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Management’s statement on the consolidated annual and the
parent company’s separate annual financial statements

Management has discussed today and authorised for issue the set of annual separate and consolidated
financial statements.

The annual separate and consolidated financial statements have been prepared in accordance with
Intemnational Financial Reporting Standards as adopted by the European Union. In our opinion, the
accounting policies applied are appropriate and the separate and consolidated annual financial
statements give a true and fair view, in all material respects, in accordance with International
Financial Reporting Standards as adopted by the European Union.

We recommend that the General Meeting of Shareholders approve the annual separate and annual
consolidated financial statements.

Vilkyskiai, 21 April 2020

Management: /
B
e T B

Gintaras Bertasius
General Manager

Vilija Milaseviciufe
Director for Economic and Financial Affairs
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Independent auditor’s report
To the shareholders of VILKYSKIU PIENINE AB

Report on the audit of the consolidated and separate financial statements

Our opinion

In our opinion, the consolidated and separate financial statements give a true and fair view of the
consolidated and separate financial position of VILKYSKIU PIENIE AB (“the Company”) and its
subsidiaries (together “the Group”) as at 31 December 2019, and of their consolidated and separate
financial performance and their consolidated and separate cash flows for the year then ended in
accordance with International Financial Reporting Standards as adopted by the European Union
(IFRS).

Our opinion is consistent with our additional report to the Audit Committee dated 21 April 2020.
What we have audited

The Company’s and the Group’s consolidated and separate financial statements comprise:

e The consolidated and separate statements of financial position as at 31 December 2019;

o the consolidated and separate statements of profit or loss and statements of comprehensive
income for the year then ended;

e the consolidated and separate statements of changes in equity for the year then ended;
o the consolidated and separate statement of cash flows for the year then ended; and

o the notes to the consolidated and separate financial statements, which include significant
accounting policies and other explanatory information.

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

Independence

We are independent of the Company and the Group in accordance with the International Ethics
Standards Board for Accountants’ Code of Ethics for Professional Accountants (IESBA Code) and the
Law of the Republic of Lithuania on the Audit of Financial Statements that are relevant to our audit of
the consolidated and separate financial statements in the Republic of Lithuania. We have fulfilled our
other ethical responsibilities in accordance with the IESBA Code and the Law of the Republic of
Lithuania on the Audit of Financial Statements.

To the best of our knowledge and belief, we declare that non-audit services that we have provided to
the Company and the Group are in accordance with the applicable law and regulations in the Republic
of Lithuania and that we have not provided non-audit services that are prohibited under Article 5(1) of
Regulation (EU) No 537/2014 considering the exemptions of Regulation (EU) No 537/2014 endorsed
in the Law of the Republic of Lithuania on the Audit of Financial Statements.

PricewaterhouseCoopers UAB, J. Jasinskio g. 16B, 03163 Vilnius, Lithuania
+370 (5) 239 2300, vilnius@It.pwc.com, www.pwc.lt

Company code 111473315, is a private company registered with the Legal Entities’ Register of the Republic of Lithuania.
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The non-audit services that we have provided to the Company and the Group, in the period from
1 January 2019 to 31 December 2019, are disclosed in note 7 to the financial statements.

Material uncertainty relating to going concern

We draw attention to Note 27 in the financial statements, which indicates that the Group’s and the
Company’s current liabilities exceed current assets by EUR 7,914 thousand and EUR 3,929 thousand
respectively as at 31 December 2019. During the year ended 31 December 2020 the Group and the
Company should repay significant amount of their short-term borrowings. There is a material
uncertainty whether the Group and the Company will be able to re-negotiate restructuring of these
borrowings. These events or conditions, along with other matters as set forth in Note 27, indicate that
a material uncertainty exists that may cast significant doubt on the Group’s and Company’s ability to
continue as a going concern. Our opinion is not modified in respect of this matter.

Our audit approach

Overview

e Overall Group and Company materiality: Euro 800 thousand and

Euro 800 thousand respectively.
Materiality

e We conducted audit at 3 Group entities, all operating in Lithuania,
Group covering 100% of the Group’s revenues and 99.8% of the Group’s
scoping total assets.

Key audit e Impairment testing of goodwill.
matters

e Inventory write-down to net realisable value.

As part of designing our audit, we determined materiality and assessed the risks of material
misstatement in the consolidated and separate financial statements (together “the financial
statements”). In particular, we considered where management made subjective judgements; for
example, in respect of significant accounting estimates that involved making assumptions and
considering future events that are inherently uncertain. As in all of our audits, we also addressed the
risk of management override of internal controls, including, among other matters, consideration of
whether there was evidence of bias that represented a risk of material misstatement due to fraud.

Materiality

The scope of our audit was influenced by our application of materiality. An audit is designed to obtain
reasonable assurance whether the financial statements are free from material misstatement.
Misstatements may arise due to fraud or error. They are considered material if individually or in
aggregate, they could reasonably be expected to influence the economic decisions of users taken on
the basis of the financial statements.

Based on our professional judgement, we determined certain quantitative thresholds for materiality,
including the overall Company and Group materiality for the consolidated and separate financial
statements as a whole as set out in the table below. These, together with qualitative considerations,
helped us to determine the scope of our audit and the nature, timing and extent of our audit
procedures and to evaluate the effect of misstatements, if any, both individually and in aggregate on
the financial statements as a whole.
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Overall Company materiality

Overall Company materiality: EUR 800 thousand (in 2018 —

EUR 800 thousand).

Overall Group materiality

Overall Group materiality: EUR 800 thousand (in 2018 — EUR

800 thousand).

How we determined it

0.70% of the Group’s and 0.57% of the Company’s total
revenue.

Rationale for the materiality
benchmark applied

Significant fluctuations in the Group’s and the Company’s
profit depend on the prevailing trends in global dairy
markets. We have, therefore, chosen revenue as a

benchmark for determining the materiality because, in our
view, it provides the stakeholders consistent information
year-on-year basis, reflecting the Company’s and Group’s
growth. Revenue and market share are also considered to be
important business performance indicators.

We agreed with the Audit Committee that we would report to them misstatements identified during our
audit above EUR 40 thousand, as well as misstatements below that amount that, in our view,

warranted reporting for qualitative reasons.

Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance in
our audit of the financial statements of the current period. These matters were addressed in the
context of our audit of the financial statements as a whole, and in forming our opinion thereon, and we
do not provide a separate opinion on these matters.

Key audit matter

How our audit addressed the key audit matter

Impairment testing of goodwill

Refer to accounting policy on impairment
testing on page 22, accounting estimates and
assessments on pages 37-38 and note 13
‘Intangible assets’ in the financial statements.

The Group has goodwill balance of EUR 6,916
thousand as at 31 December 2019.

Under the requirements of IAS 36 Impairment
of assets goodwill has to be tested for
impairment at least on an annual basis. The
determination of recoverable amount, being
the higher of value in-use and fair value less
costs of disposal, requires judgment from
management when identifying and valuing the
relevant cash-generating units.

Recoverable amounts are based on
management’s view of internal and market
conditions such as future prices and volume
growth rate, the timing of future operating
expenditure and the most appropriate discount
and long-term growth rates. No impairment

We focused on goodwill attributable to the cash
generating unit of Kelmés Pieniné AB, which
represents 96% of the entire goodwill balance of
the Group.

Our audit procedures included challenging
management on the appropriateness of the
impairment models and the reasonableness of the
assumptions used by performing the following:

- Assessing the reliability of the cash flow forecast
by checking the actual past performance and
comparing to previous forecasts and by inspecting
internal documents, such as budget forecasts for
2020-2024;

- Benchmarking market related assumptions like
discount rate and long-term growth rate against
external data. Where it was considered
necessary, we involved our valuation experts;

- Testing the mathematical accuracy of the model
and assessing the sensitivity of the impairment
test to key inputs.
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was recognized neither in the current, nor in
the prior years as the Group has concluded,
that the recoverable amount is higher than the
carrying amount.

We focused on this area because of the
significance of the goodwill balance and
because the impairment assessment involved
significant management’s judgements about
the future results and the discount rates
applied to future cash flows forecasts.

We also reviewed the disclosures in the financial
statements regarding impairment tests.

Inventory write-down to net realisable value

Refer to accounting policy on inventory on
page 22, accounting estimates and
assessments on page 37-38 and note 16
‘Inventories’ in the financial statements.

We focused on this area due to the size of the
inventory balance (EUR 11,161 thousand and
EUR 6,148 thousand as at 31 December 2019
at the Group and the Company, respectively),
and because the management’s assessment
of the net realisable value of inventory involved
estimates about the future discounts and sales
of goods below their cost.

As at 31 December 2018 the Group’s and the
Company’s inventory write-down allowance to
net realisable value amounted to EUR 932
thousand and EUR 702 thousand respectively.
During 2019 the Group and the Company sold
inventory at higher prices and reversed the
write-down allowance, recognised in the
previous period. As at 31 December 2019 the
Group’s and the Company’s white-down to net
realisable value allowance amounted to EUR
37 thousand and EUR 4 thousand,
respectively.

We obtained the Company’s and the Group’s
policies and methodology in respect of inventory
write-downs to net realisable value, evaluated
their compliance with the requirements of IFRSs,
and found them to be consistent.

We analysed sales prices of the finished goods
items sold after the balance sheet date and
compared results with the figures used in the
management’s calculation of inventory write-down
allowance.

We analysed the aging of inventories other than
finished goods, by periods, to identify slow-moving
or obsolete items. We also verified the reliability of
the inventory ageing report and compared our
estimated inventory write-down allowance to the
management’s calculations.

We found the assumptions used by management
in the calculation of inventory write-down to net
realisable value to be within acceptable range of
our expectations.

How we tailored our Group audit scope

We tailored the scope of our audit in order to perform sufficient work to enable us to provide an
opinion on the consolidated the financial statements as a whole, taking into account the structure of
the Group, the accounting processes and controls, and the industry in which the Group operates.

The Group comprises of parent and 3 subsidiaries that all operate in Lithuania. Based on our risk and
materiality assessments, we determined which entities were required to be audited, by taking into
account the relative significance of each entity to the Group as a whole and in relation to each material
line item in the consolidated financial statements. We performed audits of parent entity VILKYSKIY
PIENINE AB and subsidiaries Kelmés Pieniné AB and Modest AB. Our audits addressed 100% of the
Group’s revenues and 99.8% of the Group’s total assets. The remaining component of the Group was

immaterial.
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Reporting on other information including the consolidated annual report

Management is responsible for the other information. The other information comprises the
consolidated annual report, including the corporate governance report and the social responsibility
report (but does not include the financial statements and our auditor’s report thereon).

Our opinion on the financial statements does not cover the other information, including the
consolidated annual report.

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

With respect to the consolidated annual report, we considered whether the consolidated annual report
includes the disclosures required by the Law of the Republic of Lithuania on Consolidated Financial
Reporting by Groups of Undertakings, the Law of the Republic of Lithuania on Financial Reporting by
Undertakings.

Based on the work undertaken in the course of our audit, in our opinion:

¢ the information given in the consolidated annual report for the financial year for which the financial
statements are prepared, is consistent with the financial statements; and

e the consolidated annual report has been prepared in accordance with the Law of the Republic of
Lithuania on Consolidated Financial Reporting by Groups of Undertakings and the Law of the
Republic of Lithuania on Financial Reporting by Undertakings.

The Group presented the social responsibility report as a part of the consolidated annual report.

In addition, in light of the knowledge and understanding of the Company and the Group and their
environment obtained in the course of the audit, we are required to report if we have identified material
misstatements in the consolidated annual report which we obtained prior to the date of this auditor’s
report. We have nothing to report in this respect.

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

Management is responsible for the preparation of the financial statements that give a true and fair
view in accordance with International Financial Reporting Standards as adopted by the European
Union, and for such internal control as management determines is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or
error.

In preparing the financial statements, management is responsible for assessing the Company’s and
the Group’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 and the Group or to cease operations, or has no realistic alternative but to do
SO.

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

Auditor’s responsibilities for the audit of the financial statements

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

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

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

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

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

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

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

e Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Group to express an opinion on the consolidated financial
statements. We are responsible for the direction, supervision and performance of the Group audit.
We remain solely responsible for our audit opinion.

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

We also provide those charged with governance with a statement that we have complied with relevant
ethical requirements regarding independence, and have communicated with them all relationships and
other matters that may reasonably be thought to bear on our independence, and where applicable,
related safeguards.

From the matters communicated with those charged with governance, we determine those matters
that were of most significance in the audit of the financial statements of the current period and are
therefore the key audit matters. We describe these matters in our auditor’s report unless law or
regulation precludes public disclosure about the matter or when, in extremely rare circumstances, we
determine that a matter should not be communicated in our report because the adverse
consequences of doing so would reasonably be expected to outweigh the public interest benefits of
such communication.
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Report on other legal and regulatory requirements

Appointment

We were first appointed as auditors of the Company and the Group on 28 April 2017. Our appointment
represents a total period of uninterrupted engagement appointment of 3 years.

The key audit partner on the audit resulting in this independent auditor’s report is Rimvydas Jogéla.

