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Highlights of 2019

Electricity trade deficit widened by 24.2% yly to US$ 70.5mn in 2019. In 2019, electricity Eva Bochorishvili

consumption increased by 1.4%, while hydro generation was down by 10.1% due to Head of Research
unfavourable hydrological conditions. Under reduced hydro generation, local demand on evabochorishvili@gt.ge
electricity was met by increased imports (+7.8% yly) and thermal generation (+34.3% yly), +095 322 401 111 ext.8036
additionally the exports were down by 58.8% y/y. In overall, cost of imported electricity

amounted to US$ 78.3mn (+3.4% yly), while export revenue was mere US$ 7.8mn. Mariam Chakhvashvili
Consequently, the electricity trade deficit widened by 24.5% yly and reached a historic Senior Analyst

mchakhvashvili@gt.ge

maximum of US$ 70.5mn. +995 322 401 111 ext.7897

Electricity consumption in Georgia is expected to grow by 5.0% in 2020. Ministry of
Economy and Sustainable Development approved annual forecasted balance of electricity on
December 28, 2019. According to the forecasted annual balance, 72.6% of total demand on
electricity in 2020 will be met by hydro generation, 18.2% by thermal power plants, 0.6% by
wind generation and 8.6% by imports. The forecast defined May, June, July and August as
potential export months of 2020.

Georgia Capital purchased Qartli Wind Farm and Hydrolea Ltd. Georgia Capital paid US$
14.4mn to purchase the sole operational wind power plant (20.6MW) in Georgia, constructed
by state owned company Georgian Energy Development Fund. During transaction the PPA
tariff was reduced from USc 6.89/kWh to USc 6.5/kWh. Equity transaction cost of Hydrolea
with its 4 HPPs - 3 operational (21MMW) and 1 greenfield project (19MW) — was up to
US$23.3mn. Other than these, renewable energy direction of Georgia Capital holds 220MW
operational HPPs and up to 350MW wind and hydro projects under development.

In 2019 and beginning of 2020, 9 hydro power plants were commissioned, with a total
capacity of 72 MW. The largest of them were Mestiachala 1&2 (50MW in total) and the rest
were small HPPs with average capacity of 3.5MW. Additionally, 230MW Gardabani-2 thermal
power plant was put into operation by end of 2019.

Figure 1: Installed capacity additions, MW Figure 2: Installed capacity as of Jan-20
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Tariff modifications

GNERC made significant tariff modifications for TPPs, Enguri, Vardnili and Georgian
State Electrosystem. Moreover, GNERC approved natural gas tariff for residential users
by end of 2019.

Tariffs for Enguri and Vardnili have been reduced due to relocation of planned
renovations of 2019 to 2021-22. The Enguri tariff decreased by 25.3% from 1.818
Tetri’lkWh to 1.358 Tetri’lkWh and Vardnili's tariff almost halved from 4.002 Tetri’lkWh to
2.206 Tetri’lkWh. According to the GNERC methodology, the tariff for the regulated
companies operating in the electricity sector is set for three years period and their
intermediate revision happens only if reality is significantly deviated from the initial
investment plan. The reason behind the 2020 tariff reduction was the postponed
rehabilitation works on Enguri’s tunnel and Vardnili's electro-mechanical equipment,
originally planned for 2019 and postponed until 2021 or 2022.

Figure 3: Tariffs of regulated HPPs for 2020, Tetri/kWh Figure 4: Hydro generation, TWh
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The decline in the Enguri’s tariff will also affect the prices on balancing market.
Enguri HPP has the smallest regulated tariff on the market, which, according to current
market rules, is used as reference price of balancing electricity, purchased by the ESCO
from deregulated small HPPs during May-August period. Respectively, power plants not
having direct purchaser will receive 1.358 Tetri/kWh from ESCO (instead of 1.818
Tetri’lkWh) during May-August period of 2020. Notably, September-April reference price
was also changed recently but in opposite direction — increased by 15.9% y/y to 12.304
TetrilkWh.

