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Georgian Oil and Gas Corporation

1H19 update

GOGC released 1H19 unaudited results. Revenue was up 17.8% yly to US$ 160.4mn
in 1H19, mostly due to a 19.8% y/y (US$ 106.7mn) increase in sale of gas. Revenue
from electricity generation, second largest revenue category, was also up 21.6% yly,
while GEL-denominated gas pipelines rental revenues were down 7.1% yly.
Meanwhile, operating expenses increased 14.9% y/y to US$ 130.9mn in 1H19. Higher
revenues helped adjusted EBITDA to grow by 21.7% yly to US$ 36.5mn. Notably,
more than 90% of the construction works on Gardabani Il CCPP have been completed
as of October 2019. GOGC's strong financial position is attested by a one-notch rating
upgrade from S&P in October 2019 to BB- outlook stable.

GOGC’s 1H19 revenue was up 17.8% yly to US$ 160.4mn, driven by increased gas
sales revenue (+19.8% yly to US$ 106.7mn). Gas demand was mostly affected by
increased demand from TPPs as well as from commercial sector. Notably, increased
demand from TPPs was a result of reduced hydro generation in 1H19 (down 9.7% yly)
due to unfavorable hydrological conditions. Importantly, gas sales to commercial sector
were recorded for the first time, and this new category lifted average gas sale price to
US$ 126.6/mcm in 1H19 compared to 115.5/mem in 1H18.

Gardabani TPP operated for 165 days during 1H19, compared to only 134 days in
1H18, as hydrogenation reduced. As a result, revenue from electricity generation was
up 21.6% yly to US$ 40.6mn in 1H19 (25.3% of total). Rent from gas pipelines is the only
GEL-denominated revenue category for GOGC since September 2017, when an annual
fixed GEL 42mn fee was introduced. Consequently, GEL's 10% depreciation against
dollar in 1H19 (vs. 1H18 average) reduced pipeline rental revenue in US-terms by 7.1%
yly to US$ 7.9mn, while in GEL terms income remained flat. Qil transportation revenue
declined 15.1% to US$ 3.6mn, as crude oil throughput in WREP was down. Significant
growth in revenue from crude oil sales (up 70.8% y/y to US$ 1.6mn), which makes up
only 1% of total revenue, was partially driven by increased volumes (up 53.9% yly) as
well as higher global crude oil prices.

Figure 1: Revenue, US$ mn
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Note: Oil revenues include the following revenue lines: oil transportation, sale of crude oil, and oil trading.
Source: Company data
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Figure 4: Georgian Eurobonds
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Table 1: Key financials (US$ ‘000) and margins

1H18 1H19 Change, yly
Revenue 136,142 160,439 17.8%
Adjusted EBITDA* 30,060 36,595 21.7%
Adjusted EBITDA margin 22.1% 22.8% 0.73pps
EBIT 22,792 29,914 31.2%
EBIT margin 16.7% 18.6% 1.90pps
Net income 37,813 11,926 -68.5%
Net profit margin 27.8% 7.4%  -20.34pps
Assets 703,545 623,656 -11.4%
Liabilities 293,092 266,072 -9.2%
Equity 410,452 357,584 -12.9%
Net Debt 63,050 177,453 +181%

Source: Company data
*EBITDA is adjusted to exclude other income
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1H19 operating expenses were up 14.9% yly to US$ 130.9mn. Cost of gas, largest
expense category, which combines gas purchased for resale (85% of cost of gas) and
gas used by Gardabani I, grew 19.6% yly to US$ 114.5mn. Gas costs for resale
increased in both, volume (+12.8% yly) and price (+ 3.8% yly) terms. As a result this
category was up 16.7% yly to US$ 97.9mn. Cost of gas used in electricity generation
also grew 39.9% yly to US$ 16.7mn as demand on gas from Gardabani | increased in
the reporting period. Other expenses, accounting for 12.5% of total, decreased 9.9% yly
to US$ 16.4mn helped by GEL's depreciation in the period.

Figure 5: Operating expenses, US$ mn
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1H19 adjusted EBITDA grew by 21.7% yly to US$ 36.6mn, supported by high
revenues. This translated into an adjusted EBITDA margin of 22.8% in 1H19, slightly
above the last year's level (22.1% in 1H18). Income from equity investments plummeted
to US$ 0.3mn in 1H19 vs. US$ 0.9mn a year before as Kartli Wind Power Station’s
equity was reduced.
Net profit dragged down mostly by non-cash FX costs. GEL's 7% depreciation
against dollar during 1H19 led to a non-cash FX loss of US$ 16.7mn in 1H19, compared
to US$ 11.2mn gain in 1H18 (when GEL strengthened). As a result, the bottom line
plummeted 68.5% y/y to US$ 11.9mn in 1H19.
Figure 6: Revenue and profitability
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Cash balance pressured by significant capital expenditures related to Gardabani
Il construction. Investments stood at US$ 62.3mn in 1H19, one of the highest capital
investments made by the company. Construction of Gardabani Il reached the final stage
with ¢. 90% construction works already finalized by Oct-19. Test-regime is planned to
start in November, with the launch of the CCPP expected in Dec-19.

Cash flows from operating activities stood at US$ 2.6mn in 1H19, compared to
US$ 26.6mn in 1H18. GOGC made higher cash payments (+16.1% y/y) to suppliers in
1H19 mostly related to the increased gas sales volumes. At the same time, cash receipts
from customers remained mostly flat (+0.2% in USD), causing the fall in operating cash
flows. In addition, earnings on deposits plunged as high capex (related to Gardabani Il)
reduced cash balance at banks from US$ 182.8mn as of 1H18 to US$ 68.4mn by June-
19.

GEL'’s 17% depreciation against dollar as of end-June 2019 compared to end-June
2018, was the main reason behind the decreased balance sheet items. GOGC's
asset structure has undergone significant transformation in 1H19 as Gardabani ||
construction reached the final stage. On the back of large investments related to this
construction, GOGC's cash balance decreased significantly (down 62.6% yly to US$
68.4mn), while PPE balance increased (+10.1% yly to US$ 395.1mn). GEL's
depreciation reduced overall asset balance by 11.4% yly (to US$ 623.6mn), while in
GEL terms the balance increased (+3.7% yly).

Figure 7: Cash flows, US$ Figure 8: Adjusted EBITDA coverage ratio
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Note: EBITDA coverage is calculated based on 6 month data

After upgrading Georgia’s sovereign rating from BB- to BB in October 2019, S&P
Ratings lifted GOGC'’s rating from B+ to BB-. The decision was backed by GOGC's
strong financial position (sizeable cash balance, stable earnings and steady cash flows
from electricity segment). In addition, S&P Ratings expects the commissioning of the
Gardabani Il in late 2019 to improve company’s financial position, after temporary
deterioration of credit metrics (high capex, lower cash balance). Notably, S&P Ratings
has not changed Georgian Railway'’s credit rating — another Government Related Entity,
leaving at B+, two notches below that of government.




) GALT & TAGGART Georga | Enery

RESEARCH Georgian QOil and Gas Corporation
October 31, 2019

Disclaimer

This document is the property of and has been prepared by JSC Galt & Taggart ("Galt & Taggart"), a member of JSC Bank of Georgia group (‘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 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 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.

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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