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General Description of the Work

Risk is an integral part of human life and business, as any decision-making is associated with desirable
or undesirable outcomes. A risk source is any event that, if it occurs, causes financial loss to the
company, which may lead to reduced company solvency and increased liquidity risk, negatively
impacting the company's strategic goals and objectives. Financial risks and various types of crises can
significantly impact almost all areas of entrepreneurial activity. This work addresses predicting such
risks and managing expected outcomes when they occur. The paper provides a global analysis of the
wine and alcoholic beverages sector, including trends and prospects in vineyard development, wine
production, and global market consumption. Additionally, besides financial and business risks, the

paper studies and evaluates other types of risks and their impact on the wine business.

The research aims to assess the impact of crisis periods on the default risk of companies operating in
the wine and alcoholic beverages industry and develop a risk management model that ensures
identification of significant risks arising from substantial business uncertainties, by evaluating risk

factor materiality levels using criteria and algorithms.

The research project employed both primary and secondary research methods, studying and

examining the wine and alcoholic beverages sector.

Primary research used both qualitative and quantitative research methods to determine and analyze
whether large business owners faced financial risks during crisis periods (pandemic and Russia-

Ukraine war periods) and what challenges they encountered.

Default risk assessment in the aforementioned industry was conducted based on business and

financial risk analysis.

Business risk study (for the wine and alcoholic beverages industry) was conducted considering the

following issues and criteria:

1. Determining market type, which type of market the above-mentioned industry belongs to,

and their profit maximization conditions in short and long term periods.



2. Consumer market analysis - studied factors determining consumer behavior and how it
changed during the pandemic and Russia-Ukraine war periods.

Distribution of sales volume percentage shares in local and export markets.
Determining causes of demand increase/decrease in local and international markets.

Analysis of growth and decline dynamics of local and export markets.

A

Assessment of competition level in the local market (see Table 1 for assessment criteria).

Table 1: Competition Assessment Criteria
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6) Competition between sellers:
a) Intensive;
b) Moderate;
c) Weak.

7) Threat of new competitor entry in the industry:
a)Inability to achieve economies of scale;
b) Difficulties associated with mastering technologies and know-how;
c) Learning/experience effect;
d) Consumer loyalty to specific brands;
e) Capital investment size;
f) Actions of regulatory bodies;

g) Tariff and non-tariff restrictions.

8) Threat of substitute emergence.

9) Supplier's competitive power.

10) Buyer's competitive power.

7. Analysis of major export markets - this assessment was conducted according to market risk

and attractiveness parameters.

Financial risk assessment was conducted through financial analysis, which evaluated:

1. Analysis of financial position;



2. Analysis of financial results;

3. Dynamics of funding sources;

4. Cash flow analysis.

During the research process, financial analysis included both horizontal and vertical structure

analysis. The companies' main financial coefficients were also examined, such as:

1. Current and quick liquidity ratio;

Inventory turnover ratio;

Loan solvency ratio;
Interest coverage ratio;
Net profit margin;

Return on assets;

©® N o ok W N

Return on investment.

Accounts receivable turnover ratio;

Table 2. Financial Risk Assessment

Vertical Analysis

Horizontal Analysis (%
change, growth and decline

dynamics)

Financial Coefficient Analysis:

4) Vertical analysis of assets

Horizontal analysis of assets

10.

11.

12.

Current and quick
liquidity ratios
Inventory turnover
ratio

Accounts receivable
turnover ratio

Loan solvency ratio

5) Vertical analysis of

capital and liabilities

Horizontal analysis of capital

and liabilities

13.
14.
15.

Interest coverage ratio
Net profit margin

Return on assets
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16. Return on investment

6) Vertical analysis of Horizontal analysis of

profit-loss statement profit-loss statement

To study the macro environment, secondary research methods were used, specifically online
databases and archival research. Information necessary for research was also gathered from literature,
databases, and various sources. The following macro indicators were used to study the macro
environment: GDP, unemployment, foreign direct investment, monetary sector, national currency

exchange rate, foreign trade, state debt, credit rating, and Georgia's position in international ratings.

