit exposures where there have been significant increases in credit risk since

initial recognition on an individual or collective basis, a loss allowance is required for lifetime

ECEs ic,
ECLs that result from all possible default events over the expected life of a financial instrument.

Stage 3 — For credit exposure where assets have been credit impaired

Measurement of expected credit losses (XCL): The formula taken in determination expected
credit loss is specified below;
/

. ECL=EAD x PD x LGD
Where, Y BIVIL LAY
Loss Given Default (‘LGD”) is the estimate of the loss ar\‘iginkg_iric\as,‘e a,\dgfaéllt occurs at a given
time. This is based on the difference between the contn‘actttél‘\cﬁéhi ’ﬂ@'wﬁe«énd what the 3
company N
would expect to receive, including receipts from the realization of collateral.




fN\WRA AMBA MICRO FINANCE INSITUTION S.C
F(());I—ETS TO THE FINANCIAL STATEMENT
HE YEAR ENDED JUNE 30,2024

:kelihood of default over a given time horizon.

Probability of Default (PD) is the estimate of the 1
cility has not been previously derecognized

A de.faul.t may only happen at a time horizon if the fa

and is still in the portfolio.

acc - g "_rV-——' NN =

= :Cuin;;ixp;c-ted changes in the exposure after the reporting date. including repayments of

misseg paa}n mter:st._ whether scheduled by contract or otherwise. and accrued interest from
'ments. Awra Micro-Fi ituti i

B o) Amba Micro-Finance Institution S.C. has computed Loss Given

Probability of Default as explained below:

Probability of Default (PD) and Loss Given D

based on past trends, current situation and ana

= T, —

based on rate armrived

efault (LGD) are computed
ons. Further analysis

lysis future economic situati
insignificant since individual loans are backed by sufficient collateral on one hand and passes

thro-uglf stringent approvals process on the other. Furthermore, AwTa Amba Micro-Finance
Institution S.C. offers credit life insurance service to its borrowing clients to avoid probability of
Loss Given Default in the case of borrower’s death for any reason. ‘
O Even with a group loan where Joans are issued against
developed social capital dictates probability of Loss Given Defa

dynamism and group cohesiveness is very strong in 2 microfinance business.
8 Past trend/experience shows that, even if loss is happed due 10 default. the rate is minimal

for loans in Stage & I (loans past due for less than 90 days.) This could further have explained
by the fact that NBE’s existing directive does not enforce MFIs 10 hold

impairment
allowance/reserve for loans in this ¢

group guarantee. the already
ult o be less as the group

ategory.

ision on estimation of PD and
assigned to Loss Given Default at each stage

cation with further assessment of loans by loan type and a rationale that
Finance Institution S.C. loans are either fully secured by physical

The previous rate and revised PD and LGD of all loans 10

[FRS 9 is as follow:

ngly. Awra Amba Micro-Finance Institution S.C. made rev

Accordi
4 G.C. mainly focusing on rate

LGD on October 202
and loan aging classifi
most of Awra Amba Micro-
collateral and strong group guarantee.
arrive at impairment provisioning as per

[ TLossGien |

,,,;“Lo\ss_,(}h'en Defaunlt
Probability of Defanlt,"’ " Default (LGD) (LGD)
/Sy Revised

L e

Aging Category and Stages (PD) - Previous
Stage | :
1.10% L- 25.00% 11.40%
1-30 days past due 16.40% > 35.00% 15.00%
20.70%

50.00% 20.

Stage I : : L
i 31-60 days past due 42 40% |




AWRA AMBA MICRO FINANCE INSITUTION S.C
NOTES TO THE FINANCIAL STATEMENT

FOR THE YEAR ENDED JUNE 30,2024

continued

61-90 days past due 42.40% 65.00% 26.60%
Stage 111
———— _[91-120 days past duc 74.10% 75.00% 37.90%
— {121-150 days past due 74.10% 80.00% 47.90%
—— _|151-180 days past due 74.10% 90.00% 60.70%
181-365 days past due 100% 100.00% 81.40%
—_ |>365 days past due 100.00% 100.00% 100.00%

Property, Plant and Equipment'(P-PE) to be initially recognized at Cost with subsequent
Revaluation. PPEs have been revalued at the date of first time conversion of financial statements

using cost method, fair value base that fair value as its deemed cost and applied the
change

retrospectively,

D. Depreciation on PPE

Property, plant and equipment is revalued and accumulated depreciation at the date of revaluation

Wwas restated proportionally with change in the gross carrying amount of the asset, Subsequent

depreciation is applied on the remaining useful life the fixed asset. Depreciation rate and useful
life of each type of PPE s as follows;

PPEs and Other Asset

Groups Useful life Yearly rate (%)
Computers 48 months 25%
Software and Licenses |48 months 25%
Furniture 60 months 20%