On behalf of PricewaterhouseCoopers UAB

Vilnius, Republic of Lithuania
21 April 2020



VILKYSKIY PIENINE AB
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ended 31 December 2019

Consolidated and separate statements of financial position
(All amounts are in EUR ‘000, unless otherwise stated)

GROUP
At 31 December

2019 2018
48.452 51,310
1,303 ~
6,936 6,933
358 314
159 -
57,208 58,557
11,161 15,228
8,699 7,347
679 746
298 407
20,837 23,728
78,045 82,285
3,463 3,463
3,301 3,301
2,455 2,579
21,831 22,153
31,050 31,496
51 51
31,101 31,547
12,308 14,300
642 600
5,243 5,824
- 844
18,193 21,568
14,142 12,650
391 274
14,218 16,246
28,751 29,170
46,944 50,738
78,045 82,285

The notes on pages 18 to 76 are an integral part of these separate and con

General Manager

Director for Economic and Financial Affairs

21 April 2020

EUR <000

Assets

Property, plant and equipment
Right-of-use assets

Intangible assets

Investments in subsidiaries
Non-current amounts receivable
Deferred income tax assets

Non-current assets

Inventories

Trade and other receivables
Prepayments

Cash and cash equivalents

Current assets
Total assets
Equity

Share capital

Share premium
Reserves
Retained earnings

Equity attributable to owners of the Company

Non-controlling interest
Equity

Liabilities

Borrowings

Lease liabilities

Government grants

Deferred income tax liabilities

Non-current liabilities
Borrowings
Lease liabilities

Income tax payable
Trade and other payables

Current liabilities
Liabilities

Total equity and liabilities

Note

11
11,12
13
14
15
23

16
17
18
19

20

20

21
21
22
23

21
21

24

COMPANY
At 31 December
2019 2018

19,069 20,633
1,292 -
21 18
10,713 10,713
358 324
159 -
31,612 31,688
6,148 10,888
12,083 10,908
630 700
231 337
19,092 22,833
50,704 54,521
3,463 3,463
3,301 3,301
2,374 2,491
16,722 20,664
25,860 29,919
80 -
672 572
1,071 1,275
- 844
1,823 2,691
10,160 8,610
375 248
12,486 13,053
23,021 21,911
24,844 24,602
50,704 54,521

e
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‘Gintaras Berta3ius
Vilija Mila$evi¢iute
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VILKYSKIU PIENINE AB

Consolidated and separate financial statements for the year

ended 31 December 2019
Consolidated and separate statements of profit or loss
For the year ended 31 December
COMPANY
2019 2018 EUR ’000 Note 2019 2018
114,581 103,162  Revenue 1 140,492 126,242
-107,485 -97,389  Cost of sales 2 -140,167 -122,960
7,096 5,773 Gross profit 325 3,282
322 326  Other operating income 3 2,565 1,878
-4,568 -4.317 Distribution expenses 5 -4,486 -4,561
-2,916 -2,517 Administrative expenses 6 -2,256 -1,998
-140 -149  Other operating expenses 4 -2,190 -1,575
-206 -884 Results of operating activities -6,042 -2,974
20 13 Finance income 1,738 803
-1,262 -999 Finance costs =757 -541
-1,242 -986 Finance costs, net 8 981 262
-1,448 -1,870 Profit (loss) before income tax -5,061 -2,712
1,002 684 Income tax expenses 9 1,002 684
-446 -1,186 Profit (loss) for the reporting year -4,059 -2,028
Attributable to:
-446 -1,186  Shareholders of the Company
- - Non-controlling interest

-446 -1,186 Profit (loss) for the reporting year -4,059 -2,028
-0.04 -0.10  Basic and diluted earnings per share (in EUR) 10 -0.34 -0.17

The notes on pages 18 to 76 are an integral part of these separate and consolidated financial statements,

— 77 /

Gintaras BertasSius

Vilija Milaseviciuté

General Manager Director for Economic and Financigl/A ffairs



AB VILKYSKIU PIENINE

Konsoliduotos ir atskiros finansinés ataskaitos uz metus,
pasibaigusius 2019 m. gruodzio 31 d.

Consolidated and separate statements of comprehensive income

For the year ended 31 December

GROUP COMPANY
2019 2018 EUR 000 2019 2018
-446 -1,186  Profit (loss) for the reporting year -4,059 -2,028

Other comprehensive income
Items that will not be reclassified to profit or loss
Items that are or may be subsequently reclassified to
profit or loss
- 118  Change in fair value of hedging instruments - 118

Other comprehensive income for the year, net of
- 118 income tax - 118

-446 -1,068 Total comprehensive income for the year -4,059 -1,910

Attributable to:
-446 -1,068  Shareholders of the Company

- - Non-controlling interest

-446 -1,068 Total comprehensive income for the year -4,059 -1,910

The notes on pages 18-76 are an integral part of these separate and consolidated financial statements.
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AB VILKYSKIU PIENINE

Konsoliduotos ir atskiros finansinés ataskaitos uz metus,
pasibaigusius 2019 m. gruodzio 31 d.

Separate statement of changes in equity

EUR ’000

Balance at 1 January 2018
Profit for the year

Other comprehensive income

Depreciation, write-off of
revalued assets

Change in fair value of hedging
instruments

Total other comprehensive
income

Total comprehensive income
for the year

Transactions with owners
recognised directly in equity

Transfers to reserve for
acquisition of own shares
Dividends

Total transactions with owners

Balance at 31 December 2018
Balance at 1 January 2019
Profit (loss) for the period

Other comprehensive income

Depreciation, write-off of
revalued assets

Total other comprehensive
income

Total comprehensive income
for the year

Transactions with owners
recognised directly

in equity

Transfers to reserve for
acquisition of own shares
Dividends

Total transactions with owners

Balance at 31 December 2019

Reserve
Hedging for Revaluation Legal Retained
Note Share Share reserve acquisition reserve reserve earnings
capital  premium of own Total
shares

3,463 3,301 -118 2,508 2,274 346 21,727 33,501
- - - - - - -2,028 -2,028
- - - - -129 - 129 -
- - 118 - - - - 118
- - 118 - -129 - 129 118
118 - -129 -1,899 -1,910

- - - -2,508 - - 2,508
- - - - - - -1,672 -1,672
- - - -2,508 - - 836 -1,672
3,463 3,301 - - 2,145 346 20,664 29,919
3,463 3,301 - - 2,145 346 20,664 29,919
. . . . - - 4,059 -4,059
- - - - -117 - 117 -
- - - - -117 - 117 -
- - - -117 - -3,942 -4,059
20 3,463 3,301 - - 2,028 346 16,722 25,860

The notes on pages 18-76 are an integral part of these separate and consolidated financial statements.

13



Consolidated statement of changes in equity

Equity attributable to owners of the Company

VILKYSKIU PIENINE AB

Consolidated and separate financial statements for the year
ended 31 December 2019

EUR ’000

Note

Share

Share
capital premiun

Revalua-
tion re-
serve

Reserve for
acquisition
of own shares reserve

Legal

Retained
earnings
(deficit)

Total

Non-con

trolling
inte- Total
rest equity

At 1 January 2019

20 3,463

3,301

2,233

346

22,153

31,496

51 31,547

Comprehensive income for
the year
Net profit (loss)

-446

-446

- 446

Other comprehensive income
Depreciation, write-off of
revalued assets

Change in fair value of hedging
instruments

-124

124

Total other comprehensive
income

-124

124

Total comprehensive income
for the year

-124

-322

-446

- 446

Contributions by and
distributions to owners:
Transfers to reserve for
acquisition of own shares
Dividends

Total contributions by and
distributions to owners

Changes in the Group

not resulting in a loss of
control

Change (decrease) in minority
interest

Total transactions with
shareholders

At 31 December 2019 20

3,463

3,301

2,109

346

21,831

31,050

The notes on pages 18-76 are an integral part of these separate and consolidated financial statements.
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VILKYSKIU PIENINE AB

Consolidated and separate financial statements for the year
ended 31 December 2019

Consolidated statement of changes in equity (continued)

Equity attributable to owners of the Company

EUR °000

Share
capital

Share
premiun

réserve

Iéscrve

Reserve for
Revaluation Hedging acquisition of

own shares

Legal
reserve

Retained
earnings
(deficit)

Total

Non-con- Total
trolling  equity
interest

At 1 January 2018

3,463

3,301

2,369

-118

2,508

346

22,367

34,236

51 34,287

Comprehensive income for
the year
Profit for the year

-1,186

-1,186

- -1,186

Other comprehensive income
Depreciation, write-off of
revalued assets

Change in fair value of hedging
instruments

-136

118

136

118

- 118

Total other comprehensive
income

-136

118

136

118

- 118

Total comprehensive income
for the year

-136

118

-1,050

-1,068

- -1,068

Contributions by and
distributions to owners:
Transfers to reserve for
acquisition of own shares
Dividends

-2,508

2,508
-1,672

-1,672

- -1,672

Total contributions by and
distributions to owners

Changes in the Group

not resulting in a loss of
control

Change (decrease) in minority
interest

-2,508

836

-1,672

- -1,672

Total transactions with
shareholders

At 31 December 2018

3,463

3,301

2,233

22,153

31,496

51 31,547

The notes on pages 18-76 are an integral part of these separate and consolidated financial statements.
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VILKYSKIU PIENINE AB

Consolidated and separate financial statements for the year
ended 31 December 2019

Consolidated and separate statements of cash flows

For the year ended 31 December

GROUP COMPANY
019 2018 EUR °000 2019 2018
Cash flows from operating activities
-446 -1,186  Profit for the year -4,059 -2,028
Adjustments for:
4,473 4,632 Depreciation of lant and equi
’ epreciation ot property, plant and equipment
2,010 2,139
12 32 Amortisation of intangible assets 12 27
-581 -640  Amortisation and write-off of grants -204 -247
-894 -413  Change in impairment of inventories -699 -115
-56 62 Loss (gain) from disposal and write-off of property,
plant and equipment -55 235
- -21 Other operating income - 221
-1,002 -684  Income tax expenses -1,002 -684
1,242 986 Finance costs, net -981 2262
2,748 2,644 -4,978 -1,226
4,959 -5,164  Change in inventories 5,439 -4916
-44 -60  Change in non-current amounts receivable -34 -55
Change in trade and other receivables and prepayments
-1,682 1,839 -1,136 3,860
-2,672 4,893  Change in trade and other payables -999 3,788
3,309 4,152 -1,708 1,451
-833 =790 Interest paid -351 -347
-8 -40  Income tax paid - -
2,468 3,322 Net cash flows generated from operating activities -2,059 1,104
Cash flows from investing activities
-2,058 -1,441  Payments for acquisition of property, plant and -1,016 -529
equipment
-15 -4 Payments for acquisition of intangible assets -15 4
118 69  Proceeds from sale of property, plant and equipment 111 40
-150 -103  Loans granted -150 -103
376 791 Government grants received - 245
- - Dividends received 1,720 786
103 - Repayment of loans 109 5
Net cash flows generated from (used in) investing
-1,626 -688  activities 759 440
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VILKYSKIU PIENINE AB

Consolidated and separate financial statements for the year
ended 31 December 2019

Consolidated and separate statements of cash flows (continued)

For the year ended 31 December

2019 2018 EUR 000 2019 2018

Cash flows from financing activities

4,758 4,257 Proceeds from borrowings 21 4,035 2,956

-5,258 -4,694 Repayments of borrowings 21 2,405 2,320
-451 -435 Lease payments 436 -402

- -1,672 Dividends paid R -1,672

-951 -2,544 Net cash flows generated from (used in) 1,194 -1,438

financing activities

Net increase (decrease) in cash and cash -106 106
-109 90 .

equivalents
407 317 Cash and cash equivalents as at 1 January 337 231
298 407 Cash and cash equivalents as at 31 Decembe 19 231 337

The notes on pages 18-76 are an integral part of these separate and consolidated financial statements.
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VILKYSKIU PIENINE AB

Consolidated and separate financial statements for the year
ended 31 December 2019

Notes to the consolidated and separate financial statements

General information
The Group consists of the following companies (hereinafter “the Group”):

VILKYSKIU PIENINE AB, a parent company (hereinafter “the Parent Company” or “the Company”);
Modest AB, a subsidiary (hereinafter “subsidiary Modest AB”);

Kelmés Pieniné AB, a subsidiary (hereinafter “subsidiary Kelmés Pieniné AB”).

Pieno Logistika AB, a subsidiary (hereinafter “subsidiary Pieno Logistika AB”).

VILKYSKIU PIENINE AB was established in 1993. The Parent Company has no branches or representative
offices.