A risk management model was created as part of the research project's framework to guarantee the
identification of pertinent adverse events and the evaluation of their impact should they materialise.
The paper presents a risk management model for the wine and alcoholic beverage industry that makes it
feasible to evaluate how material risks resulting from material uncertainties may affect the company's
goals and objectives. Furthermore, this model enables the use of criteria and algorithms to evaluate the

significance of a risk factor in order to establish the priorities for risk management.

While planning the risk management model consideration should be given to procedures and risk

factors such as:

1. Identification of material uncertainties - indicators for a company's going concern include:

1.1.Financial events;
1.2. Operational events;
1.3. Other circumstances.

2.The following criteria for determining the risk factor were identified for each event:

1.1. Financial events:
1.1.1. Short term Liquidity assessment;
1.1.2. Quick liquidity assessment;
1.1.3. Inventory turnover;

1.1.4. Accounts receivable;



1.1.5. Solvency;
1.1.6. Financing dynamics;
1.1.7. Signs of termination of financial support from creditors;
1.1.8. Negative cash flows from operating activities;
1.1.9. Significant operating losse or a sharp depreciation in the value of income
generating assets;
1.1.10. Delays to dividend payments or their suspension;
1.1.11. Profit margin.
1.2. Operational events:
1.2.1. Foreign trade dependency ratio;
1.2.2. Russian market dependency ratio;
1.2.3. Ukrainian market dependency ratio;
1.2.4. Loss of a major export market;
1.2.5. Loss of a major raw material supplier or a license;
1.2.6. Threat of emergence of a competitor.
1.3. Other events:
1.3.1. Litigation brought against the company;
1.3.2. Changes in law or government policy that are likely to have a negative impact
on the business;
1.3.3. Insufficient insurance coverage for natural disasters.

7. To ascertain the level of significance of a particular risk factor criterion, weights are assigned to
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specific risk factors; the total of the weights of all risk factor assessment criteria must equal 100%.

8. The coefficient for each risk factor is determined using a three-point system, where:
8.1. point for low risk;
8.2. points for moderate risk;
4.3. points for high risk.
9. The value of the materiality criterion for each risk is multiplied by the level of significance of the
risk coefficient of each risk factor, which is equal to the weighting coefficient. The closer the

weighting coefficient is to one, the less risky the impact of each risk factor on business activities

and vice versa.



6. The impact of the materiality and risk level of the overall business, as well as each risk factor

assessment criterion, on the operability principle was used to construct a risk management model

matrix.
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Risk management model is completed by summation of the weighted coefficient of each risk element.

If:

The sum is less than one (1), there is little risk to the company and no threat to the
functionality principle.

If the sum falls between one and two, the business is medium-risk and the functionality
principle is not immediately threatened.

The business is at high risk and the functionality principle is in jeopardy if the sum falls

between two and three.

Risk assessment and selection criteria

20 risk factors were used as criteria to assess the level of risk (Hopkin, 2021, Horngren 2006,

Chiladze, 2018). In order to determine the degree of risk to the company's functioning, based on the

use of focus groups, each of the selected risk factor criteria was assigned a materiality percentage, the

sum of which amounted to 100%:

Table 3: Risk factor evaluation criteria (materiality percentage)

N Risk assessment criteria:
Financial events 50%

1 Short-term liquidity 7%
2 Quick liquidity 7%
3 Inventory turnover 4%
4 Accounts receivable ratio 4%
5 Solvency 5%
6 Dynamics of funding sources 5%
7 Signs of termination of financial support from creditors; 4%
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8 Cash flows from operating activities; 3%
9 Change in the value of assets intended to generate income 2%
10 Suspension or delay of dividend payments; 2%
11 Profit margin. 7%
Operational events 40%
12 Foreign trade dependency ratio; 7%
13 Russian market dependency ratio; 8%
14 Ukrainian market dependency ratio; 5%
15 Loss of a major export market; 8%
16 Loss of a major raw material supplier or a license; 8%
17 Threat of emergence of a competitor. 4%
Other events: 10%
18 Litigation brought against the company; 5%
19 Changes in law or government policy that are likely to have a negative impact on the 3%
business;
20 Insufficient insurance coverage for natural disasters. 2%
Total 100%

In the following stage of the recearch, a three-point coefficient system was selected and the value of

the

coefficient was determined for each risk factor:

