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Tourism Boom Continues

Tourism is booming: visitor trips (tourist trips and same-day trips combined) were up 16.4%
yly to 3.0mn in 1H18. Tourist trips drove the growth, reaching 1.9mn visitors and accounting
for 64.5% of the total in 1H18. This comfortably translates into our total tourist trip forecast
for 2018 of 4.9mn. Leisure and recreation is the predominant purpose of visits to Georgia,
and visitors enjoy Georgian cuisine the most. With Georgia’s regions attracting a growing
number of visitors and the regional accommodation market undersupplied, the timing for
the hotel development in Georgia’s regions looks right.

Neighbors dominate but share has consistently fallen since 2015. Visitor trips
(tourist trips and same-day trips combined) were up 16.4% yly to 3.0mn in 1H18. The
top source markets (Armenia, Azerbaijan, Turkey and Russia) accounted for 72.0%
(73.0% in 1H17) of the total trips and contributed 10.8ppts to the overall growth of
16.4%. In 1H18, from the top four source countries, the largest individual contribution
to overall growth came from Russia (+27.9% yly). Visitor trips from Turkey (+20.4%
yly) and Azerbaijan (+10.6% yly) also posted double-digit increases while visitor trips
from Armenia increased modestly (+3.9% yly). The secondary source markets
contributed 5.5ppts to overall growth in visitor trips with Iran (+41.0% yly), Israel
(+36.8% yly) and Germany (+44.4%) driving the increase.

Tourist trips drove growth, accounting for 64.5% of total in 1H18. Tourist trips
rose 22.9% yly to 1.9mn in 1H18, which we expect to comfortably translate into our
total tourist trip forecast for 2018 of 4.9mn.

We expect tourist trips to reach nearly 9mn by 2022. We have revised our forecast
upwards and now expect 8.8mn tourist trips in 2022 (up from 7.6mn previously), or
2.4x the country’s population based on a new methodology (see Table 1 and Box 1 for
clarification). This increase will see Georgia overtake Hungary (1.6x), Slovenia (1.5x),
Albania (1.4x) and Bulgaria (1.2x) according to their 2016 ratios. However, this would
still be below the proportions found in Croatia (3.3x), Cyprus (2.7x) and Montenegro
(2.7x) in 2016.

Figure 4: Tourists to country’s population, 2016
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Figure 1: Visitor trips by type, annual
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Figure 2: Visitor trips by type,1H
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Figure 3: Visitor trips by country
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Table 1: Forecast of tourist trips
2015 2016 2017 2018F 2019F 2020F 2021F 2022F

Tourists, mn (previous forecast, o/d methodology*) 23 2.7 35 42 5.1 5.9 6.8 76
Tourist trips, mn (current forecast, new methodology) 3.0 3.3 4.1 49 59 6.9 7.9 8.8
% change yly 2.5% 9.5% 23.4% 21.2% 19.2% 16.8% 14.5% 12.3%

*See our update on Georgia’s tourism sector, “Tourism at Full Speed”, May 2018
Source: GNTA, G&T Research

Air arrivals grew 30.6% yly to 0.7mn in 1H18 - the fastest growth rate among the
four main modes of transportation. New direct flights and increased frequency of
flights to Western Europe, the Middle East and post-Soviet countries drove the growth
in air arrivals. Road travel is still the most popular with 74.4% of travelers using road
transportation in 1H18.
Figure 5: Visitors trips by mode of transportation
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Leisure and recreation is predominant purpose of visits to Georgia. Some 40.0%
of visitor trips to Georgia were for recreational purposes in 1H18, up from 33.2% in
1H17. Visiting friends/relatives was the second most common reason for visiting
Georgia, likely driven by non-resident Georgian citizens. We expect the share of
leisure/recreation visitors to increase most in the arrival mix given Georgia’s ambition
to become a four-season tourist destination.

Visitors enjoy Georgian cuisine most. Spending in Georgia by international visitors
was up 49.3% y/y to GEL 3.3bn in 1H18. Some 28.1% of visitor expenditure is on food
and drinks (GEL 0.9bn), followed by accommodation (GEL 0.7bn) and
leisure/recreation (GEL 0.6bn). Furthermore, recent developments in modern retail
spaces have boosted visitors’ shopping expenditure, which rose 32.1% yly in 1H18 to
GEL 0.5bn.
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Figure 6: Visitor trips by purpose of visit, 1H18 Figure 7: Tourist spending in Georgia, 1H18
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Visitors from Turkey, Azerbaijan and Armenia have the shortest duration of stay
and lowest spending per arrival. Some 51.1% of visitors from these countries do not
spend the night in Georgia. Therefore, per-visitor spending from these countries is the
lowest, however these visitors contributed significant tourism revenues overall in 2017
(GEL 2.2bn, 37.9% of total).