VILKYSKIU PIENINE AB is a Lithuanian company listed on Nasdaq OMX Vilnius AB stock exchange

As at 31 December 2019, the Company’s shareholder structure was as follows:

Nominal value,

Shareholder Shares EUR Total value, EUR
Swisspartners Versicherung AG 6,067,206 0.29 1,759,490
Zweigniederlassung Osterreich

Multi Asset Selection Fund 2,035,729 0.29 590,361
Other minority shareholders 3,840,065 0.29 1,113,619
Total capital 11,943,000 0.29 3,463,470

As at 31 December 2018, the Company’s shareholder structure was as follows:

Nominal value,

Shareholder Shares EUR Total value, EUR
Swisspartners Versicherung AG 6,067,206 0.29 1,759,490
Zweigniederlassung Osterreich

Multi Asset Selection Fund 2,035,729 0.29 590,361
Other minority shareholders 3,840,065 0.29 1,113,619
Total capital 11,943,000 0.29 3,463,470

As from April 2018, Mr Gintaras Bertasius, the main shareholder of Vilkyskiy Pienin¢ AB, together with
related persons concluded a joint life insurance policy with Swisspartners Versicherung AG
Zweigniederlassung Osterreich, by contributing in total 6,067,206 (50.8%) of ordinary registered shares held
in Vilkyskiy Pieniné AB. The insurance company had irrevocably granted powers to exercise all non-
property rights of a shareholder, including the right to vote at the meeting of shareholders of the issuer, to Mr
Gintaras BertaSius and the related persons for the entire validity period of the insurance policy.

The Company’s ultimate controlling party is Mr Gintaras BertaSius and persons related to him.

The Parent Company’s core line of business is production and sale of different types of cheese. The
Company also produces and sells whey products, raw milk and cream.

Business activities are carried out in the main production facilities located in Vilkyskiai, Pagégiai region
municipality. The Parent Company also has a milk distribution centre located in Erzvilkas, Jurbarkas region
municipality.
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VILKYSKIU PIENINE AB

Consolidated and separate financial statements for the year
ended 31 December 2019

Notes to the consolidated and separate financial statements

General information (continued)

The Parent Company is controlling a subsidiary Modest AB, which is engaged in milk processing and
production of milk products. The Company owns 99.7% of voting rights of subsidiary Modest AB. Modest
AB produces fermented Mozzarella cheese, blue-veined cheese, other cheese products, and processes whey.

The Parent Company is also controlling a subsidiary Kelmés Pieniné AB, which is engaged in milk
processing and production of milk products. The Company owns 100% of voting rights of subsidiary Kelmés
Pieniné AB. Kelmés Pieniné AB produces fresh and dry milk products.

A subsidiary Pieno Logistika AB became part of the Group in 2013. Its authorised share capital amounts to
EUR 107.7 thousand and its main business activity is lease of buildings. The Company owns 58.9% of
voting rights of subsidiary Pieno Logistika AB.

As at 31 December 2019, the Group had 828 (31 December 2018: 934) employees.

As at 31 December 2019, the Company had 477 (31 December 2018: 525) employees.
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VILKYSKIU PIENINE AB

Consolidated and separate financial statements for the year
ended 31 December 2019

Notes to the consolidated and separate financial statements
Basis of preparation

Statement of compliance

The Group’s consolidated and the Company’s separate financial statements (hereinafter “the financial
statements or “the consolidated and separate financial statements) have been prepared in accordance with
International Financial Reporting Standards (IFRS) as adopted by the European Union (hereinafter “the
EU”).

Pursuant to the Law on Companies of the Republic of Lithuania, the annual financial statements prepared by
management have to be approved by the General Meeting of Shareholders. The shareholders of the Company
have a statutory right to approve these financial statements or not to approve and to require preparation of a
new set of the annual financial statements.

These financial statements include the consolidated financial statements of the Group and the separate
financial statements of the Company.
Measurement basis
The financial statements have been prepared on a historical cost basis except for:
e derivative financial instruments that are measured at fair value;

e buildings that are part of property, plant and equipment and that are measured at fair value, less any
subsequent accumulated depreciation and impairment losses.

Functional and presentation currency

All amounts in these financial statements are presented in the euros (EUR) and they have been rounded to
the nearest thousand.

Foreign currency transactions

Foreign currency transactions are translated into the euros using the exchange rate prevailing at the date of
the transaction. Monetary assets and liabilities denominated in a foreign currency are translated in the euros
using the exchange rate prevailing at the date of the preparation of the statement of financial position. All
foreign currency transactions have been translated in accordance with the provisions of the Law on
Accounting using the exchange rate of the euro against the foreign currency prevailing at the date of the
transaction.

Foreign exchange differences arising from the settlement of such transactions are recognised in the statement
of profit or loss. Non-monetary assets and liabilities that are measured at historical cost in a foreign currency
are translated into the euros using the official exchange rate prevailing at the date of the transaction.

Consolidation

Subsidiaries are all entities (including structured entities) over which the Group has control. The Group
controls an entity when the Group is exposed to, or has rights to, variable returns from its involvement with
the entity and has the ability to affect those returns through its power over the entity. The financial
statements of the subsidiaries are included in the Group’s consolidated financial statements from the date on
which the Group obtains control, and continue to be included until the date that such control ceases

All intra-group transactions, balances are eliminated in the consolidated financial statements.

20



VILKYSKIU PIENINE AB

Consolidated and separate financial statements for the year
ended 31 December 2019

Notes to the consolidated and separate financial statements

Summary of significant accounting policies

The accounting policies, set out below, have been consistently applied by the Group and the Company to all
the periods presented in these financial statements, except for those which have changed due to the IFRS
amendments and the new IFRS, as presented in the section below ‘Effect on financial statements of
application of new standards and amendments and new interpretations to standards’.

Property, plant and equipment

Property, plant and equipment, excluding buildings, is stated at acquisition cost, less subsequent accumulated
depreciation and impairment losses. Costs related to the acquisition of the assets are included in the
acquisition cost. The cost of assets produced internally by the Parent Company and the subsidiaries
comprises the cost of materials, direct labour costs and indirect labour costs allocated on a proportionate
basis. When parts of the items of property, plant and equipment have different useful lives, they are
accounted for as separate items of property, plant and equipment.

The net book value of the item of property, plant and equipment of the Group and the Company includes the
cost of the replaced parts of such asset, only when it is probable that future economic benefits associated
with the item will flow to the Group and the Company and the cost of the item can be measured reliably.
Other expenses related to property, plant and equipment are recognised in the statement of profit or loss
during the reporting period in which they are incurred.

Buildings are recorded at revalued amounts, being their fair value at the date of the revaluation less any
subsequent accumulated depreciation and impairment. Revaluations are carried out at regular intervals, i.e. at
least every five years, to ensure that the carrying amount of buildings does not materially differ from their
fair value at the date of the preparation of the statement of financial position. The fair value of buildings is
determined by certified independent property valuers. Depreciation is calculated on a straight-line basis over
the estimated useful lives of assets. The revaluation reserve for buildings is transferred to profit carried
forward from the previous period in proportion to the depreciation of revalued buildings.

In case of revaluation, when the estimated fair value of an asset is lower than its net book value, the net book
value of this asset is immediately reduced to the fair value and such impairment is recognised as expenses.
However, such impairment is deducted from the previous revaluation increase of this asset accounted for in
the revaluation reserve, to the extent it does not exceed the amount of such increase.

In case of revaluation, when the estimated fair value of an asset is higher than its net book value, the net
book value of this asset is increased to the fair value and such increase is recorded in the revaluation reserve
of property, plant and equipment under the shareholder’s equity in the statement of other comprehensive
income. Depreciation is calculated on the amount which is equal to the acquisition cost, net of the asset’s
residual value.

Depreciation is recognised in the statement of profit or loss on a straight-line basis over the estimated useful
lives of each part of an item of property, plant and equipment, since this most closely reflects the expected
pattern of consumption of the future economic benefits embodied in the asset.

The estimated useful lives are as follows (in years):

Buildings 10-40
Plant and machinery 5-15
Other assets 3-7

The useful lives, residual values and depreciation methods are reviewed regularly to ensure that the
deprecation period and other estimates are consistent with the expected pattern of economic benefits from
property, plant and equipment.
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VILKYSKIU PIENINE AB

Consolidated and separate financial statements for the year
ended 31 December 2019

Notes to the consolidated and separate financial statements

Summary of significant accounting policies (continued)
Intangible assets

Intangible assets with a finite useful life that are acquired by the Parent Company and its subsidiaries are
stated at cost less accumulated amortisation and impairment losses. Amortisation is recorded in the statement
of profit or loss on a straight-line basis over the useful life of 3 years.

Goodwill

Goodwill is an asset representing the future economic benefits arising from other assets that are not
individually identified and separately recognized.

Goodwill arising on the acquisition of subsidiaries is recognised as intangible assets.

Following initial recognition, goodwill is measured at cost less any accumulated impairment losses (tested
on an annual basis). For the purposes of impairment testing, goodwill acquired in a business combination is,
from the acquisition date, allocated to each of the Group's cash-generating units that are expected to benefit
from the synergies of the combination, irrespective of whether other assets or liabilities of the acquired entity
are assigned to those units:

EUR 000 At 31 December At 31 December
2019 2018
Kelmés Pieniné AB 6,616 6,616
Modest AB 299 299
6,915 6,915

Where goodwill forms part of a cash-generating unit and part of the operation within that unit is disposed of,
the goodwill associated with the operation disposed of is included in the carrying amount of the operation
when determining the gain or loss on disposal of the operation. Goodwill disposed of in this circumstance is
measured based on the relative values of the operation disposed of and the portion of the cash-generating
unit retained.

Non-controlling interest

Non-controlling interest is the equity in a subsidiary not attributable directly or indirectly to the Parent
Company. Acquisitions of non-controlling interests are accounted for as transactions with owners in their
capacity as owners and therefore no goodwill is recognised as a result of such transactions. Adjustments to
non-controlling interest not resulting in a loss of control are based on a proportionate amount of the
controlled net assets of the subsidiary.

Investments in subsidiaries

Investments in the subsidiaries in the separate financial statements are stated at acquisition cost, less
impairment losses.

Inventories
Inventories comprise finished products, work in progress, and goods and materials.

Inventories are initially measured at acquisition or production cost. The production cost includes direct
labour costs, costs of materials and conversion costs incurred during the production period. Production costs
also include a systematic allocation of fixed and variable production overheads. At the end of the reporting
period inventories are measured at the lower of cost or net realisable value, less any write-downs. Net
realisable value is the estimated selling price, less the estimated costs of completion and selling expenses.
Write-downs of inventories to net realisable value are included in the cost of sales.

The utilisation of inventories is determined using the first-in, first-out (FIFO) method.
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Consolidated and separate financial statements for the year
ended 31 December 2019

Notes to the consolidated and separate financial statements

Summary of significant accounting policies (continued)

Financial assets and liabilities
The Group and the Company classify their financial assets into the following categories:

e financial assets subsequently measured at fair value (either at fair value through other
comprehensive income or at fair value through profit or loss), and the Group and the Company have
no such assets;

e financial assets measured at amortised cost.

The classification depends on the entity’s business model for managing the financial assets and the
contractual terms of the cash flows. The Group reclassifies debt instruments when and only when its
business model for managing those assets changes.

All regular way purchases and sales of financial assets are recognised on trade-date, the date on which the
group commits to purchase or sell the asset. Financial assets are derecognised when the rights to receive cash
flows from the financial assets have expired or have been transferred and the group has transferred
substantially all the risks and rewards of ownership.

On initial recognition, the Group measures a financial asset at its fair value plus, in the case of a financial
asset not at fair value through profit or loss (FVPL), transaction costs that are directly attributable to the
acquisition of the financial asset.

Financial assets measured at amortised cost: Assets that are held for collection of contractual cash flows
where those cash flows represent solely payments of principal and interest are measured at amortised cost.
Interest income from these financial assets is included in finance income using the effective interest rate
method. Any gain or loss arising on derecognition is recognised directly in profit or loss and presented in
other gains/(losses) together with foreign exchange gains and losses.

Trade receivables

Trade receivables are amounts due from customers for goods sold or services performed in the ordinary
course of business. They are generally due for settlement within 30 — 60 days and therefore are all classified
as current. Trade receivables are recognised initially at the amount of consideration that is unconditional
unless they contain significant financing components, when they are recognised at fair value. The Group and
Company holds the trade receivables with the objective to collect the contractual cash flows and therefore
measures them subsequently at amortised cost using the effective interest method.

The carrying amounts of the trade receivables include receivables which are subject to a factoring
arrangement. Under this arrangement, Group and Company has transferred the relevant receivables to the
factor in exchange for cash and is prevented from selling or pledging the receivables. Under factoring with
recourse agreements, Group and Company has retained late payment and credit risk. The Group and
Company therefore continues to recognise the transferred assets in their entirety in its statement of financial
position. The amount repayable under the factoring agreement is presented as secured borrowing. The Group
and Company considers the held to collect business model to remain appropriate for these receivables and
hence continues measuring them at amortised cost. Under factoring without recourse agreements Group and
Company does not retain any risks, therefore these assets are derecognised from statement of financial
position and at year-end there is no balances outstanding.
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Consolidated and separate financial statements for the year
ended 31 December 2019

Notes to the consolidated and separate financial statements

Summary of significant accounting policies (continued)

Impairment

The Group and Company assess on a forward-looking basis the expected credit losses associated with its
debt instruments measured at amortised cost. The impairment methodology applied depends on whether
there has been a significant increase in credit risk.

For trade and other receivables, the group applies the simplified approach permitted by IFRS 9, which
requires expected lifetime losses to be recognised from initial recognition of the receivables.