1. Short term Liquidity

1 point 2 points

3 points

one or more than one 0,6-0,9

0,1-0,5

2. Quick liquidity assessment;
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(average inventory days sale

(average 400-600 inventory

1 point 2 points 3 points

or more than one 0,6-0,9 0,1-0,5
Inventory turnover;

1 point 2 points 3 points

one or more than one 0,6-0,9 0,1-0,5

average 720-3600 inventory

(Debtor is paid in 360

days or less)

(The debtor is typically
covered every 400-600

- 360 days or less) days sale) days sale)
Accounts receivable;
1 point 2 points 3 points
one or more than one 0,6-0,9 0,1-0,5

(The debtor is typically
covered every 720-3600

(19%-20% of assets are

(21%-50% of assets are

days). days).
Solvency;
1 point 2 points 3 points
1%-20% 21%-50% 51%-100%

(51%-100% of assets are

funded by debt) funded by debt) funded by debt)
Financing dynamics;
1 point 2 points 3 points

equity in financing

sources exceeds the

Liabilities and equity

make up the same

The share of equity in

financing sources is less

liabilities. percentage of financing than the share of
sources. liabilities.
Signs of termination of financial support from creditors;
1 point 2 points 3 points

No signs of financial

support being cut off.

The company's search for
funding is complicated,

but feasible.

termination of financial
assistance from

creditors.
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Cash flows from operating activities

1 point

2 points

3 points

The income from the
company's primary
revenue-generating
activities exceeds its

cash outflows.

Income from the
company's main income-
generating activities

equals cash outflows.

The income from the
company's primary
revenue-generating
activities is less than the

cash outflow.

9. Change in the value of income generating assets; (percentages depends on the characteristics

10.

11.

12.

of a sector)

1 point

2 points

3 points

No impairment of assets

Assets depreciated

slightly (1%-10%)

sharp increase in asset

impairment (11%>)

Delays to dividend payments or their suspension;

1 point 2 points 3 points

No dividend suspensions Deferred dividends Dividend suspensions
Profit margin.

1 point 2 points 3 points

20% > 10%-20% 0%-9%

Every 100 GEL of

The company earns 10 to

The company earns 9

its export markets.

product sold results in a 20 GEL for every 100 GEL or less for every

profit of at least 20 GEL. GEL of product sold. 100 GEL of product sold
Foreign trade dependency ratio;

1 point 2 points 3 points

The company diversified Despite the lack of Only the local market

diversity in export

markets, the product is

sells the product.




13.

14.

15.

16.

17.
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sold on the domestic

market.

Russian market dependency ratio;

1 point

2 points

3 points

1%-29% (The Russian
market accounts for 1%

to 29% of exports.)

30%-49% (The Russian
market accounts for

30%-49% of exports.)

50% and more (The
Russian market accounts
for at least 50% of

exports).

Ukrainian market dependency

ratio;

1 point

2 points

3 points

1%-9% (1% to 9% of

exports are sold in

10%-29% (10%-29% of

exports are sold in

30% and more (30% or

more of exports are sold

Ukraine). Ukraine). in Ukraine).
Loss of a major export market;
1 point 2 points 3 points

No loss of major export

Loss of minor exports

Loss of a strategically

market important key export
market
Loss of a major raw material supplier or a license;
1 point 2 points 3 points

a) The business is
pursuing a vertical
integration strategy. b)
The company has not

lost its licence.

The company is pursuing
a horizontal integration
strategy, and gaps in raw
material supply for
production have been

identified.

The company is using a
horizontal integration
strategy and has lost a

key supplier and licence.

Competitive threat.

1 point

2 points

3 points
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The market growth rate
increases due to

consumer demand

No increase in demand

in the market.

Market is shrinking due

to falling demand.

Litigation brought against the company;

1 point

2 points

3 points

No legal proceedings
initiated against the

company.

A lawsuit filed against
the company, but no fine

imposed.

The company was sued
and ordered to pay a

significant fine.

19. Changes in law or government policy that are likely to have a negative impact on the

20.

business;

1 point

2 points

3 points

There have been no
changes to the law or

government policy that

Changes in the law and
state policy had a minor

impact on business.

Changes in the law and
state policy had a

negative impact on

will have a negative business.
impact on business.

Insufficient insurance coverage for natural disasters
1 point 2 points 3 points

No natural disaster

occurred.