Visitors from India, Saudi Arabia and UAE spend most in Georgia. Despite
accounting for 28.0% of visitor trips in 2017, visitors from secondary source markets
contributed 42.1% of total expenditure in 2017 (GEL 2.4bn, 42.1% of total).

Figure 8: Spending in Georgia by year, GEL bn Figure 9: Average spending per trip by country, US$
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Georgia’s room stock is concentrated in Thilisi and Adjara while other regions
are attracting a growing number of visitors. As of 1H18, Georgia had 2,342
registered accommodation units (all organizations registered as having
accommodation services) with 34,000 rooms and nearly 84,000 beds. Some 55.6% of
room stock is located in Adjara (30.5%) and Thilisi (25.1%). Thilisi remains the most
popular tourist destination; however, Kakheti (+31.2%), Mtskheta-Mtianeti (+35.3%)
and a number of other regions (+44.8%) saw significant increases in tourist trips in
1H18; these areas lack accommodation stock. With Georgia’s regions attracting a
growing number of visitors and the regional accommodation market undersupplied, the
timing for the hotel development in Georgia’s regions looks right. (See our update on
Georgia’s tourism sector, “Tourism at Full Speed”, published May 2018).
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House rentals (via Airbnb) filling budget accommodation supply gap in Thilisi
and Adjara. Of the total 27.7mn nights that visitors spent in Georgia in 2017, 42.6%
(11.8mn) were in hotels and hotel-type accommodation, 14.9% (4.1mn) were in rented
homes and apartments via Airbnb and the rest were in the private home of a
relative/friend, which is driven by non-resident Georgian citizens.

Figure 10: Distribution of rooms by region, 1H18 Figure 11: Visitor destination by region

Others
12.4%

40%
° 361% m1H17

Imereti

35%
Ajara = 1H18
6.2% 30.5% 30%
25%
Mitskheta- 20% 17.4% 14.6%
Mtianeti 15% ’ 7%
6.3%
10% 6.5%
2106 O 4.1%
Samegrelo- I I
Upper Il l
Svaneti
v ' Samtskhe- 6\'3‘

5%
0%

X

N

0,
8.7% Javakheti A fa’\\k\ 34 z‘(\o < e
10.8% - N W @
\&\9“ ©F
%’b

Source: GNTA Source: GeoStat

BOX 1: New methodology for tourism statistics

GNTA has moved to a new methodology for compiling tourist-related statistics in 2018. The methodology is aligned with UNWTO
standards and allows for more accurate and comprehensive peer comparison. GeoStat also conducted an international visitor survey,
which explores tourist characteristics such as spending patterns, duration of stay, average spending by visitors, purpose of visit, etc.

The international travellers statistics based on new methodology registers the following categories:

o International traveler trips:
1. Tourist trips (overnight stay)
2. Same-day trips
3. Other trips (non-tourism trips). This category includes trips to usual environment and trips of travelers aged 15 or below.
Travelling to usual environments is defined as travelling to other country eight or more times a month.
o Tourist trips and same-day trips are pooled in international visitor trips (which is subject of our analysis).
o The new methodology includes Georgian citizens who live abroad and excludes foreign residents who live in Georgia.
o The new methodology does not register transit visitors separately (which was one of the separate categories in old methodology).

Table 2: International traveler breakdown according to the new methodology

2011 2012 2013 2014 2015 2016 2017 1H18
1. International traveler trips, mn (3+4+5) 31 4.7 5.7 59 6.3 6.7 79 3.6
2. International visitor trips, mn (3+4) 2.7 41 5.0 5.0 5.3 54 6.5 3.0
3. Tourist (overnight) trips, mn 1.8 2.5 2.9 2.9 3.0 3.3 4.1 1.9
4. Same-day trips, mn 0.9 1.6 2.1 2.1 2.2 2.1 2.4 1.1
5. Other (non-tourism), mn 04 0.6 0.8 0.9 1.0 1.3 14 0.6

Source: G&T Research
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Disclaimer

This document is strictly confidential and has been prepared by JSC Galt & Taggart ("Galt & Taggart"), a member of Bank of Georgia group PLC (‘Group”) solely for informational purposes and
independently of the respective companies mentioned herein. This document does not constitute or form part of, and should not be construed as, an offer or solicitation or invitation of an offer to buy, sell
or subscribe for any securities or assets and nothing contained herein shall form the basis of any contract or commitment whatsoever or shall be considered as a recommendation to take any such
actions.