To measure the expected credit losses, trade and other receivables have been grouped based on shared credit
risk characteristics and the days past due. The expected loss rates are based on the profiles of receivables
from sale of goods over the period of 48 months before 31 December 2018 or 31 December 2019,
respectively, and the corresponding historical credit losses experienced within this period. The historical loss
rates are adjusted to reflect current and forward-looking information on macroeconomic factors affecting the
ability of the customers to the amounts due.

Trade receivables are written off when there is no reasonable expectation of recovery. Indicators that there is
no reasonable expectation of recovery include, amongst others, the failure of a debtor to engage in a
repayment plan with the group, and a failure to make contractual payments for a period of greater than 180
days past due.

Impairment losses on trade receivables are presented as net impairment losses within operating profit.
Subsequent recoveries of amounts previously written off are credited against the same line item.

Trade and other payables

These amounts represent outstanding liabilities for goods and services provided to the Group prior to the end
of financial year. The amounts payable are unsecured and are usually paid within 30 days after their
recognition. Trade and other payables are presented as current liabilities unless payment is not due within 12
months after the reporting period. They are recognised initially at their fair value and subsequently measured
at amortised cost using the effective interest method.

Borrowing costs

General and specific borrowing costs that are directly attributable to the acquisition, construction or
production of a qualifying asset are capitalised during the period of time that is required to complete and
prepare the asset for its intended use or sale. Qualifying assets are assets that necessarily take a substantial
period of time to get ready for their intended use or sale. Other borrowing costs are expensed in the period in
which they are incurred.

Borrowings

Borrowings are initially recognised at fair value, net of transaction costs incurred. Borrowings are
subsequently measured at amortised cost. Any difference between the proceeds (net of transaction costs) and
the redemption amount is recognised in profit or loss over the period of the borrowings using the effective
interest rate method. Costs incurred in relation to collateralisation of borrowing facilities are recognised as
transaction costs of the borrowings to the extent that it is probable that some or all of the facility will be
drawn down. In this case, the fee is deferred until the draw down occurs. To the extent there is no evidence
that it is probable that some or all of the facility will be drawn down, the related costs are capitalised as a
prepayment for liquidity services and amortised over the period of the loan facility to which it relates.
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Notes to the consolidated and separate financial statements

Summary of significant accounting policies (continued)

Financial assets or financial liabilities at fair value through profit or loss

Financial assets and financial liabilities at fair value through profit or loss are recorded at fair value in the
statement of financial position. Gains or losses on reassessment are recognised directly in profit or loss.
Interest income and expense and dividends on such investments are recognised as interest income and
dividend income or interest expenses, respectively.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market. Such assets are carried at amortised cost using the effective interest method. Gains
and losses are recognised in profit or loss when loans and receivables are derecognised or impaired.

Interest-bearing borrowings

Interest-bearing borrowings are recognised initially at fair value, plus transaction costs. Subsequently, interest-
bearing amounts are recognised at amortised cost using the effective interest method.

Borrowing costs

Borrowing costs directly attributable to the acquisition of property, plant and equipment form a part of the
acquisition cost of that asset and are added to the acquisition cost until such time as the asset is ready for use.

Trade and other payables

Trade and other payables are initially recognised at fair value, plus any directly attributable transaction costs
and subsequently are measured at amortised cost using the effective interest method.

Impairment — financial assets

Financial assets not carried at fair value through profit or loss are reviewed for impairment at each reporting
date. A financial asset is impaired if there is objective that a loss event has occurred after the initial
recognition of the asset, and that the loss event had a negative effect on the estimated future cash flows of the
financial asset that can be reliably estimated.

When it is probable that the Group and the Company will not be able to collect all loans granted and amounts
receivable according to the agreed terms of settlement, impairment loss of financial assets carried at amortised
cost or loss from the amount irrecoverable is recognised in the statement of profit or loss.

An impairment loss on trade and other amounts receivable is recognised when there is objective evidence
(such as a probable insolvency or significant financial difficulties experienced by the debtor) that the Group
and the Company will not be able to collect all amounts due according to the original terms of invoices.
Impaired debts are derecognised when they are assessed as uncollectible.

Estimation of the recoverable amount

The recoverable amount of the Parent Company’s or subsidiaries’ receivables carried at amortised cost is
calculated as the present value of future cash flows discounted using the original interest rate, i.e. the effective
interest rate estimated at the initial recognition of these receivables. Current receivables are not discounted.
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Notes to the consolidated and separate financial statements

Summary of significant accounting policies (continued)
Reversal of impairment

An impairment loss on amounts receivable carried at amortised cost is reversed, if, in a subsequent period, the
increase in the recoverable amount can be related to an event occurring after the impairment loss was
recognised.

The impairment loss is reversed to the extent that the carrying value of the asset does not exceed its value that
would have been determined had no impairment loss been recognised.

Fair value measurement

The fair value of investments traded in an active market is based on quoted market prices at the reporting
date. If the market for a financial asset is not active (and for unlisted securities), the Group and the Parent
Company establish fair value by using valuation techniques. These include the use of recent arm's length
transactions, reference to other instruments that are substantially the same, discounted cash flow analysis or
other valuation models.

In determining the fair value of assets or liabilities the Group and the Company use as much as possible
inputs that are observable in the market. A fair value hierarchy categorises into three levels the inputs to
valuation techniques used to measure fair value:

Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities;

Level 2: inputs other than quoted prices included within Level 1 that are observable for the asset or
liability, either directly (as prices) or indirectly (derived from prices);

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

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

The Group and the Company recognise the amounts transferred within the fair value hierarchy levels at the
end of the reporting period in which the change occurred.

Fair values measured for the purposes of assessment and (or) disclosure are calculated using the below
presented methods. When applicable, further information on assumptions used in determining fair values is
disclosed in the note related to specific assets or liabilities.

Derecognition of financial assets and financial liabilities

Financial assets

A financial asset (or a part of a financial asset or part of a group of similar financial assets) is derecognised
when:

— the rights to receive cash flows from the asset have expired; or

— the Group and the Company have retained the right to receive cash inflows from the asset, but have
assumed an obligation to pay them in full without material delay to a third party under a “pass
through” arrangement; or

— the Group and the Company have transferred their rights to receive cash flows from the asset and/or
(a) have transferred all the risks and rewards of the asset, or (b) have neither transferred nor retained
all the risks and rewards of the asset, but have transferred control of the asset.
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Summary of significant accounting policies (continued)

Derecognition of financial assets and financial liabilities (continued)

Where the Group and the Company have transferred their rights to receive cash flows from the asset and have
neither transferred nor retained all the risks and rewards of the asset nor transferred control of the asset, the
asset is recognised to the extent of the Parent Company’s/subsidiary’s continuing involvement in the asset.

Financial liabilities

A financial liability is derecognised when the obligation under the liability is settled, cancelled or expires.

Cash and cash equivalents

Cash and cash equivalents comprise cash on hand and cash at bank. Cash equivalents are short-term, highly
liquid investments that are readily convertible to known amounts of cash with original maturities of three
months or less and that are subject to an insignificant risk of change in value.

For the purpose of the cash flow statement, cash and cash equivalents comprise cash on hand, demand deposits
in bank accounts and other short-term liquid investments. Bank overdrafts are recognised in the statement of
financial position as current borrowings and are not attributed to cash equivalents in the statement of cash
flows as usually their balance is negative. Interest and dividends received are attributed to cash flows of
investing activities, interest paid are attributed to cash flows from operating activities, whereas dividends paid
— to cash flows from financing activities.

Impairment
Non-financial assets

Non-financial assets, except for inventories and deferred tax assets, are reviewed for impairment whenever
events or changes in circumstance indicate that the asset may be impaired. If such an indication exists, the
asset's recoverable amount is estimated.

The recoverable amount of an asset or cash-generating unit is the higher of its value in use and its fair value,
less costs to sell. The asset’s value in use is calculated by discounting future cash flows to their present value
using a pre-tax discount rate reflecting current market assumptions regarding time value of money and risk
specific to the asset concerned.

For the purpose of impairment testing, assets that cannot be tested individually are grouped into the smallest
group of assets that generates cash inflows through the asset’s continuous use and is independent from cash
flows generated by other assets or the groups of assets (“the cash generating unit” or “CGU”).

Whenever the net book value of an asset exceeds its recoverable amount, an impairment loss is recognised in
the statement of profit or loss. Impairment losses recognised in respect of CGUs are allocated first to reduce
the carrying amount of goodwill allocated to the unit and then to reduce the carrying amount of the other
assets in the unit (group of units) on a pro rata basis.

Reversal of impairment losses recognised in prior years is recorded when there is an indication that the
impairment losses recognised for the asset no longer exist or have decreased. Reversal is accounted for in
the statement of profit or loss under the same caption as impairment loss. An impairment loss allocated to
goodwill is not reversed.
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Summary of significant accounting policies (continued)

Provisions

Provisions for liabilities are recognised in the statement of financial position when there are commitments as
a result of past events and it is probable that additional funds will be required to settle these obligations. If
the impact is material, provisions are estimated by discounting future cash flows to the their present value
using a pre-tax discount rate that reflects current market assessments of the time value of money and the
risks specific to the liability.

Leases — accounting policies applied as from 1 January 2019

The Group and the Company adopted new requirements of IFRS 16 with effect from 1 January 2019 under
the modified restrospective approach. The comparative figures for 2018 were not restated, as permitted under
the transition guidelines of the standard. The reclassifications and adjustments resulting from adoption of the
new standard are recognised in the balance sheet as from 1 January 2019.

The impact of IFRS 16 adoption as at 1 January 2019 is disclosed in Note 12.

Where the Group and the Company acts as a lessee

The lease liabilities arising from a lease are measured by a lessee at the commencement date on a present
value basis, including the following payments:

e fixed payments (including in-substance fixed payments), less any lease incentives receivable

e variable lease payment that are based on an index or a rate, initially measured using the index or rate
as at the commencement date

e amounts expected to be payable by the group under residual value guarantees

e payments of penalties for terminating the lease, if the lease term reflects the group exercising that
option.

The lease payments are discounted using the interest rate implicit in the lease. If that rate cannot be readily
determined, the lessee’s incremental borrowing rate is used.

The interest rate implicit in the lease is the interest rate as a result of which the present value of the lease
payments and unguaranteed residual value is equal to the sum of fair value of leased assets and any other
initial direct costs of the lessor.

The lease liability is measured at amortised cost using the effective interest rate, which represents the
discount rate used in discounting of lease payments. Interest expenses relating to the lease liability are
allocated over the lease period and recognised through profit or loss.

Right-of-use assets are initially measured at cost comprising the following:

the amount of the initial measurement of lease liability;

any lease payments made at or before the commencement date less any lease incentives received;
any initial direct costs incurred by a lessee; and

restoration costs.
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Leases — accounting policies applied after 1 January 2019 (continued)

Subsequently the right-of-use assets are recognised by the lessee at cost less accumulated depreciation and
impairment losses. When the title of ownership is transferred to the lessee at the end of the lease period or
when the price of the right-of-use assets shows that the lessee will exercise the buy option, then the lessee
estimates depreciation of right-of-use assets from the commencement date to the end of the useful life of the
leased assets. Otherwise, the lessee estimated depreciation for right-of-use assets from the commencement
date to the end of the useful life of the right-of-use assets or the end of the lease period, depending on which
occurs earlier.

Payments associated with short-term leases and leases of low-value assets are recognised on a straight-line
basis as an expense in profit or loss. Short-term leases are leases with a lease term of 12 months or less.

Finance and operating leases — accounting policies applied before 31 December 2018

The Group and the Company classify leases as either operating leases or finance leases at the inception of the
lease.

Finance lease -— where the Group and the Company act as lessees

The Group and the Company recognise finance leases as assets and liabilities in the balance sheet at the
lower of the fair value of property leased and the present value of the minimum lease payments, each
determined at the inception of the lease. The discount rate to be used in calculating the present value of the
minimum lease payments is the interest rate implicit in the lease, if this is practicable to determine; if not, the
Group's/Company's incremental borrowing rate is used. Any initial direct costs are added to the value of
asset. Minimum lease payments are apportioned between the finance charge and the reduction of the
outstanding liability. The finance charge is allocated to each period during the lease term so as to produce a
constant periodic rate of interest on the remaining balance of the finance lease liability.

Depreciation is charged on property acquired under finance leases, and the related finance costs are incurred
in each reporting period that are reported in the Group’s and the Company’s statements of profit or loss. The
procedure of calculation of depreciation for property acquired under finance leases is the same as that
applied to freehold property, however, such property cannot be depreciated over the period longer than the
lease period, unless the ownership is transferred to the Company and the Group upon expiry of the finance
lease contract term.

Operating lease -— where the Group and the Company act as lessees

Operating lease payments are recognised as expenses in profit or loss using the straight-line method over the
lease term.

Acquisition of own shares

When own shares are acquired, the amount paid, including directly attributable costs, is recognised as a
change in equity. Own shares acquired are shown under a separate line item in equity as a negative amount.

Dividends

Dividends are recorded as liabilities or the amount receivable in the period in which they are declared.
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Government grants

Grants received as a compensation for the costs incurred are recognised in profit or loss over the period in
which the costs are incurred.