Natural disasters
disrupted supplies, but
the costs were covered

by insurance.

a) Natural disasters
disrupted the supply
chain;

b) No insurance was

used.

The research confirmed that during crisis periods, prerequisites for increased default risk include high
levels of industry competition, high proportion of liabilities in funding sources, and increasing

dynamics in inventory and accounts receivable coefficients.

Based on analytical and statistical processing of research data, proposals and recommendations were

developed to improve the situation in Georgia's wine and alcoholic beverages industry, including: the



48

necessity of developing new markets and export diversification to reduce default risk; avoiding loans
dominated in foreign currency; reducing the proportion of liabilities in the financing structure and
increasing quick liquid assets to reduce default risk; increasing production of high-quality wine to

reduce dependence on the Russian market. See the paper for this and additional detailed information.

The research results will help companies operating in the wine and alcoholic beverages sector with
default risk management. Recommendations and proposals will be offered to interested parties, state
policy makers, and business entities involved in the wine and alcoholic beverages industry.
Implementation of the proposed recommendations will allow entrepreneurs to effectively handle
emerging challenges and develop strategies to strengthen risk management in the wine and alcoholic

beverages sector, taking maximum consideration of consumer demands and desires.

The doctoral dissertation consists of 256 pages and includes a review, table of contents, introduction,
7 chapters, conclusions and recommendations, 1 appendix. The paper also contains 99 tables and 4

illustrations. The paper is accompanied by a bibliography.
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Introduction

The development of the wine and alcoholic beverages sector represents a strategically important task
for Georgia's economy to achieve economic diversification and reduce dependence on the tourism

sector.

For business, crisis is associated with uncertain and significant events that threaten an organization's
operational, reputational, and financial stability, negatively affecting the company's continuous
development. During crisis periods, quick and effective response from management is important to

protect the business's going concern principle.

During crisis periods, the financial sector experiences a ripple effect through currency fluctuations,
market volatility, and interest rate changes that affect business financing structures. Companies with
large portions of international market financing are forced to properly and effectively manage their
financial portfolios to mitigate potential losses. The Russia-Ukraine war has a significant impact on

the global business environment and financial and business risks.

The COVID-19 pandemic radically changed the business environment and society's rhythm of life.
The pandemic caused significant damage to the macro environment, which in turn negatively

affected the "business climate" and social welfare.

During crisis periods, unfavorable business outcomes are related to internal and external risks. The
deterioration of the country's main macro indicators led to increased external risks, which caused
increased internal risks for small and large companies. Specifically, increased competition, negative
economic growth, and worsened social conditions led to increased transportation, supply, production,

and operational risks, which called into question the business's going concern principle.
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Chapter 1. Global Analysis of Wine and Alcoholic Beverages Market

The world began 2022 with high inflation, an energy crisis (due to the Russia-Ukraine war), and
global supply chain collapse. Considering these circumstances, wine prices increased significantly in

the market, which caused a slight decrease in alcoholic beverage consumption.

In 2022, compared to 2020, the world's vineyard area has been showing an annual declining trend:
specifically, in 2022 compared to 2020, vineyard area decreased by 0.5 million hectares, or 0.7%. The
main reason for the decline was the reduction of vineyard areas in the United States, Spain,
Argentina, Moldova, and Turkey, although vineyard areas were increasing in countries such as India,
Russia, and Brazil. In 2023, the world's vineyard area continued to decline and is reduced by 2.04%

compared to 2020.

The global wine production market has shown a declining trend over the last 3 years (2020-2023),
specifically: wine production decreased by 25 million hectoliters, or 9.5%. The main factors
maintaining this declining trend were deteriorating climate conditions (drought, hail, heavy rainfall,
fire), fungal diseases, and reduction in vineyard areas. In 2022, global wine production amounted to
258 million hectoliters, which is 3 million hectoliters less than in 2021. In 2023, compared to 2022,

wine production decreased by 21 million hectoliters, 8.1%.

