WS GALT & TAGGART

RESEARCH

Georgia's Energy Sector

Electricity Market Watch ey Bl

November 6, 2018

Energy community secretariat’s implementation report issued on 1 September 2018

measures Georgia’s progress for the first time. Eva Bochorishvili
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Overall score of Georgia is circa 23% (out of maximum 100%), meaning that Georgia needs
to make significant changes into legislation to become in line with EU rules and regulations.
According to the report, out of 9 measured sectors, Georgia is moderately advanced in
energy statistics, is on early implementation stage for electricity, renewable energy, energy
efficiency, energy infrastructure and environment sectors, and ranks very poorly in oil,
natural gas and climate sectors.

Figure 1: Evaluation of Georgia’s performance towards EnC requirements

Statistics I 50%
Environment IS 39%
Renewable Energy NN 30%
Energy Efficiency NN 26%
Electricity I 21%
Infrastructure NG 21%
Climate NG 15%
Gas I 14%
Oil I 10%

Source: Energy Community

We expect major changes into legislation for electricity, renewable energy and energy
efficiency sectors by the end-2018, as set in protocol regarding accession of Georgia to the
Energy Community charter treaty. According to implementation report, at least a year is
needed for testing and adjusting the relevant implementing provisions and market
instruments. Thus, Georgia is targeting to have fully functional and competitive wholesale
and retail markets of electricity by 2020.

Please refer to important disclaimers on the final page of this document.
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Electricity Consumption, Exports, Generation and Imports - September 2018

Electricity consumption increased by 3.9% yly in September 2018, 4.9% below
the planned level. Main contributors to the growth were eligible consumers (by
4.2ppts) and Energo-pro Georgia (by 1.3ppts), while Telasi had the negative effect on
growth (-2.0ppts). Consumption was below the planned level for all consumer groups.
In 9M18, electricity consumption is up by 7.3% yly.

Eligible consumers’ increased their consumption by 31.9% yly in September 2018,
explained by addition of new companies to the group of eligible consumers, in line with
legal changes effective since May 2018.

Consumption by distribution licensees was down by 1.0% y/y in September 2018,
caused by above-mentioned reallocation of eligible consumers. The addition of new
commercial and household subscribers to the group was not sufficient to fully absorb
the mentioned reasons for the decreased consumption, especially for Telasi.

Figure 2: Domestic electricity consumption, GWh
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Source: ESCO
Note: Kakheti Energy Distribution was purchased by Energo-Pro Georgia in August, 2017

Demand on electricity was mostly (85.9% of total demand) satisfied by domestic

generation (+3.5% yly) in September 2018. Table 2: Supply growth breakdown, Sep-18

Growth Share in

Supply source rate, yly supply
Main contributors to the growth of domestic generation were thermal power plants Total Supply +é_-,% 100.0%
(49.5% yly) and HPPs, other than Enguri/Vardnili (+9.5% y/y). Since the demand on Imports +5.0% 14.1%
electricity grew below the planned level, the supply by Engur/Vardnili was reduced by Domestic generation +3.5% 85.9%
124%yly. TPPs “95%  16.2%

- - . WPPs +18.1% 0.8%

A 14.1% of electricity demand was satisfied by electricity imports from Russia HPPs 37% 68.9%
(96.6% of imports) and Azerbaijan (3.4%). ESCO was the sole importer of the energy Enguri and Vardnil 12.4% 37.6%
in September 2018. ESCO's supplier (Inter-Rao ues) and import country (Russia) was Other regulated HPPs  +9.9% 18.4%
selected via tender procedure announced and closed in August 2018. Deregulated HPPs +8.9% 12.8%

Source: ESCO

The guaranteed capacity fee was up 6.6% y/y to USc 0.68/kWh in September 2018.
The only TPP under maintenance was Mtkvari Energy (only for 12 days); Gardabani
TPP operated at full capacity; other TPPS were providing reserve for the system.
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Figure 3: Electricity generation and domestic consumption, GWh
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Electricity Prices in Georgia and Turkey - September 2018
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Figure 4: Hydro generation, GWh
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Wholesale market prices in Georgia increased 6.8% yly to USc 4.5kWh in
September 2018. A 24.1% of total electricity supplied to the grid was traded through
the market operator (ESCO), with the rest traded through bilateral contracts.