Government and the European Union grants and third party compensations received in the form of non-
current assets or intended for the purchase of non-current assets are considered as asset-related grants. Grants
are initially recorded at the fair value of the asset received and subsequently amortised. Amortisation costs of
grants are included in the cost of production or administrative expenses as well as in the depreciation charge
of property, plant and equipment for which the grant was received.

Revenue

The Group and Company manufactures and sells a range of chees and milk products in the wholesale market.
Sales are recognised when control of the products has transferred, being when the products are delivered to
the wholesaler, the wholesaler has full discretion over the channel and price to sell the products, and there is
no unfulfilled obligation that could affect the wholesaler’s acceptance of the products. Delivery occurs when
the products have been shipped to the specific location, the risks of obsolescence and loss have been
transferred to the wholesaler, and either the wholesaler has accepted the products in accordance with the
sales contract, the acceptance provisions have lapsed, or the Group and the Company has objective evidence
that all criteria for acceptance have been satisfied.

The goods are sometimes sold with retrospective volume discounts based on aggregate sales over a month or
a 12-months period. Revenue from these sales is recognised based on the price specified in the contract, net
of the estimated volume discounts. Accumulated experience is used to estimate and provide for the
discounts, using the expected value method, and revenue is only recognised to the extent that it is highly
probable that a significant reversal will not occur. A refund liability is not recognised for expected volume
discounts payable to customers in relation to sales made until the end of the reporting period as all invoices
for these discounts usually are issued till period end.

Receivable is recognised when the goods are delivered as this is the point in time that the consideration is
unconditional because only the passage of time is required before the payment is due.

The Group and Company does not expect to have any contracts where the period between the transfer of the
promised goods or services to the customer and payment by the customer exceeds one year. As a
consequence, the group does not adjust any of the transaction prices for the time value of money.

Cost of sales

Cost of sales consists of direct and indirect costs, including depreciation and remuneration expenses incurred
in order to achieve the turnover set for a respective year.

Expenses are recognised on an accrual basis and matching principle.
Distribution and administrative expenses

Distribution and administrative expenses comprise expenses related to transportation, administrative staff,
coordination activities, office supplies, etc. and also comprise depreciation and amortisation expenses.

Operating expenses are recognised on an accrual basis.
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Other operating income and expenses

Other operating income and expenses comprise gain or loss from the disposal of non-current assets as well as
other income and expenses not directly related to the principal activities of the Group and the Company .

Finance income and costs

Income and expenses of financing activities include interest receivable and payable, realised and unrealised
foreign exchange gain and loss related to borrowings and financial liabilities denominated in foreign
currencies.

Interest income is recognised in profit or loss using the effective interest method. Interest expenses on leases
is recognised in profit or loss using the effective interest method.

Employee benefits

Short-term employee benefits are recognised as current expenses of the period in which the services have
been rendered. Such employee benefits include wages and salaries, social security contributions, extra pays,
paid vacation and other benefits. There are no long-term employee benefits.

The Group and the Company pay social security contributions to the state Social Security Fund (the Fund)
on behalf of its employees based on the defined contribution plan in accordance with the local legal
requirements. A defined contribution is a plan under which the Group and the Company pay fixed
contributions into the Fund and will have no legal or constructive obligations to pay further contributions if
the Fund does not hold sufficient assets to pay all employees benefits relating to employee service in the
current and prior period. Social security contributions are recognised as expenses on an accrual basis and
included in payroll expenses.

Income tax

Income tax comprises current and deferred tax. Income tax is recognised in the statement of profit or loss,
except to the extent that it relates to line items recognised directly in equity or through other comprehensive
income, in which case the tax is recognised in equity through other comprehensive income.

Current income tax is calculated on the annual taxable result using the tax rates enacted and applied as at the
reporting date, plus any adjustments to the tax payable in respect of previous years.

A standard income tax rate of 15% is applied to companies registered in the Republic of Lithuania. Tax
losses, except for those arising on disposal of securities and/or derivative financial instruments, can be
carried forward for unlimited period, provided the entity continues the operations, which generated these tax
losses. The amended provisions of Article 30(4) of the Law on Corporate Income Tax stipulate that when
calculating income tax for 2014 and subsequent periods, deductible tax losses available for carry forward can
be used to reduce taxable income of the current tax year by maximum 70% calculated by deducting non-
taxable income, allowable deductions and limited allowable deductions from income, except for losses of the
previous tax periods.

The procedure of carrying forward losses arising on disposal of securities and/or derivative financial
instruments has not changed, therefore, these losses can be carried forward for the period of 5 years and can
only be used to reduce taxable income earned from transactions of the similar nature.

Deferred income tax is calculated on temporary differences arising between the tax bases of assets and
liabilities and their carrying amounts reported in the financial statements. Deferred income tax is not
calculated on temporary differences arising on initial recognition of an asset or liability, which at the time of
the transaction affect neither accounting nor taxable profit.
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Income tax (continued)

Deferred income tax is determined using the tax rates that are expected to apply when the related temporary
differences are expected to reverse and that are known at the date of the preparation of the statement of
financial position.

Deferred income tax assets are recognised only when the Company and the Group expect that future taxable
profit will be available against which tax assets can be utilised. Deferred income tax is reviewed at each date
of the statement of financial position and reduced by the amount of tax assets that will not be utilised.

Earnings per share

The Group and the Company disclose information on basic and diluted earnings per share. Basic earnings
per share are calculated by dividing profit or loss attributable to the shareholders of the Parent Company by
the weighted average number of ordinary shares during the period. Diluted earnings per share are calculated
by adjusting profit or loss attributable to the shareholders, and the weighted average number of ordinary
shares during the year, for the effects of all potential ordinary shares. During the reporting periods the Group
and the Company did not issue potential ordinary shares.

Segment reporting

Operating segments are reported in a manner consistent with the internal reporting provided to the chief
operating decision-maker. The chief operating decision-maker, who is responsible for allocating resources
and assessing performance of the operating segments, has been identified as the Board that makes strategic
decisions and the General Manager.

An operating segment is a component of the Group that engages in business activities from which it may
earn revenues and incur expenses, including revenues and expenses that relate to transactions conducted with
other segments. The Group has three reportable segments established on the basis of different groups of
products (cheese and cheese products, other products, fresh milk products).

Impact on the financial statements of adoption of new standards, amendments and
interpretations

Except for the changes described below, accounting policies applied in the current financial year are
consistent with those of the previous financial year. The accounting policies set out below have been
consistently applied by the Group and the Company to all the periods presented in these consolidated
financial statements.

The Group and the Company adopted the following new standards and amendments, including the respective
amendments to the existing standards with effect from 1 January 2019.

IFRS 16 Leases (effective for annual periods beginning on or after 1 January 2018)

IFRS 16 replaces IAS 17 Leases and specifies how to recognise, measure, present and disclose leases. The
standard provides a single lessee accounting model, requiring lessees to recognise assets and liabilities for all
leases, unless the lease term is 12 months or less or the underlying asset is of low value. Lessor accounting
has substantially unchanged. Therefore, IFRS 16 did not have any impact on leases where the Company
acted as a lessor, except for subleases treated as finance leases under [FRS 16.

The Company adopted IFRS 16 using the modified retrospective transition method with the date of initial
application being 1 January 2019. Under this method, the standard is applied retrospectively with the
cumulative effect of initially applying the standard recognised at the date of initial application as an
adjustment to the opening balance of retained earnings. The Company elected to use the transition practical
expedient allowing the standard to be applied only to contracts that were previously identified as leases
applying TIAS 17 and IFRIC 4 Determining whether an Arrangement contains a Lease at the date of initial
application.
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Impact on the financial statements of adoption of new standards, amendments and
interpretations (continued)

The Company also elected to use the recognition exemptions for lease contracts that, at the commencement
date, have a lease term of 12 months or less and do not contain a purchase option (“short-term leases”), and
lease contracts for which the underlying asset is of low value (“low-value assets”). Also the Company
elected to apply a single discount rate to a portfolio of leases with reasonably similar characteristics and used
a hindsight in determining the lease term where the lease contract contained options to extend or terminate
the lease.

The impact of adoption of IFRS 16 as of 1 January 2019 is disclosed in Note 12. New accounting policies
upon adoption of IFRS 16 are set out in section Leases — accounting policies applied after 1 January 2019.

IFRS 9: Prepayment features with negative compensation (Amendments) (effective for annual periods
beginning on or after 1 January 2018).

Amendments allow financial assets with prepayment features that permit or require a party to a contract
either to pay or receive reasonable compensation for the early termination of the contract (so that, from the
perspective of the holder of the asset there may be “negative compensation”), to be measured at amortised
cost or at fair value through other comprehensive income. These amendments had no impact on the financial
statements of the Company and Group.

IAS 19: Plan Amendment, Curtailment or Settlement (Amendments) (effective for annual periods
beginning on or after 1 January 2018).

The Amendments require entities to use updated actuarial assumptions to determine current service cost and
net interest for the remainder of the annual reporting period after a plan amendment, curtailment or
settlement has occurred. The amendments also clarify how the accounting for a plan amendment, curtailment
or settlement affects applying the asset ceiling requirements. These amendments had no impact on the
financial statements of the Company and Group.

ISA 28: Long-term Interests in Associates and Joint Ventures (Amendments) (effective for annual periods
beginning on or after 1 January 2018).

The amendments clarify the accounting for long-term interests in an associate or joint venture, which in
substance form part of the net investment in the associate or joint venture, but to which equity accounting is
not applied. Entities must account for such interests under IFRS 9 Financial Instruments before applying the
loss allocation and impairment requirements in IAS 28 Investments in Associates and Joint Ventures. These
amendments had no impact on the financial statements of the Company and Group.

IFRIC Interpretation 23: Uncertainty over Income Tax Treatments (effective for annual periods beginning
on or after 1 January 2018).

The Interpretation addresses the accounting for income taxes when tax treatments involve uncertainty that
affects the application of IAS 12 Income taxes. The Interpretation provides guidance on considering
uncertain tax treatments separately or together, examination by tax authorities, the appropriate method to
reflect uncertainty and accounting for changes in facts and circumstances.

Upon adoption of the interpretation, the Company considered whether it has any uncertain tax positions. The
Company determined, based on its tax compliance, that its tax treatments (including those for the
subsidiaries) would probably be accepted by the tax authorities. The interpretation did not have an impact on
the financial statements of the Company and Group.
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Impact on the financial statements of adoption of new standards, amendments and
interpretations (continued)

Annual Improvements to IFRSs 2015-2017 cycle - amendments to IFRS 3, IFRS 11, IAS 12 and IAS 23
(effective for annual periods beginning on or after 1 January 2018).
The narrow scope amendments impact four standards.

e IFRS 3 Business Combinations and IFRS 11 Joint Arrangements: The amendments to IFRS 3 clarify
that when an entity obtains control of a business that is a joint operation, it remeasures previously
held interests in that business. The amendments to IFRS 11 clarify that when an entity obtains joint
control of a business that is a joint operation, the entity does not remeasure previously held interests
in that business.

e JAS 12 Income Taxes: The amendments clarify that the income tax consequences of payments on
financial instruments classified as equity should be recognised according to where the past
transactions or events that generated distributable profits have been recognised.

e TAS 23 Borrowing Costs: The amendments clarify that, when a qualifying asset is ready for its
intended use or sale, and some of the specific borrowing related to that qualifying asset remains
outstanding at that point, that borrowing is to be included in the funds that an entity borrows
generally.

These amendments had no impact on the financial statements of the Company and Group.

Standards, interpretations and amendments to existing standards that are not yet effective

A number of amendments to new standards and interpretations are effective for annual periods beginning
after 1 January 2018 and have not been adopted in the preparation of these consolidated financial statements.
Standards, interpretations and amendments that may be relevant to the Group and the Company are presented
below. The Group and the Company do not intend to early adopt these standards.

IFRS 3 Business Combinations (Amendments) (effective for annual periods beginning on or after 1
January 2020)

The IASB has issued amendments to Definition of a Business (Amendments to IFRS 3) aimed at resolving
the difficulties that arise when an entity determines whether it has acquired a business or a group of assets.
The Amendments are effective for business combinations for which the acquisition date is in the first annual
reporting period beginning on or after 1 January 2020 and to asset acquisitions that occur on or after the
beginning of that period, with earlier application permitted. These Amendments have not yet been endorsed
by the EU. These Amendments will affect future business combinations from time the amendments become
effective.

IAS 1 Presentation of Financial Statements and IAS 8 Accounting Policies, Changes in Accounting
Estimates and Errors: Definition of ‘material’ (Amendments) (effective for annual periods beginning on or
after 1 January 2020)

The Amendments clarify the definition of ‘material’ and how it should be applied. The new definition states
that, ‘Information is material if omitting, misstating or obscuring it could reasonably be expected to
influence decisions that the primary users of general purpose financial statements make on the basis of those
financial statements, which provide financial information about a specific reporting entity’. In addition, the
explanations accompanying the definition have been improved. The Amendments also ensure that the
definition of material is consistent across all IFRS. The Company and Group has preliminary evaluated the
impact of the implementation of these Amendments and has not identified any impact to its financial
statements.