Wine and alcoholic beverage consumption in 2023 decreased by 11 million hectoliters compared to

the previous year, approximately 4.7%, with the main causes being:

1. Russia-Ukraine war and the resulting energy crisis;

2. Supply chain disruption, which caused sharp increases in wine and alcoholic beverage
production costs, reflected in product price increases;

3. Reduction in vineyard areas, which caused a decrease in wine and alcoholic beverage
production volume;

4. Deterioration of population welfare during the pandemic period, which caused less activity in
the wine and alcoholic beverages market, reflected in decreased market demand. The

implementation of quarantine measures, reduction in tourist flows, and closure of sales
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channels led to a reduction in the wine and alcoholic beverages market and sharp increase in

competition among producers.
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Chapter 2. Profit Maximization Conditions in Wine and Alcoholic Beverages Market

The wine and alcoholic beverages market belongs to a monopolistic competition market system

because:

1. Companies in the industry sell products that differ at least slightly from competitors'
offerings. Specifically, in the wine and alcoholic beverages market, products differ from each
other by: aging, production technology, color, aroma, taste, quality, alcohol content, etc.

2. There are many sellers in the market, making it saturated, as supply and demand indicators

are balanced.

Based on market characteristics, alcoholic beverage producers make profits in the short term when
price is higher than average total cost (P>ATC), and incur losses when price is lower than average

total cost (P<ATC).

In the long term, since the alcoholic beverages market is monopolistically competitive, companies'

profit is zero, as due to market characteristics, price equals average marginal cost (P=ATC).
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Chapter 3. Georgia's Economy During the Pandemic and Russia-Ukraine War Period

From 2019 to 2021, the number of socially vulnerable people in Georgia increased. Specifically,
compared to 2019, in 2021 the number of subsistence allowance recipients increased by 215,794
people, or 50.4%, while in 2020 compared to 2019 (one year after the pandemic started), the
population relying on state aid increased by 97,225 people, or 22.7%. In 2021, the number of
subsistence allowance recipients reached 643,167 people, which represented almost 16% of the total
population. Besides the above, it's noteworthy that during the Russia-Ukraine war period, this
indicator continued to increase, and in March 2023 compared to 2022, the number of subsistence

allowance recipients increased by 26,577 people, 4% (www.socialjustice.org.ge, 2023). In 2023, the

number of social assistance recipients is at a historic maximum and represents 18% of the total

population, which is 0.6% higher than the 2022 indicator.

One year after the start of the pandemic, Georgia's economic growth was -6.8%, caused by: the
"collapse” of the tourism sector, reduced export volume, national currency devaluation, decreased
public income, reduced market demand, etc. During the COVID-19 period (2020), the economic
decline from 5% to -6.8% led to a 22.7% increase (97,225 people) in subsistence allowance recipients.
In 2021, Georgia's economy showed signs of recovery, resulting in GDP growth of 10.4%, while in

January-June 2022, economic growth was 10.5%.

The consequences of the Russia-Ukraine war negatively impacted Georgia's economy - specifically, in
the first year after this event began, Georgia's economy decreased by 3.5%. The main causes were:
sharp declines in investment activities, trade balance, and Ukraine's economy. One year after the
pandemic started, GDP per capita decreased by $441, meaning that in 2020 compared to 2019, one
person living in Georgia produced on average $441 less in final products and services within the
country's borders than before the pandemic. In 2021, GDP per capita increased by 17.8% compared to
2020, which can be considered positive. One year after the start of the Russia-Ukraine war, GDP per

capita increased by $1,487.8 USD, while Georgia's economy decreased by 3.5% during this period.

Employment level is a prerequisite for economic growth, as more employed people lead to increased

market activity, which causes higher demand for goods/services. During the pandemic, a large
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portion of society became unemployed, but regarding the Russia-Ukraine war, it did not affect
unemployment rates, as shown by the following statistics: one year after the start of the Russia-
Ukraine war, unemployment decreased by 0.9%, and as of the second quarter of 2024, Georgia's

unemployment rate reached a historic minimum of 13.7% (www.geostat.ge, 2024).

One year after the pandemic started, Foreign Direct Investment (FDI) decreased by 57.2% compared
to the previous year, amounting to 572 million USD. This was caused by: deteriorating business
environment, reduced economic activities, and increased financial and currency risks

(www.economy.ge, 2024). In the first quarter of 2022, FDI reached a record level of 568.2 million

USD, four times higher than the first quarter of 2021. Despite this, one year after the start of the
Russia-Ukraine war, FDI decreased by 503 million USD (24%), which negatively impacted the

national currency exchange rate (www.economy.ge, 2024).