Galt & Taggart is authorized to perform professional activities on the Georgian market. The distribution of this document in certain jurisdictions may be restricted by law. Persons into whose possession
this document comes are required by Galt & Taggart to inform themselves about and to observe any and all restrictions applicable to them. This document is not directed to, or intended for distribution,
directly or indirectly, to, or use by, any person or entity that is a citizen or resident located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be
contrary to law or regulation or which would require any registration or licensing within such jurisdiction.

Investments (or any short-term transactions) in emerging markets involve significant risk and volatility and may not be suitable for everyone. The recipients of this document must make their own
investment decisions as they believe appropriate based on their specific objectives and financial situation. When doing so, such recipients should be sure to make their own assessment of the risks
inherent in emerging market investments, including potential political and economic instability, other political risks including without limitation changes to laws and tariffs, and nationalization of assets,
and currency exchange risk.

No representation, warranty or undertaking, express or implied, is or will be made by Galt & Taggart or any other member of the Group or their respective directors, employees, affiliates, advisers or
agents or any other person as to, and no reliance should be placed on, the fairess, accuracy, completeness or correctness of this document and the information contained herein (and whether any
information has been omitted from this document) and no reliance should be placed on it. This document should not be considered as a complete description of the markets, industries and/or companies
referred to herein. Nothing contained in this document is, is to be construed as, or shall be relied on as legal, investment, business or tax advice, whether relating to the past or the future, by Galt &
Taggart any other member of the Group or any of their respective directors, employees, affiliates, advisers or agents in any respect. Recipients are required to make their own independent investigation
and appraisal of the matters discussed herein. Any investment decision should be made at the investor's sole discretion. To the extent permitted by law, Galt & Taggart, any other member of the Group
and their respective directors, employees, affiliates, advisers and agents disclaim all liability whatsoever (in negligence or otherwise) for any loss or damages however arising, directly or indirectly, from
any use of this document or its contents or otherwise arising in connection with this document, or for any act, or failure to act, by any party, on the basis of this document.

The information in this document is subject to verification, completion and change without notice and Galt & Taggart is not under any obligation to update or keep current the information contained
herein. The delivery of this document shall not, under any circumstances, create any implication that there has been no change in the information since the date hereof or the date upon which this
document has been most recently updated, or that the information contained in this document is correct as at any time subsequent to the date on which it is supplied or, if different, the date indicated in
the document containing the same. No representation or warranty, expressed or implied, is made by Galt & Taggart or any other member of the Group, or any of their respective directors, employees,
affiliates, advisers or agents with respect to the accuracy or completeness of such information.

The information provided and opinions expressed in this document are based on the information available as of the issue date and are solely those of Galt & Taggart as part of its internal research
coverage. Opinions, forecasts and estimates contained herein are based on information obtained from third party sources believed to be reliable and in good faith, and may change without notice. Third
party publications, studies and surveys generally state that the data contained therein have been obtained from sources believed to be reliable, but that there is no guarantee of the accuracy or
completeness of such data. Accordingly, undue reliance should not be placed on any such data contained in this document. Neither Galt & Taggart, any other member of the Group, nor their respective
directors, employees, affiliates, advisors or agents make any representation or warranty, express or implied, of this document's usefulness in predicting the future performance, or in estimating the
current or future value, of any security or asset.

Galt & Taggart does, and seeks to do, and any other member of the Group may or seek to do business with companies covered in its research. As a result, investors should be aware of a potential
conflict of interest that may affect the objectivity of the information contained in this document.

This document is confidential to clients of Galt & Taggart. Unauthorized copying, distribution, publication or retransmission of all or any part of this document by any medium or in any form for any
purpose is strictly prohibited.

The recipients of this document are responsible for protecting against viruses and other destructive items. Receipt of the electronic transmission is at risk of the recipient and it is his/her responsibility to
take precautions to ensure that it is free from viruses and other items of a destructive nature.
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