Conceptual Framework in IFRS standards (effective for annual periods beginning on or after 1 January
2020)

The IASB issued the revised Conceptual Framework for Financial Reporting (Conceptual Framework).

34



VILKYSKIU PIENINE AB

Consolidated and separate financial statements for the year
ended 31 December 2019

Notes to the consolidated and separate financial statements

Summary of significant accounting policies (continued)

Standards, interpretations and amendments to existing standards that are not yet effective
(continued)

The Conceptual Framework sets out a comprehensive set of concepts for financial reporting, standard
setting, guidance for preparers in developing consistent accounting policies and assistance to others in their
efforts to understand and interpret the standards. IASB also issued a separate accompanying document,
Amendments to References to the Conceptual Framework in IFRS Standards, which sets out the
amendments to affected standards in order to update references to the revised Conceptual Framework. Its
objective is to support transition to the revised Conceptual Framework for companies that develop
accounting policies using the Conceptual Framework when no IFRS Standard applies to a particular
transaction.

Other standards

There are no other amended IFRSs, IASs or IFRIC interpretations that are not yet effective and that would be
expected to have a significant impact on the Company and the Group. The Company and Group plan to
adopt the above-mentioned standards and interpretations as from their effective dates, provided they are
endorsed by the EU.

Contingencies

Contingent liabilities are not recognised in the financial statements. They are disclosed unless the possibility
of an outflow of resources embodying economic benefits is remote. Contingent assets are not recognised in
the financial statements but disclosed when an inflow of economic benefits is probable.

Events after the reporting period

Events after the reporting period that provide additional information about the Group’s and the Company’s
position at the reporting date (adjusting events) are reflected in the financial statements. Events after the
reporting period that are not adjusting events are disclosed in the notes to the financial statements when
material.

Inter-company offsetting

Financial assets and liabilities are offset and the net amount reported in the balance sheet when there is a
legally enforceable right to offset the recognised amounts and there is an intention to settle on a net basis or
realise the asset and settle the liability simultaneously. The legally enforceable right must not be contingent
on future events and must be enforceable in the normal course of business and in the event of default,
insolvency or bankruptcy of the company or the counterparty.

Accounting estimates and assumptions

The preparation of financial statements in conformity with IFRS as adopted by the European Union requires
the use of accounting estimates and assumption by management that affect the application of accounting
policies and the reported amounts of assets and liabilities, income and expenses. The accounting estimates
and the related assumptions are based on historical experience and other factors that are believed to be
reasonable under the circumstances, the results of which form the basis for making judgements about the net
book amounts of assets and liabilities that are not readily apparent from other sources. The actual results may
ultimately differ from those estimates. The accounting estimates and underlying assumptions are regularly
reviewed and are based on historical experience, other factors reflecting a current situation and reasonably
possible future events. The Group and the Company make estimates and assumptions concerning the future.
The resulting accounting estimates will, by definition, seldom equal the related actual results. The estimates
and assumptions that have a significant effect on the amounts of assets and liabilities and can cause a
significant adjustment to these amounts within the next financial year are addressed below.
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Impairment losses on goodwill and property, plant and equipment

At each statement of financial position date, the Group and the Company review the net book values of
property, plant and equipment to determine whether there are any indications that those assets have suffered
an impairment loss. If such an indication exists, the asset's recoverable amount is estimated. Goodwill is
tested for impairment annually by calculating the recoverable amount of the asset concerned. For the purpose
of impairment testing, assets are grouped into the smallest group of assets that generates cash inflows
through the asset’s continuous use that are largely independent of cash inflows from other assets or groups of
assets (the cash generating units).The recoverable amount is the higher of an asset’s net realisable value and
the value in use. The asset’s value in use is calculated by discounting future cash flows to their present value
using a pre-tax discount rate reflecting actual market assumptions about the time value of money and the
risks specific to the asset concerned.

The recoverable amount of the asset that does not generate cash flows independently is determined with
reference to the recoverable amount of the cash-generating unit to which that asset belongs.

The Company and the Group did not identify any impairment indicators in respect of property, plant and
equipment as at 31 December 2019 and 2018, and therefore, no impairment test was performed.

Assumptions and results of impairment test performed by the Group in respect of goodwill as at 31
December 2019 and 2018 are disclosed in Note 13 ‘Intangible assets’.

Impairment losses on amounts receivable

The Group and the Company review amounts receivable to assess impairment at least on a quarterly basis. In
determining whether expected credit losses should be recorded in profit or loss, the Group and the Company
assess any observable data indicating that there is a measurable decrease in the estimated future net cash
flows from a portfolio of receivables. This evidence may include observable data indicating that there has
been an adverse change in the payment status of debtors, national or local economic conditions or other
future information that influence the Group’s and the Company’s receivables.

As credit history is relatively good, the Group and the Company assessed that expected credit losses as at 1
December 2019 and 31 December 2019 for non-impaired receivables was close to zero.

Management evaluates expected cash flows from the debtors based on historical loss experience related to
credit risk of amounts receivable or similar risk. Methodology and assumptions used for estimating both the
amount and timing of future cash flows are reviewed regularly to reduce any differences between loss
estimates and actual loss experience. For more information refer to Note 16 ‘Trade and other receivables’
and Note 27 ‘Financial instruments and risk management’.

Measurement of inventories

The Group and the Company review the movement in the inventory account, assess carrying amount on a
quarterly basis. The carrying amount of inventories should not exceed future economic benefits expected to
be received from the disposal or use of inventories.

Loss of inventory write-down to net realisable value is recognised in the statement of profit or loss during the
period in which the inventory measurement, write-down were performed. Inventory write-down is assessed
taking into account historical data and actual sales of inventories below cost. For more information refer to
Note 16 ‘Inventories’.

Useful life of property, plant and equipment

Useful lives of the assets are reviewed annually and revised when there are grounds for believing that the
remaining useful lives do not reflect technical conditions, economic utilisation or physical conditions of the
assets.
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Financial risk management (continued)
The use of the financial instruments exposes the Group and the Company to the following risks:

o credit risk;
e liquidity risk;
e market risk.

Information on each type of the above-mentioned risks to which the Group and the Company are exposed,
objectives, policies and processes for managing the risk and the methods used to measure the risk is set out
in this section. Note 27 ‘Financial instruments and risk management’ discloses quantitative information on
each type of the above-mentioned risks and on the Group’s and the Company’s capital management.

Risk management framework

The Board is responsible for the development and monitoring of the Group’s and the Company’s overall risk
management programme. The Group’s and the Company’s risk management policy defines and analyses
risks to which the companies are exposed, establishes appropriate risk limits, controls risks and adherence to
risk limits. The risk management policy and systems are reviewed on a regular basis to reflect market
conditions and the Group’s and the Company’s operational changes. The Group and the Company, through
training and management standards and procedures, aim to develop a disciplined and constructive control
environment in which all employees understand their roles and obligations.

Credit risk

In conducting trading activities the Group and the Company apply deferred payment in respect of sale of
products and services, therefore a risk may arise that clients will not pay for products and services provided
by the Group and the Company. The Group and the Company aim to minimise credit risk by applying the
principles of a credit limit, based on which the amounts of credits granted to clients and the types of
collaterals are established as follows:

e limit;

e Insurance;

e guarantees;

e credit insurance.

At the end of 2017, the Group and the Company insured its sales to foreign clients under the credit insurance
agreement concluded with the company Euler Hermes for the term of two years. On November 2019, the
insurance was extended for additional two years. For each client, the credit risk is assessed individually.
Trade receivables are regularly monitored by the Finance Department. In the event of overdue amounts
receivable, the sale is suspended and debt recovery procedures are initiated.

Liquidity risk

Liquidity risk is a risk that the Group and the Company will not be able to meet their financial liabilities in
due time. The Group and the Company manage liquidity risk with the aim to achieve the best possible
liquidity of the Group and the Company which enables to settle obligations both in the ordinary course of
business and under complicated operating conditions and prevents from incurring unacceptable losses and
damaging the Group’s and the Company’s reputation.

The Group’s and the Company’s policy is aimed at maintaining sufficient cash and cash equivalents or
ensuring funding through an adequate amount of committed credit facilities in order to meet their
commitments at a given date in accordance with the strategic plans.

The Group’s and the Company’s objective is to maintain balance between the continuity and flexibility of
funding. The Group and the Company generate a sufficient amount of cash form their activities, therefore
management is responsible for ensuring a sufficient level of the Group’s and the Company’s liquidity.

37



VILKYSKIU PIENINE AB

Consolidated and separate financial statements for the year
ended 31 December 2019

Notes to the consolidated and separate financial statements

Summary of significant accounting policies (continued)
Market risk
Market risk is a risk that changes in market prices, e.g. foreign exchange rates and interest rates, will affect

the Group’s and the Company’s results of operations or the value of financial instruments held. The aim of
market risk management is to manage open risk positions in order to optimise rate of return.

The Group and the Company manage foreign exchange risk by minimising the open position in a foreign
currency. Further information on hedging against foreign exchange risk is disclosed in Note 27 ‘Financial
instruments and risk management’.

The Group’s and the Company’s income and operating cash flows are substantially independent of market
interest rates. The Group and the Company have no significant interest-bearing assets.
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1 Segment reporting

The Group consists of four legal entities: VILKYSKIU PIENINE AB (the Parent Company), Kelmés Pieniné
AB (the subsidiary), Modest AB (the subsidiary) and Pieno Logistika AB (the subsidiary). The principal
activity of each company (segment) is the production of milk products, except for Pieno Logistika AB,
which is engaged in the lease of buildings. The companies produce different milk products, therefore, they
use different technologies and apply different marketing strategies.

The Group has several operating segments which are as described below.

The segments represent different product groups, which are managed separately because they require
different technology and marketing strategies. The Board and the General Manager review internal
management reports prepared for each product group on a monthly basis.

The following summary describes the products in each operating segment of the Group:

e Cheese, cheese products and other. The segment comprises cheese, cheese products, cream, and
liquid whey that stays during the process of cheese production;

e Dry milk products. The segment comprises WPC, skimmed-milk, permeate and whey powder
produced by the subsidiaries. The segment is observed starting from 2018;

e Fresh milk products. The segment comprises fresh milk products produced by the subsidiaries (milk,
kephir, yoghurt, sour milk, butter, curd products);

Information on the results of each operating segment is presented below. Performance is assessed based on
the gross profit of the segments, which is presented in the internal management reports reviewed by the
Board and the General Manager. The segment’s gross profit is used to assess performance as management
believes that this indicator is the most appropriate for the assessment of the results of operations.

Results of operations of the segments were as follows as at 31 December 2019:

GROUP

Cheese, cheese

products and Dry milk Fresh milk
EUR ’000 other products products Total
Sales 81,909 14,869 17,803 114,581
Cost of sales -82,104 -11,246 -14,135 -107,485
Gross profit -195 3,623 3,668 7,096
Other operating income 322
Distribution, administrative and -7,624
other operating expenses
Operating result -206
Finance income 20
Finance costs -1,262
Finance costs, net -1,242

Profit (loss) before income tax -1,448
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Results of operations of the segments were as follows as at 31 December 2018:

EUR *000

Sales
Cost of sales

Gross profit

Other operating income

Distribution, administrative and
other operating expenses

Operating result
Finance income

Finance costs

Finance costs, net

Profit before income tax

Cheese, cheese

ended 31 December 2019

products and Dry milk Fresh milk
other products products Total
76,870 7,571 18,721 103,162
-72,898 -7,819 -16,672 -97,389
3,972 248 2,049 5,773
326
-6,983
-884
13
-999
-986
1,870

Information on the segments’ assets, liabilities, interest income and interest expenses, depreciation, results of
operations before tax, income tax and other non-cash line items is not provided to the Board and the General
Manager. In management’s opinion the allocation of these line items to the operating segments is not
reasonable. Sales revenue, cost of sales and gross profit are the same as reported in the financial statements.

All revenue in 2019 was recognised at point in time.

When presenting information according to a geographical segment, segment income is recognised according
to the place of registration of a client. Segment assets are distributed according to the assets’ geographical

location.

Information on segments by geographical territory in 2019:

EUR ’000

Lithuania

European Union, except for Lithuania

Other countries

Information on segments by geographical territory in 2018:

EUR ’000

Lithuania

European Union, except for Lithuania

Other countries

Information on major clients. The Group had no clients

sales.