Transmission fee of the Georgian State Electrosystem was reduced by 23.4% yly.
The tariff for 2020 is set at 1.013 Tetri per kWh, down from the 1.323 Tetri’lkWh as in
2018-19. This tariff, along with other service charges, will be paid by direct consumers,
exporters and distribution companies. The reduction of this tariff will effect the total
service charges and decrease it by 12.9%.

Table 1: Service fees for 2020, Tetri/kWh

Dispatch fee (GSE) 0.412
Transmission fee (GSE) 1.013
Transmission fee (SakRusEnergo) 0.278
Transmission fee (EnergoTrans) 0.380
ESCO service fee 0.019

Total service fees 2.102
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Tariffs for thermal power plants were set for 2020-22. Thermal power plants have
two sources of income — tariff for generated electricity and guaranteed capacity fee:

1) The methodology for generated electricity tariff calculation changed from fixed
annual tariffs to fluctuate monthly ones, but the principle of covering only variable
costs remained the same. Notably, gas purchase tariff was set by GNERC at US$ 143
per 1,000 m3, as it was in previous tariff period. Thus, radical changes in these tariffs
are not expected, only a slight increase might be observed in light of currency
fluctuations.

2) With a guaranteed capacity fee, the investor pays back the investment costs
and gets predefined profit margin. On the other hand it is a source of reserve for the
system. Guaranteed capacity fee is received by TPPs for its readiness to produce
electricity upon dispatcher's command. Guaranteed capacity charges increased for all
five power plants, by 25.8% yly for 31 and 4t blocks, by 5.3% y/y for Gardabani and
insignificantly for Mtkvari Energy and G-Power. According to preliminary data, in 2020
the thermal power plants will receive a total of GEL 170.5mn as guaranteed capacity.
This amount is paid by consumers and exporters in proportion to the electricity
consumed.

Importantly, the new Gardabani-2 Thermal Power Plant will operate under a
different tariff regime and will not be a guaranteed capacity supplier. Its source of
income is a 14-year guaranteed power purchase agreement at USc 5.5/kWh for
1,200kWh annual generation.

Figure 5: Guaranteed capacity daily payments, GEL ‘000 Figure 6: residential tariffs of natural gas, 2020-22, Tetri/m3
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Note: Distribution tariffs for SOCAR Georgia and SakOrgGas were approved only until July 1, 2020, due to ongoing
negotiations with the government regarding the investments reflection into the tariff.

Consumer tariffs for natural gas remained unchanged for 2020-22. Tariff per m3 of
consumed natural gas was set at 46.139 Tetri for Thilisi energy, at 56.928 Tetri for
SOCAR Georgia and 56.99 Tetri for SakOrgGas. These 3 companies account for 90%
of total supply, while the remaining 10% of natural gas is supplied by 23 different
distribution companies, such as Telavgaz, Varketilair, etc.
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Electricity Consumption, Exports, Generation and Imports - 2019

Domestic consumption

Domestic consumption of electricity increased by 1.4% yly and reached 12.8TWh
in 2019. The growth is far below expected, as well as last years’ similar figures. The
slowdown in growth is mainly explained by climate conditions. Additionally, a 7.8%
decrease in Georgian Manganese electricity consumption reduced overall consumption
growth by 0.7 percentage points.

Electricity consumption dynamics of certain consumer groups are explained by
legislative changes. Consumption by eligible consumers (also known as direct
consumers) increased by 59.6% yly, while distribution licensees’ consumption was
down 11.6% y/y in 2019. From the group of distribution licensees, Energo-pro Georgia’s
consumption reduced the most (-16.3% yly), as its several subscribers were registered
as direct consumers. In line with market deregulation, started in 2018, all companies
with average monthly consumption over 5GWh were mandatory registered as direct
consumers. As a result, the number of direct consumers increased from 2 to total 15
companies. Moreover, their share in overall domestic consumption increased from
12.0% in 2017 to 22.4% in 2019.

