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Ministry of Energy is going to be merged with Ministry of Economy. The
natural resources management component of Ministry of Environment will also be
consolidated under the Ministry of Economy. The merger process will begin after
the Parliament’s approval. We expect that certain responsibilities of the current
Ministry of Energy (e.g. annual balance and market rules) will be transferred to
GNERC, the regulatory body, as is the case in most European countries.

The draft energy law was prepared by the Energy Community secretariat
experts under the EU4ENERGY program. The draft envisages the
implementation of a day-ahead market for electricity trading, adoption of the
institute of a power supplier, creation of a system services trading platform, and

Electricity market highlights

Balancing price of electricity in Georgia, October* USc 5.5/ kWh
Market clearing price of electricity in Turkey, October* USc 4.6/ kWh
Average export price for Georgian electricity, October USc 7.5/ kWh
Average import price for electricity, October* USc 5.2/ kWh
Guaranteed Capacity Fee, October USc 0.7/ kWh
YIY change in domestic consumption in kWh, 10M17 8.8%
YIY change in exports in kWh, 10M17 22.5%
YIY change in exports to Turkey in kWh, 10M17 -3.6%

*Average exchange rates in October GEL/US$ = 2.4972; TRY/US$= 3.6601
** Exports were negligible in October (0.11 GWh)

unbundling of licensed activities, among other issues. The draft law does not have
an answer, so far, to the most challenging question: how to integrate the existing PPAs into the day-ahead market without causing major distortions. Full
implementation of the changes drafted in the document will require about two years after final approval.

GNERC recalculated WACC components for each type of utility. As a result, the weighted average cost of capital (WACC) was increased from 13.54%
to 16.40% for electricity generation, transmission, and distribution activities and was set at 13.54% and 15.99% for natural gas and water supply services,
respectively. WACC is used by GNERC to guarantee licensed companies a reasonable return on investment and incentivize cost reduction. Another
significant change in the tariff methodology was extending the tariff period for electricity distribution and transmission companies from one to three years.
Notably, for natural gas distribution and water supply activities, the WACC methodology was adopted recently, for tariff years 2017-2018.

Tariffs were revised upward for Khrami 1 and Khrami 2 HPPs, as a result of the GEL depreciation against the Japanese yen and the US dollar. Both
HPPs have long-term tariffs in place up till 2025. The tariffs are subject to revision once every three years, based on the USD/GEL exchange rate, and
annually, based on the JPY/GEL rate (only for Khrami 2). The revisions amounted to an 18-20% increase in tariffs, based on the year, for 2018-2024.
Notably, as the highest regulated tariff on the market, the tariff of Khrami 2 HPP serves as the reference price for the deregulated market. Unless any further
changes take place, the price that ESCO will pay deregulated HPPs for balancing electricity will increase from 9.4 tetri’lkWh to 11.25 tetri/kWh through end-
2018.

On November 3, 2017, Bakhvi Hydro Power announced the public issuance of unsecured corporate bonds in the amount of US$ 1.27mn. The
bonds will carry an annual coupon rate of 9.4%, payable semi-annually, and have a maturity of 10 years. Each bond has a nominal value of US$ 1,000 and
the offering closing date was set at December 3, 2017. The 9.8MW Bakhvi 3 HPP was commissioned in the summer of 2015 and has average annual
generation of 41.0GWh. Bakhvi HPP has a PPA with ESCO (six months, USc 5.5/kWh, until 2025) and a guaranteed transmission agreement for export to
Turkey (4 months, until 2023), with the remainder of generation typically sold to distribution companies. Bakhvi Hydro Power LLC is a subsidiary of Silk Road
Group.
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Electricity Consumption, Exports, and Generation

Domestic consumption increased 7.2% yly in October 2017 and 8.8% yly in 10M17. The main driver of growth in October was a 61.7% yly increase in
direct consumption, driven by a 94.3% yly increase in Ltd Georgian Manganese usage, which contributed 5.6 percentage points to overall growth.
Consumption of distribution companies was up by a modest 3.5% yl/y: consumption by Energo-Pro Georgia subscribers, including former Kakheti Energy
Distribution subscribers, increased 5.1% yly, while Telasi consumption was up by only 0.6% y/y, albeit from a very high base in October 2016 (+24.9% yly).
The Abkhazian region’s electricity usage was down 4.2% yly, also from a high base (+24.0% yly), and accounted for 14.4% of domestic consumption.
Electricity transit from Azerbaijan to Turkey through Georgia declined 88.6% y/y to 14.9GWh, while electricity exports were negligible (0.11 GWh) in October
2017.