During the pandemic, one of the main reasons for inflation growth in Georgia was the worldwide
increase in consumer product prices. One of the National Bank's main tasks is maintaining moderate
inflation to prevent deterioration of public living standards and welfare. The National Bank's leverage
on inflation is the monetary policy (refinancing) rate. From January 29, 2020, to December 9, 2020,
the monetary policy rate decreased from 9% to 8%, while one year after the start of the Russia-

Ukraine war, the refinancing rate decreased from 11% to 9.5% (www.nbg.gov.ge, 2024).

In 2020, Georgia's foreign trade turnover decreased by 14.8% one year after the pandemic started
(compared to 2019), amounting to 11,347.7 million USD. The reasons for the decrease in foreign trade

turnover were a 12% reduction in exports and a 15.9% reduction in imports (www.economy.ge,

2020). One year after the start of the Russia-Ukraine war, foreign trade turnover amounted to 21,690
million USD, exceeding the 2022 figure by 2,559 million USD. The increase in foreign trade turnover

was due to a 9% increase in exports and a 15% increase in imports (www.economy.ge, 2024).

After the first case of COVID infection in Georgia, the lari depreciation process became active, as
there was a sharp decrease in tourists, exports, and remittances from February, which caused

disruption in foreign currency inflows. One year after the start of the Russia-Ukraine war, the
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highest exchange rate of the national currency was recorded at 3.4019 (www.lari.ge, 2024), mainly

caused by the sharp drop in remittances and export figures from Russia and Ukraine due to the war.

State debt volume increased sharply during the pandemic period and amounted to 62.8% (relative to

GDP) (www.economy.ge, 2024). Unlike the pandemic, the Russia-Ukraine war did not affect the
fiscal sector; specifically: in 2022-2023, government debt relative to GDP decreased by 0.8% and

amounted to 38.4% (www.economy.ge, 2024).

A decrease in the country's credit rating has a more negative effect on the country's economy than an
increase has a positive effect, meaning a credit rating decrease increases the country's default risk
more significantly. The higher the credit rating, the greater the country's access to international
financial markets and foreign investments. In August 2020, S&P and Fitch left Georgia's credit rating
unchanged. According to S&P "BB" with stable outlook, according to Fitch "BB" with negative
outlook (www.bm.ge, 2024). Despite the Russia-Ukraine war, as of 2024, Georgia's credit rating
improved and was rated by Fitch as "BB" with stable outlook (www.1tv.ge, 2024). The main reason

for this positive trend was the reduction of government debt relative to GDP by 21.2% in 2024

compared to 2020 (www.economy.ge, 2023). Since 2020, despite geopolitical tensions, Georgia's

sovereign ratings have not deteriorated.
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Chapter 4. Impact of the Russia-Ukraine War on Georgia's Economy

On February 24, 2022, Russia launched a full-scale war in Ukraine, which continues to this day.
Unlike other countries, the Russia-Ukraine war is much more dangerous and painful for Georgia, not
only financially and economically but also due to historical ties with both Ukraine and Russia. The
very first week of the Russia-Ukraine war negatively affected both the Russian ruble and Georgian

lari; specifically, the lari depreciated by 12 tetri against the dollar.

The Russia-Ukraine war has three main negative impacts on Georgia's economy:

1. Both Ukraine and Russia are strategically important financial partners for Georgia, resulting
in significant losses in remittances, trade, and tourism revenues. In turn, the decline in budget
revenues causes delays in implementing important projects for Georgia.

2. The conflict is in the Black Sea region, making the regions unattractive to investors due to
increased political risk.

3. Sanctions imposed on Russia have a negative impact on the entire world economy, which also

damages Georgia's economy.
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Chapter 5. State Budget Impact on Wine and Alcoholic Beverages Sector

One year after the pandemic started (2020), the budget deficit increased by 462% compared to the
base year and by 191% compared to the previous year. Despite this, in 2020, budget allocations for
viticulture and winemaking development increased by 478% compared to 2019. However, despite
this, revenue from wine sales decreased by 23.5 million USD (10%). In 2020, the decline in export
market revenues was due to the reduction in the wine and alcoholic beverages sector and state-

imposed restrictions.