Average price of electricity imports to Georgia was down 12.7% yly to USc
4.2/kWh in September 2018. The decrease in price might be the result of ESCO’s

tender for supplier.

Turkish electricity prices increased by dramatic 80.7% yly in TRY terms, but in US$
terms price was down by 1.6%, the result of TRY’s depreciation since August 2018.
Generally, Turkey's energy sector is highly sensitive to FX movements and is
anchored to US$. In September 2018, average electricity prices in Turkey reached

US$ 5.2/kWh.

Figure 5: Electricity prices in Georgia and Turkey, USc/kWh
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Table 3: Electricity Balance, GWh

Domestic consumption,
total

% change yly
Of which:
- Abkhazian Region
% change yly
- Eligible consumers
% change yly
- Distribution Companies
% change yly
Of which:
- Energo-Pro Georgia
% change yly
-Telasi

% change yly

Domestic Generation,
total

% change yly
Of which:
-HPPs
% change yly
-TPPs
% change yly
- WPPs
% change yly

Imports

% change yly
Exports

% change yly
Net Export/Import
Transit

% change yly
Source: ESCO

Oct-17

947
7%

136
-4%
121
62%
690
4%

457
5%
233
1%

828
-9%

583
-11%
239
-6%
7
N/A

157
832%
N/A
(157)
15
-89%

Nov-17

1,032
%

194
-1%
107
32%
732
6%

481
10%
251
-1%

968
-3%

658
2%
304
-14%
5
178%

110
766%
1
N/A
(109)
23
-83%

Dec-17
1,163
0%

241

-5%

102
-17%
819

4%

528
8%
292
-2%

1,080
-9%

682
0%
393
-21%
6
-19%

135
302%
N/A
(135)
53
-61%

2017
11,856
7.7%

2,002
3.9%
1,427
18.1%
8,427
7.1%

5,493
8.1%
2,935
5.2%

11,531
-0.4%

9,211
-1.3%
2,233
-0.1%
88
NM

1,497
212.6%
686
22.7%
(811)
254
-70.1%

Jan-18
1,168
8%

247
-2%
108
1%
812
12%

521
17%
291
4%

1,014
6%

676
20%
331
-14%
7
10%

202
13%
N/A

(202)

/A

Feb-18
1,059
5%

216
-7%
104
-8%
738
11%

476
16%
262
2%

934
15%

594
64%
334
-24%
6
7%

168
-33%
N/A
(168)
13
-18%

Mar-18
1,114
9%

207
1%
115
-11%
792
16%

521
19%
27
10%

997
35%

775
42%
215
14%

-21%

161
-48%

N/A
(161)

N/A

Apr-18
979
5%

149
-13%
109
-14%
721
14%

485
16%
237
9%

1,064
30%

1,019
41%
35
-59%

0%

1
-92%
62
N/A
51

N/A

May-18
961
12%

100
-24%
180
90%
680
8%

466
11%
215
3%

1,161
6%

1,079
0%
76
NM

-34%

44
NM
200
0%
156

N/A

Jun-18
980
13%

101
0%
176
35%
702
10%

476
12%
226
7%

1,208
6%

1,200
6%

171%

-41%

NM

195

-15%

188

N/A

Jul-18
1,091
11%

116
3%
182
34%
793
8%

523
5%
270
13%

1,268
2%

1,253
2%
7
31%
8
10%

2%
132
-40%
131

N/A

Aug-18
1,047
1%

120
1%
171
24%
756
-3%

521
0%
235

-10%

985

-6%

827
-12%
150

81%

-10%

100
37%

N/A
(100)

N/A

Sep-18
954
4%

105
4%
160
32%
688
-1%

468
3%
221
-8%

849
3%
681
-4%
160
50%

18%

139
5%

N/A
(139)

N/A

9M18
9,353
7.3%

1,364
-4.7%
1,306
18.9%
6,683
8.0%

4,457
10.7%
2,226
3.1%

9,479
9.5%

8,104
11.2%
1,312
1.1%
64
-8.7%

832
-24.0%
588
-14%
(244)
13
-91.8%
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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 September 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 September 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 faimess, 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 September 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 September 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 September 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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