Revenue Assets
22,526 71,084
61,591 4,410
30,464 2,551

114,581 78,045

Revenue Assets
24,585 78,688
55,865 2,728
22,712 869

103,162 82,285

with sales representing more than 10% of total

40



Notes to the consolidated and separate financial statements

VILKYSKIU PIENINE AB

Consolidated and separate financial statements for the year

2 Cost of sales (EUR ’000)

GROUP
2019 2018
84,152 -74,048
6,511 6,464
3,225 -3,059
4,964 4,910
4,512 -4,598
4,121 4310
-107,485 97,389

Raw materials

Resale cost of goods produced by the subsidiaries
Employee expenses, including social security contributions
Depreciation and grants’ amortisation

Milk collection and transportation costs

Gas, electricity, water

Other

3 Other operating income (EUR ’000)

GROUP
2019 2018
59 52
15 15
98 133
81 67
7 2
62 57
322 326

Income from provision of services, including lease income

Revenue from accounting services

Income from sales of materials, non-current assets

Revenue from provision of transportation services to other
companies

Amounts due not yet claimed

Other income

4 Other operating expenses (EUR *000)

GROUP
2019 2018
-102 -109
-37 -36
-1 -4
-140 -149

Cost of services rendered

Cost of materials sold

Loss on disposal of property, plant and equipment
Other expenses

5 Distribution expenses (EUR *000)

GROUP
2019 2018
-2.320 -1,785
-323 -706
-884 -826
-72 -82
-969 918
-4,568 -4,317

Logistics and transport services

Marketing and advertising services

Employee expenses, including social security contributions
Depreciation expenses

Other selling expenses

ended 31 December 2019

COMPANY
2019 2018
-76,713 -67,438
-50,991 -41,689
2,671 2,791
-1,194 -1,270
-4,964 5,374
-1,427 -1,580
2,207 2,818
-140,167 -122,960
COMPANY
2019 2018
1,761 1,399
112 112
629 309
4
7 2
56 52
2,565 1,878
COMPANY
2019 2018
1,616 -1,322
573 249
1 4
-2,190 -1,575
COMPANY
2019 2018
-2,320 2,112
321 710
-884 -826
51 59
910 -854
-4,486 -4,561
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6 Administrative expenses (EUR ’000)

GROUP COMPANY
2019 2018 2019 2018
1,260 1,457 Emplpye§ expenses, inclu@ing soc.ial security 1,108 1246
contributions and change in vacation reserve
205 518 Deprec.iaFion and amortisation, including amortisation 158 168
of subsidies
-311 -191  Services received -202 -124
-143 324  Taxes, other than income tax -108 352
-111 -114  Veterinary services -76 -80
-138 -163  Consultation services -101 -142
-3 188  Inventory write-down, reversal -2 98
-103 -94  Security -41 -38
-70 -85  Fines and interest paid on late payments -49 -85
-4 -1 Write-off of bad debt expenses -4 -
-65 -106  Computer expenses -61 -103
-51 -54  Fuel -38 -41
-33 -31  Repair expenses -21 -48
-26 -27  Fee for membership in association -26 =27
-30 -31  Stock exchange expenses =27 -29
-46 -48  Insurance -24 -29
-15 -16  Bank charges -13 -13
-302 -393  Other -197 -275
-2,916 -2,517 -2,256 -1,998

Pursuant to the Lithuanian Law on Social Insurance, certain changes were introduced in the procedure for

state social security contributions payable for employees with effect from 1 January 2019. The payment of

state social security contribution was transferred in part to employees working under employment contracts.
The remuneration of employees working at the Company and the Group under employment contracts was
recalculated (indexed) by increasing it 1.289 times with effect from 1 January 2019.

In 2019, the Group’s and the Company’s social security contributions payable by an employer amounted to
EUR 213 thousand and EUR 137 thousand, respectively (2018: EUR 2,506 thousand and EUR 1,573

thousand, respectively).

7 Services provided by the audit firm to the Company and the Group in 2019 (EUR ’000)

Audit of the financial statements under the agreements
Assurance and other related services

Tax consultation services

Expenses of other services

Total

GROUP COMPANY
36 20
1 1
37 21
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8 Finance costs, net (EUR *000)

GROUP COMPANY
2019 2018 2019 2018
Finance income
- - Dividends 1,720 786
5 5 Interest received 6 6
15 8 Other 12 11
20 13 Total finance income 1,738 803
Finance costs
914 -789 Interest paid -433 -347
-164 -114 Factoring charges -164 -114
-88 -58 Foreign exchange loss -88 58
-96 -38 Other -72 b))
-1,262 -999 Total finance costs 757 -541
-1,242 -986 981 262
9 Income tax expenses (EUR ’000)
Recognised in profit or loss
GROUP COMPANY
2019 2018 2019 2018
Current year income tax expenses
- - Reporting period - -
-1 - Adjustment to previous year income tax -1 -
Deferred income tax expenses
1,003 684 Change in deferred income tax 1,003 684
1,002 684 1,002 684
Reconciliation of effective income tax rate (EUR ’000)
GROUP COMPANY
2019 2018 2019 2018
(1,448) (1,870) Profit for the year (5061) (2,712)
(217) (281) Income tax calculated at a rate of 15% (759) (407)
Profit of Kelmés Pieniné AB not subject to tax
- - due to the status of a social enterprise assigned - -
to the company
193 164 Expenses not deductible for income tax ” 30
purposes
(92) (306)  Income not subject to tax (265) (307)
1 1 Charity expenses deductible twice for tax ) i
purposes
(885) (260) Income tax relief for the investment project - -
i ) Other expenses deductible for tax purposes i ]
(1,002) (684) Income tax expenses/(benefit) (1,002) (684)
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10 Earnings per share

GROUP
2019 2018
11,943 11,943
-446 -1,186
-0.04 -0.10

Number of issued shares calculated based
on the weighted average unit cost method,
in thousands

Net profit attributable to holders of ordinary
shares of the Parent Company, in EUR 000

VILKYSKIU PIENINE AB

Consolidated and separate financial statements for the year
ended 31 December 2019

Basic earnings per share (in EUR)

COMPANY
2019 2018
11,943 11,943
-4,059 2,028
-0.34 -0.17

The diluted earnings per share are the same as basic earnings per share.
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11 Property, plant and equipment

GROUP

EUR °000

Cost/revalued amount
Balance at 1 January 2018
Additions

Disposal
Reclassifications

Balance at 31 December 2018

Balance at 1 January 2019
Additions

Disposal
Reclassifications

Balance at 31 December 2019

Depreciation and impairment losses

Balance at 1 January 2018
Depreciation charge for the year
Disposals

Reclassifications

Balance at 31 December 2018

Balance at 1 January 2019
Depreciation charge for the year
Disposals

Reclassifications

Balance at 31 December 2019
Net book amounts

At 1 January 2018

At 31 December 2018

At 31 December 2019

* For more details see Note 12.

Right-of- Land and Plantand Other  Construction
use assets* buildings machinery assets in progress Total

- 14,747 50,875 4,043 6,748 76,413

- 94 878 214 708 1,894

- -6 =790 -744 - -1,540

- 70 5,138 69 -5,277 -

- 14,905 56,101 3,582 2,179 176,767
1,366 14,905 54,735 3,582 2,179 76,767
554 48 506 50 1,819 2,977

- - -507 -230 -1 -738

- 230 760 1 -991 -
1,920 15,183 55,494 3,403 3,006 79,006
- 1,778 18,374 1,814 - 21,966

- 513 3,715 404 - 4,632

- -4 =770 -367 - -1,141

- 2,287 21,319 1,851 - 25457

371 2,287 20,948 1,851 - 25457
246 535 3,317 375 - 4473

- - -465 -214 - -679

617 2,822 23,800 2,012 - 29,251

- 12,969 32,501 2,229 6,748 54,447

- 12,618 34,782 1,731 2,179 51,310
1,303 12,361 31,694 1,391 3,006 49,755
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11 Property, plant and equipment (continued)
COMPANY

Right-of- Land and Plantand  Other Construction
EUR 000 use assets” buildings machinery assets in progress Total
Cost/revalued amount
Balance at 1 January 2018 - 12,360 23,612 1,954 225 38,151
Additions - 94 572 58 215 939
Disposal - -4 -639 -537 - -1,180
Reclassifications - 70 55 52 -177 -
Balance at 31 December 2018 - 12,520 23,600 1,527 263 37,910
Balance at 1 January 2019 1,286 12,520 22,314 1,527 263 37,910
Additions 606 48 149 25 965 1,793
Disposal - - -470 -157 - -627
Reclassifications - 100 7 - -107 -
Balance at 31 December 2019 1,892 12,668 22,000 1,395 1,121 39,076
Depreciation and impairment losses
Balance at 1 January 2018 - 1,308 13,297 1,316 - 15,921
Depreciation charge for the year - 422 1,586 131 - 2,139
Disposals - -3 -619 -161 - -783
Reclassifications - - - - - -
Balance at 31 December 2018 - 1,727 14,264 1,286 - 17,277
Balance at 1 January 2019 356 1,727 13,908 1,286 - 17,277
Depreciation charge for the year 244 440 1,241 85 - 2,010
Disposals - - -431 -141 - -572
Reclassifications - - - - - -
Balance at 31 December 2019 600 2,167 14,718 1,230 - 18,715
Net book amounts
At 1 January 2018 - 11,052 10,315 638 225 22,230
Balance at 31 December 2018 - 10,793 9,336 241 263 20,633
Balance at 31 December 2019 1,292 10,501 7,282 165 1,121 20,361

Prepayments for non-current assets are classified as additions to non-current assets.

* For more details see Note 12.
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11 Property, plant and equipment (continued)

Pledges of assets

To secure the repayment of its bank borrowings, the Group has pledged the following property, plant and
equipment:

- buildings with the carrying amount of EUR 11,358 thousand as at 31 December 2019 (31 December
2018: buildings amounting to EUR 7,921 thousand);

- production plant and machinery, fixtures and equipment with the net book amount of EUR 30,107
thousand as at 31 December 2019 (31 December 2018: movable property, plant and equipment
amounting to EUR 31,671 thousand) (Note 21).

To secure the repayment of its bank borrowings, the Company has pledged the following property, plant and
equipment:
- buildings with the carrying amount of EUR 9,942 thousand as at 31 December 2019 (31 December
2018: buildings amounting to EUR 6,485 thousand);

- production plant and machinery, fixtures and equipment with the net book amount of EUR 5,453
thousand as at 31 December 2019 (31 December 2018: movable property, plant and equipment
amounting to EUR 6,111 thousand) (Note 21).

The acquisition cost of the Group’s property, plant and equipment fully depreciated but still in use amounted
to EUR 10,423 thousand as at 31 December 2019 (31 December 2018: EUR 10,088 thousand).

The acquisition cost of the Company’s property, plant and equipment fully depreciated but still in use
amounted to EUR 8,118 thousand as at 31 December 2019 (31 December 2018: EUR 8,002 thousand).

Motor vehicles acquired under lease contracts

As at 31 December 2018, the Group and the Company had motor vehicles that were acquired under the
finance lease contracts. The net book amount of such assets of the Group was EUR 1,008 thousand. The net
book amount of such assets of the Company was EUR 942 thousand. Assets acquired under leases with
effect from 2019 are presented separately in Note 12 ‘Leases’. Changes in accounting policies are described
in Note ‘Leases — accounting policies applied after 1 January 2019°.

Depreciation

Depreciation was included in the following line items:

GROUP COMPANY
2019 2018 EUR 000 2019 2018
4,209 4,364 Cost of goods produced 1,572 1,726
264 268 Distribution and administrative expenses 196 200
- - Other operating expenses 242 213
4,473 4,632 2,010 2,139
Valuation of buildings

The Group and the Company account for the buildings at revalued amount, less subsequent accumulated
depreciation and impairment.

On 1 December 2019, the Group/Company performed evaluation of the buildings in order to determine their
fair value. For evaluation of assets, a market approach, an income approach and a cost approach were used.
The estimated value did not differ significantly from the carrying amounts. No revaluation was performed for
the assets. On 31 December 2014, the Group and the Company performed revaluation of the buildings and
accounted for the revaluation results in the financial statements. The fair value of the buildings is attributed
to Level 3 of the fair value hierarchy. The valuation methods used by an independent property valuer were a
market approach and a cost approach or their combination.
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11 Property, plant and equipment (continued)

The Company’s increase in value of EUR 1,152 thousand (net of deferred income tax liability) was
recognised in equity. The Group’s aggregate revaluation surplus amounting to EUR 1,175 thousand was
included within additions to property, plant and equipment for 2014.

As at 31 December 2019, the net value of the Group’s revaluation reserve amounted to EUR 2,109 thousand
(31 December 2018: EUR 2,233 thousand ). As at 31 December 2019, the net value of the Company’s
revaluation reserve amounted to EUR 2,028 thousand (31 December 2018: EUR 2,145 thousand).

Had the Group’s buildings been stated at cost, their net book amount and revalued amount at 31 December
2019 would be EUR 5,982 thousand and EUR 8,307 thousand, respectively) (31 December 2018: EUR
6,605 thousand and EUR 9,070 thousand, respectively).

Had the Company’s buildings been stated at cost, their net book amount and revalued amount as at 31
December 2019 would be EUR 4,605 thousand and EUR 6,892 thousand, respectively (31 December 2018:
EUR 5,213 thousand and EUR 7,634 thousand, respectively).

12 Leases

On adoption of IFRS 16, the Group and the Company recognised lease liabilities in respect of leases that
were classified as operating leases under the principles of IAS 17 ‘Leases’. These liabilities were recognised
at present value of the remaining lease payments, discounted using the Group‘s incremental borrowing rate
as at 1 January 2019.

Related right-of-use asset was measured at an amount equal to lease liabilities, adjusted for prepaid or
accrued lease payments recognised in the statement of financial position as at 31 December 2018.

On initial application of IFRS 16, the Group and the Company used the following practical expedients
permitted by the standard:

e applying a single discount rate to a portfolio of leases with similar characteristics;
e cxcluding initial direct costs for the measurement of the right-of-use asset at the date of initial
e application.