Figure 1: Domestic electricity consumption and export, GWh Figure 2: Consumption of distribution companies, GWh
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Growth in demand coincided with a drop in domestic supply, creating the need for electricity imports, which came from Azerbaijan. A 10.7% yly
decrease in hydro and 6.0% yly decrease in thermal generation resulted in an 8.6% y/y decline in domestic supply. The decrease in hydro generation was
due largely to a 27.3% yly drop in Enguri/Vardnili generation, from a high base in Oct-2016 (+44.8% yly). Generation of other regulated HPPs was also down
11.6% yly. Deregulated HPPs were the only group of HPPs posting an increase in Oct-2017 (+38.3% yly), solely due to the addition of sizable HPPs (Dariali,
Khelvachauri, and Shuakhevi) to the group. Gardabani CCGT and Mtkvari Energy operated at full power for almost the entire month, while the other three
thermal power plants were mostly on standby. The GC fee was down 16.5% y/y to USc 0.7/kWh. The reason behind the decrease was higher consumption,
which serves as the base for GC payment allocation. The new wind power plant accounted for 0.7% of total electricity supply. Electricity imports reached
157.1 GWh, which was 20.7% below the planned level, and accounted for 15.9% of total electricity supplied to the grid, compared to 1.8% in October 2016.

Figure 3: Electricity generation, domestic consumption, GWh Figure 4: Hydro generation, GWh
1,200 1,200
1,000 1,000
0,
11.9% 6.3%
800 800
15.1%
600 600
59.3% [ =HALEST s 23.3%
8.7%
400 400 42.6%
33.2% I 35 g0 34.7%
41.0%
© - . . . . . .
0 0
Oct12  Oct13  Oct14  Oct-15  Oct-16  Oct-17 Oct-12  Oct13  Oct-l4  Oct15  Oct-16  Oct-17
— HPPs s TPPs
WPPs Imports u Other regulated ®Enguri and Vardnili Deregulated

==+== Domestic consumption

Source: ESCO Source: ESCO




\ﬂh G A I_T & TAG GART Georgia | Energy

RESEARCH Monthly Bulletin
November 29, 2017

Electricity Prices in Georgia and Turkey

Average import price remained at USc 5.2/kWh (+0.1% yly). However, the high share of imports in the electricity supply mix resulted in an increase in the
wholesale electricity price to USc 5.5/kWh (+18.0% yly). Electricity traded at the wholesale price through the market operator accounted for 25.8% of total
electricity supplied to the grid in October 2017, with the rest traded through bilateral contracts. Average monthly market clearing price in Turkey decreased
2.9% yly to USc 4.6/kWh in October 2017.

Figure 5: Electricity prices in Georgia and Turkey, USc/kWh Figure 6: Average price of electricity imports, USc/kWh
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Table 1: Electricity Balance (GWh)
Nov-16 Dec-16
Domestic consumption 967 1,162

y/y growth rate 11% 14%
Abkhazian region 196 254
y/y growth rate 10% 9%
Eligible consumers 81 123
y/y growth rate -4% 44%
Distribution companies 690 785
y/y growth rate 14% 13%
Energo-Pro Georgia 407 455
y/y growth rate 10% 8%
Telasi 253 297
y/y growth rate 22% 21%
Kakheti Energy Distr. 30 33
y/y growth rate 6% 6%
Domestic generation 998 1,186
y/y growth rate 18% 27%
HPPs 642 682
y/y growth rate 17% 12%
TPPs 354 497
y/y growth rate 19% 51%
WPPs 2 7
y/y growth rate N/A N/A
Imports 13 33
y/y growth rate -85%  -73%
Ex ports 0 0
y/y growth rate N/A N/A
Net export/import (13) (33)
Transit 131 134
y/y growth rate N/A N/A

Source: ESCO
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Disclaimer

This document is strictly confidential and has been prepared by JSC Galt & Taggart ("Galt & Taggart"), a member of BGEO 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 whats oever 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 June 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 June 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 fairness, 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 June 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 June 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 June 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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