4.3.  Risk Management

The Company’s Board Risk and Audit Committee is responsible for the overall risk management
approach and for approving the risk management strategies and principles. It also has the
responsibility to monitor the overall risk process within the MFL The Management has the overall
responsibility for the development of the risk strategy and implementing principles, frameworks,
policies and limits. It is also responsible for managing risk decisions and monitoring risk levels
and reports on a quarterly basis to the Board risk and audig ;_:_or‘nmirtce.» Risk and
Compliance Department is responsible for implementing and‘ mﬁintaining risk'related procedures
to ensure an independent control process is maintained. The' depanlygnt work‘s:closely with the
Management to ensure that procedures are compliant with the ovg;all. framewor_lf. The fo.llowing
are among major risk areas that is regularly monitored by the boald\nsliald a{pdlt committee,
management \ 4\\) )

and risk department at the MFI /



AWRA AMBA MICRO FINANCE INSITUTION S.C
NOTES TO THE FINANCIAL STATEMENT
FOR THE YEAR ENDED JUNE 30,2024

4.3.1. Credit Risk:
Credit risk is the risk of financial loss to the Company if a borrower fails to meet its contractual
obligations, and arises principally from the MFI's loans and advances to customers. The
Company’s risk credit risk management process is referenced to working operational policy and
procedure and regulatory directives towards to management of credit. The credit risk management
process is designed to cover the entire credit cycle starting from the origination of the credit in the
books to the point the credit is paid off and cleared from the books. This covers all steps in credit
processing/appraisal, sanction, documentation, administration, disbursement, monitoring and
control of individual credits, monitoring the overall credit portfolio, credit classification and

Awra Amba Micro-Finance Institution S.C. is tracking portfolio quality from day one and keep
sufficient reserve based on assigned probability of default and probability of loss given default on
each stages and categories as specified in expected credit model loss model mentioned in previous
section.

4.3.2. Liquidity Risk:

Liquidity risk is the risk that the Company 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
the MFI might be unable to meet its payment obligations when they fall due as a result
of mismatches in the timing of the cash flows. Liquidity risk management in the MFI is to ensure
as far as possible that it will always have sufficient liquidity to meet its liabilities when due and
funding needs of its borrows.

The Company’s liquidity risk management process is managed in reference to
liquidity management policy. financial manual and requirements sent in NBE Directives. Board of
Directors the Company plays the following key roles in the management of liquidity risk. These

are;
O Approving the Liquidity Risk Management Framework & Policy as part of the Annual

Funding Plan
0 Approving delegation of liquidity risk approval authorities annually to senior management

O Reviewing, on a regular basis, reporting on Company’s liquidity position and status

0 Reviews internal controls and ensures the_lt policies related to liquidity and funding

management are in place and effective

O Establishing and guiding Awra Amba Micro-Finance lrfsnﬁ@}?sg\s strategy and
tolerance for liquidity risk ,fﬂ’,}/:*‘f;_‘ . \, \

0 Establishing policies and procedures to manage the Company;s liguidity, risk.

O Ensuring that liquidity risk is identified, measured, mBﬁltoredénd controlled against
established limits \& ;‘:.;_;i:\x_‘

8| Specifying the content and frequency of management’s, lig _"ﬂifir”fepbrts to the Board.

RS



AWRA AMBA MICRO FINANCE INSITUTION S.C
NOTES TO THE FINANCIAL STATEMENT
FOR THE YEAR ENDED JUNE 30,2024

Likewise, management of the Company manage liquidity risk through Asset Liability Committee
(ALCO) which headed by Company CEO and DCEO, CFO, Risk & Compliance Manager and
Treasury and Budget Division Manager are permanent members. Major responsibilities ALCO
include but not limited to approving the liquidity contingency plan, approving liquidity and
funding management procedures, limits and exceptions within delegated authorities, performing a
regular review of the liquidity management report and other reports with funding, liquidity and

balance sheet management information among others.

The statutory liquidity ratio of (Liquid Assets to Deposits) requirement is 20% while VEME’s
Towards this end, Awra Amba Micro-

internal policy set the ratio at 30% or higher.
.6% on June 30, 2020 which is

Finance Institution S.C. managed to keep liquidity position of 43
much higher than regulatory requirement and internal policy.

4.3.3. Interest Rate Risk

Awra Amba Micro-Finance Institution S.C. defines Interest Rate Risk as the current and
al arising from adverse movements in interest rates. It is related

prospective risk to earnings or capit
It increases when the

to potential losses from changes in lending and borrowing interest rates.
spread between interest income (assets) and interest cost (liabilities) is reduced. It may also be
affected by reduction in the yield due to PAR, government intervention on active rate and increase
in the cost of capital.

Measurement, monitoring and control of interest rate risk is done using the maturity gap analysis
and income re-pricing simulation. Awra Amba Micro-Finance Institution S.C. uses the interest rate
risk gap report to measure the discrepancy between interest sensitive assets and liabilities

based on their final maturity or the next re-pricing opportunity whichever is earlier. While the

primary purpose of the GAP report is to provide supporting detailed information for
ALCO discussion, the cumulative period gaps will also be reviewed. The GAP report and its
underlying assumptions is reviewed quarterly by the ALCO. In the eyent that the GAP

t is exceeded, the ALCO will examine the underlying assumptio\hs used in the

policy limi )
report. If it is determined that a material mismatch exists and it is decided that it would be
‘ [ y

beneficial to correct

the mismatch, specific actions will be discussed and implemented.

20