In the second year after the pandemic started (2021), Georgia's economy began gradual recovery,
which positively affected the state budget's total balance. Specifically: the budget deficit was 398%
compared to the base year and decreased by 11% compared to 2021, which led to a 91% increase in
budget allocations for viticulture and winemaking development compared to the previous year.
Compared to 2020, the 91% increase in state allocations for viticulture and winemaking development
led to a 33.5 million USD increase in wine sales revenue, which is 15% higher than the previous

year's figure.

One year after the start of the Russia-Ukraine war, the negative total budget balance increased by
21%, which led to a 45% decrease in budget allocations for viticulture and winemaking development.

However, despite this, revenue from wine sales increased by 3%.



Chapter 6. Financial Risk Assessment During the Pandemic and Russia-Ukraine War

Financial risk increased during the pandemic and Russia-Ukraine war because:

1. The share of liabilities in companies' financing structure exceeded the share of equity.

2. Companies were unable to cover current liabilities with their most liquid assets.

3. There were cases where inventory and accounts receivable turnover indicators showed an
upward trend, indicating disruption in production processes and sales, and reduced financial
resource inflow.

4. There were instances where income related to the business's main revenue-generating
activities was less than cash outflows.

5. The profit margin showed a declining trend compared to the previous year.

59
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Chapter 7. Impact of Material Uncertainties on the Going Concern Principle of JSC "Tbhilvino" and

LLC "Askaneli Brothers" During the Pandemic and Russia-Ukraine War

According to the risk management model, during the research periods (2019-2023), in large
corporations, default risk existed only in the long term, mainly caused by the deterioration of the
above-mentioned financial indicators and high dependence on the Russian market. For example: LLC
"Askaneli Brothers'™ final risk-weighting coefficient in 2020, 2021, and 2023 exceeds the permitted

1.50 threshold, indicating medium business risk and the existence of default risk in the long term.
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Conclusion

During the pandemic and Russia-Ukraine war periods, default risk increased due to rising business

and financial risks, because:

1. The macro environment deteriorated during these periods, leading to worsening public
welfare and increased market competition due to reduced demand. Specifically: in 2020, the
export market decreased by 1.6 million bottles compared to the previous year, while in 2023,
it decreased by 14.5 million liters compared to 2022.

2. In some companies' financing structure, the share of liabilities exceeded the share of equity.
For example: in 2021, 57% of LLC "Askaneli Brothers' assets were financed by liabilities, etc.

3. Companies were unable to cover current liabilities with their most liquid assets.

4. There were cases where inventory and accounts receivable turnover indicators showed an
upward trend, indicating disruption in production processes and sales, and reduced financial
resource inflow.

5. There were instances where income related to the business's main revenue-generating
activities was less than cash outflows.

6. The profit margin showed a declining trend compared to the previous year.

Furthermore, according to the risk management model, during the research periods (2019-2023), in
large corporations, default risk existed only in the long term, mainly caused by the deterioration of
the above-mentioned financial indicators and high dependence on the Russian market. For example:
LLC "Askaneli Brothers'™ final risk-weighting coefficient in 2020, 2021, and 2023 exceeds the
permitted 1.50 threshold, indicating medium business risk and the existence of default risk in the

long term.

Currently, global wine consumption trends are changing, with special attention being paid to wine
quality. Consequently, special attention is given to the quality of wine and alcoholic beverages in

Georgia, which strengthens the country's image as a quality wine producer worldwide.
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Despite penetrating new export markets, the degree of dependence on the Russian Federation market

remains high.

State measures implemented in recent years to improve wine and grape quality are effective, as this
decision led to increased prices for Georgian wine. For example: in 2023, the value of exported wine
increased by 6.7 million USD while 14.5 million liters less wine was exported compared to the

previous year.

The sector's main source of revenue is export markets, which increases the importance of quality

wine production.

Five main barriers hinder strengthening positions in target markets:

1. Low recognition of wine and alcoholic beverages
High costs associated with wine retail placement and marketing
Low quality of Georgian wine

Fear of failure

A

Strong competition

The existence of material uncertainties during the crisis period caused deterioration in companies'

operational activities.

During the pandemic, Georgia's credit rating remained unchanged, while the decrease in wine and

alcoholic beverage revenues led to a budget increase of more than 10%.
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