Impact on the Group‘s and the Company ‘s statement of financial position (increase/decrease) as at 1 January
2019:

GROUP COMPANY
At 1 January At 31 December At 1 January At 31 December
2019 2018 2019 2018
Assets
50,315 51,310  Property, plant and equipment 19,703 20,633
1,270 - Right-of-use assets 1,257 -
58,832 58,557 Total non-current assets 32,015 31,688
82,560 82,285  Total assets 54,848 54,521
Liabilities
824 600 Lease liabilities 837 572
21,792 21,568 Total non-current liabilities 2,956 2,691
325 274 Lease liabilities 310 248
29,221 29,170 Total current liabilities 21,973 21,911
51,013 50,738 Total liabilities 24,929 24,602
82,560 82,285 Total equity and liabilities 54,848 54,521
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12 Leases (continued)
The Group‘s and the Company‘s right-of-use assets under the lease contracts consist of buildings, motor

vehicles, equipment and other assets. Movements on the account of right-of-use assets are presented in Note
11.

Lease liabilities, future minimum lease payments and total cash flows on lease are presented in Note 21.

13 Intangible assets

GROUP

EUR 000 Computer Other intangible

Goodwill equipment assets Total

Cost

Balance at 1 January 2018 6,915 725 12 7,652
Additions - 4 - 4
Disposals - -171 - -171
Reclassifications - - - -
Balance at 31 December 2018 6,915 558 12 7,485
Balance at 1 January 2019 6,915 558 12 7,485
Additions - 15 - 15
Disposals - -28 - -28
Reclassifications - - - -
Balance at 31 December 2019 6,915 545 12 7,472
Amortisation and impairment

Balance at 1 January 2018 - 690 1 691
Amortisation charge for the year - 29 3 32
Disposals - -171 - -171
Balance at 31 December 2018 - 548 4 552
Balance at 1 January 2019 - 548 4 552
Amortisation charge for the year - 12 - 12
Disposals - 28 - 28
Balance at 31 December 2019 - 532 4 536
Net book amounts

Balance at 1 January 2018 6,915 35 11 6,961
Balance at 31 December 2018 6,915 10 8 6,933
Balance at 31 December 2019 6,915 13 8 6,936

Amortisation charge for the year was included in administrative expenses.
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13 Intangible assets (continued)

COMPANY
EUR 000 Computer
Goodwill equipment Other intangible assets Total

Cost

Balance at 1 January 2018 - 652 12 664
Additions - 4 - 4
Disposals - -1 - -1
Reclassifications - - -
Balance at 31 December 2018 - 655 12 667
Balance at 1 January 2019 655 12 667
Additions - 15 - 15
Disposals - -28 - -28
Reclassifications - - - -
Balance at 31 December 2019 - 642 12 654
Amortisation and impairment

Balance at 1 January 2018 - 622 1 623
Amortisation charge for the year - 24 3 27
Disposals - -1 - -1
Balance at 31 December 2018 - 645 4 649
Balance at 1 January 2019 - 645 4 649
Amortisation charge for the year - 9 3 12
Disposals - 28 - 28
Balance at 31 December 2019 - 626 7 633
Net book amounts

Balance at 1 January 2018 - 30 11 41
Balance at 31 December 2018 - 10 8 18

Balance at 31 December 2019 - 16 5 21
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13 Intangible assets (continued )

Recoverable amount of cash generating units to which goodwill is attributed

Goodwill is attributed to the following cash generating units of the Group:

EUR ’000 At 31 December At 31 December
2019 2018

Kelmés Pieniné AB 6,616 6,616

Modest AB 299 299

6,915 6,915

Goodwill arising on business combination is attributable mainly to synergy, which has resulted from the
integration of the companies into the existing activity of the Group, i.e. the production of milk products.

These cash generating units were tested for impairment by calculating the value in use. For the assessment of
the value in use, the estimated future cash flows were discounted to their present value using the industry’s
weighted average cost of capital (WACC) of 6.2% (2018: 6.7%) The key assumptions used in the calculation
of the value in use were as follows:

the future cash flows were calculated based on historical experience and the approved five-year
business plan; cash flows in the long term were calculated by extrapolating the cash flow of the fifth
year at a projected growth rate of 3% (2018: growth rate of 1%);

the main objectives of Vilkyskiy Pieniné AB group of companies for 2020 included as follows:
analysis of the company‘s strategic actions and assessment of potential further alternative actions
aimed at ensuring a higher value for the shareholders; further expansion of markets for dry milk
products, and strengthening of the market position in China, Malaysia, Indonesia, and Arab
countries;

the objective for all the Group companies was to maximise production efficiency through process
automation. The Group companies would continue to focus on the development of production of
innovative products, the issues pertaining to HR management, remuneration policy, assurance of
safe and healthy work conditions.

the Group’s management expected that in 2020 the prices of raw milk would not differ significantly
compared to the prices that prevailed in the second half of 2019;

based on the budget prepared by the management for Kelmés Pieniné AB, revenue and EBITDA
estimated for 2020 would be around EUR 34,900 thousand and EUR 10,500 thousand, respectively;

based on the budget prepared by management for Modest AB, revenue and EBITDA estimated for
2020 would be around EUR 22,200 thousand and EUR 1,252 thousand, respectively.

The recoverable amount of goodwill based on the above assumptions was higher than the carrying amount,
therefore, no impairment was recognised in the financial statements. The analysis of sensitivity to key
assumptions was not presented, since a probable change in these assumptions would have no material impact
on the estimated value of goodwill.
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14 Investments in subsidiaries

EUR 000 At 31 At 31
December December

2019 2018
Cost of shares of Modest AB 1,991 1,991
Cost of shares of Kelmés Pieniné AB 8,656 8,656
Cost of shares of Pieno Logistika AB 66 66
10,713 10,713

The Company acquired control over Modest AB in 2006. The ownership interest held by the Company was
99.7% as at 31 December 2019 (31 December 2018: 99.7%). On 30 April 2008, the Company acquired the
shares of Kelmés Pieniné AB under the share purchase and sale agreement. The ownership interest held was
100% as at 31 December 2019 (31 December 2018: 100%). As at 31 December 2019, the Company held the
ownership title to 58.9% (31 December 2018: 58.9%) of shares of subsidiary Pieno Logistika AB with
voting rights. No impairment indicators were established in respect of investment in Modest AB as at 31
December 2019. The estimated recoverable amount of the investment in Modest AB showed that the
investment was not impaired as at 31 December 2019, therefore no impairment was recognised.

e The main objective of Modest AB is to expand production capacity of Mozzarella cheese, optimise the
production process of mozarella and blue-veined cheese.

The recoverable amount of investment in Kelmés Pieniné AB as at 31 December 2019 and 2018 was
estimated by assessing impairment of goodwill (Note 13). The estimated recoverable amount of investment
in Kelmés Pienin¢é AB showed that the investment was not impaired as at 31 December 2019 and 2018,
therefore no impairment was recognised.

e The main objective of Kelmés Pieniné AB is to increase the quantity of milk and whey processed, assess
the available range of products, produce only those products that provide higher profit margin, and
expand the markets of dry products.

Key financial indicators of Pieno Logistika AB as at 31 December 2019 are given below

At 31 December 2019 At 31 December
2018
Total assets 181 186
Shareholders’ equity 109 107
Net profit (loss) 2 1
15 Non-current amounts receivable (EUR ’000)
GROUP COMPANY
31/12/2019 31/12/2018 Note 31/12/2019 31/12/2018
Financial instruments
63 63 26 Loans granted to related parties (b) 63 73
81 37 Non-current amounts receivable 81 37

from farmers (c)

144 100 144 110
Non-financial assets

214 214 26 Prepayments to related parties (a) 214 214

- - Other non-current amounts receivable _ -

358 314 358 324
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15 Non-current amounts receivable (EUR ’000)

(a) A prepayment amounting to EUR 214 thousand was made to a related company Silgaliai
UKB. The prepayment must be fully settled until 31 December 2023. The outstanding balance of the
prepayment is subject to an administration fee.

(b) A loan amounting to EUR 63 thousand was granted to a related company Silgaliai UKB to be
repaid by 31 December 2021. The outstanding balance of the loan bears a fixed interest rate.
(©) Non-current amounts receivable from farmers comprise advance amounts paid to milk

suppliers for milk. These advance amounts are subject to an administration fee.

The Group’s and the Company’s exposure to credit and foreign exchange risks, impairment losses related to
trade and other amounts receivable are disclosed in Note 27.

16 Inventories (EUR *000)

GROUP COMPANY

At 31 At 31 At 31 December At 31 December
December 2019 December 2018 201¢ 201¢

8,662 12,823 Finished products 5,234 9,865

8,002 12,823 5,234 9,865

102 104 Raw materials 20 48

2,090 2,046 Consumables 894 975

307 255 Work in progress - _

11,161 15,228 6,148 10,888

Raw materials include milk and other materials used in the production.

As at 31 December 2019, there was no write-down of the Group’s inventories (finished products) to net
realisable value (31 December 2018: EUR 897 thousand).

As at 31 December 2019, there was no write-down of the Company’s inventories (finished products) to net
realisable value (31 December 2018: EUR 700 thousand).

As at 31 December 2019, the write-down of the Group’s materials (packaging, auxiliary materials, etc.) to
net realisable value amounted to EUR 37 thousand (31 December 2018: EUR 35 thousand).

As at 31 December 2019, the write-down of the Company’s inventories (tare, packaging, auxiliary materials,
etc.) to net realisable value amounted to EUR 4 thousand (31 December 2018: EUR 2 thousand).
The write-down of inventories (finished products) to net realisable value and the reversal of the write-down

are accounted for in the cost of sales.

The write-down of inventories (tare, packaging) and reversal of the write-down are included in
administrative expenses.

As at 31 December 2019, the Group’s inventories with the net book amount of up to EUR 5,548 thousand
(2018: up to EUR 5,548 thousand) were pledged to financial institutions (Note 21).

As at 31 December 2019, the Company’s inventories with the net book amount of up to EUR 5,548 thousand
(2018: up to EUR 5,548 thousand) were pledged to financial institutions (Note 21).
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17 Trade and other receivables (EUR *000)

GROUP

Trade receivables
Impairment losses

Trade receivables from related parties

At 31 December At 31 December

Loans granted to related parties, including interest

charged and administration fee

Financial assets
Other receivables

Taxes receivable (other than income tax)

Total trade and other receivables

COMPANY

Trade receivables
Impairment losses

Trade receivables from related parties

Loans granted to related parties, including interest

charged and administration fee

Financial assets

Taxes receivable (other than income tax)

Other receivables from related parties

Other receivables

Total trade and other receivables

2019 2018
Note 7,612 4,206
-98 -97
7 R
26 251 215
7,772 4,324
78 430
849 2,593
8,699 7,347
At 31 December At 31 December
2019 2018
Note 7,603 4,190
. -98 -97
26 3,419 3,994
26 255 215
11,179 8,302
849 2,593
26 5 -
50 13
12,083 10,908

The Group’s and the Company’s exposure to credit and foreign exchange risks, impairment losses related to
trade and other receivables are disclosed in Note 27.

Taxes receivable mostly consist of VAT receivable.

Trade and other receivables are non-interest bearing and are settled with the term of 30 days.

As at 31 December 2019, there were no receivables of the Company that were pledged (31 December 2018:

EUR 143 thousand).
18 Prepayments (EUR ’000)

GROUP
At 31 At 31
December December
201¢ 201§
491 552
188 194
679 746

Note

a)
26

COMPANY
At 31 At 31
December December
201¢ 201¢
Prepayments 442 506
Prepayments to related
parties 188 194
630 700

a) Prepayments consist of prepayments made to the companies for goods and services and to farmers

for milk.
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19 Cash and cash equivalents (EUR ’000)

GROUP COMPANY
At 31 At 31 At 31 At 31
December 2019 December 2018 December 2019  December 2018
196 275 Cash at bank 130 208
102 132 Cash on hand 101 129
298 407 231 337

As at 31 December 2019, all cash balances on bank accounts were pledged to secure repayment of bank
borrowings (Note 21). In addition, cash inflows into bank accounts were pledged to secure repayment of
bank borrowings (Note 21). The Group’s and the Company’s exposure to interest rate risk arising from cash
and cash equivalents is disclosed in Note 27.

20 Capital and reserves
As at 31 December 2019 and 2018, the Parent Company’s authorised share capital was divided into

11,943,000 ordinary shares with the nominal value of EUR 0.29 each. All the shares are fully paid.

Ordinary shares are stated at their nominal value. Consideration received for the shares sold in excess over
their nominal value is shown as share premium. Incremental external costs directly attributable to the issue
of new shares are accounted for as a deduction from share premium. Pursuant to the Law on Companies, the
holders of ordinary shares have one vote per share at the Company's shareholders' meeting, the right to
receive dividends, and the right to receive payments in the event of liquidation of the company.

Legal reserve

Pursuant to the Law on Companies of the Republic of Lithuania, annual transfers of 5% of profit for
appropriation are required until the legal reserve reaches 10% of the authorised share capita