ESCO was the main provider of energy to the direct consumers (c. 40% in 10M19)
due to the low balancing energy price in May and June (see Table 4). Only 3 out of 10
registered power traders in 2019 were actively involved in trading with mere 3% share
on overall power trades. We expect power traders to become more active on the market
after enforcement of all the changes envisaged in new energy law.

Figure 7: Domestic electricity consumption, TWh Table 2: Demand growth breakdown, 2019
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Domestic supply

Despite the slowdown in consumption growth, electricity imports and thermal
generation increased by 7.8% yly and 34.3% yly, respectively. This growth is
associated to 10.1% y/y decrease in hydro generation, attributable to bad hydrological
conditions. In 2019, share of hydro generation in total supply was 10-year low 66.3%.

Increased consumption of Abkhazian region (+7.8% y/y) absorbed 45.0% of Enguri and
Vardnili's generation in 2019 and created need of electricity imports from Russia through
Salkhino interconnection line during February, March and December.

Figure 8: Electricity generation and imports, TWh
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Table 3: Supply growth breakdown, 2019
Growth Share in

135 Supply source rate, yly supply
- Total Supply 1.2% 100.0%
| Imports +7.8% 12.1%
- Domestic generation -2.3% 87.9%

TPPs +34.3% 21.1%
WPPs +5% 0.6%
HPPs -10.1% 66.3%
Enguri and Vardnili -15.3% 29.9%
Other regulated HPPs ~ -11.6% 19.2%
Deregulated HPPs +2.7% 17.2%
Source: ESCO

2019

Import of electricity increased by 7.8% yly and reached 1.6TWh in 2019. Notably,
for the first time this year electricity was imported in July along with August — the months
generally considered as most suitable for export. A 68% of electricity was imported from

Azerbaijan and the rest came from Russia (32% of total).

Figure 9: Electricity imports, TWh
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Trade deficit widened by 24.2% yly and reached its record high of US$ 70.5mn in
2019. The cost of import increased by 3.4% yly and reached US$ 78.3mn (on average
USc 4.8/kWh), from which c¢. US$22mn was spent on imports from Russia. On the other
side, revenue from electricity exports was 10-year low US$ 7.8mn. A 58.8% annual
decrease of electricity exports to mere 0.2TWh is explained by deficit on local market

and comparatively low profitability of export markets.

For the first time in 2019, electricity was included in the list of top-10 imported products.
Its share in the country's total imports was 0.86% in 2019 and has been in this range

(0.8%-0.9%) since 2017.

Figure 11: Trade deficit, US$ mn
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Figure 12: Average import and export prices, USc/kWh
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Electricity transit from Azerbaijan to Turkey reached 136.2GWh in 2019. The transit
amount increased 10 times compared to 2018, but is far below the high transit levels of

2016 and 2017.
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Electricity Prices in Georgia and Turkey -2019

Balancing electricity price in Georgia was USc 4.8/kWh (-5.0% y/y) in 2019. The slight
decrease of the average balancing price is attributable to the access of ESCO to the
Enguri’s cheap electricity and consequently decreased average price of electricity. A
21.4% of total electricity supplied to the grid was traded through the market operator
(ESCO), with the rest traded through bilateral contracts.

Turkish electricity prices averaged USc 4.7/kWh in 2019 (-1.3% y/y). Notably, in May
and June, the main export months for Georgia, average electricity prices in Turkey were
lower, USc 3.4/kWh and USc 4.1/kWh, respectively. This partially explains the lowered
export amount to Turkey.

Figure 13: Electricity prices in Georgia and Turkey, USc/kWh

10 8.7

8.2

°
s 3><:___3=.
4 ' 438 46 4.8 4.7
2
0
2012 2013 2014 2015 2016 2017 2018 2019

-—eo== Balancing electricity selling price in Georgia
—=eo=— Average Market Clearing Price in Turkey
Source: ESCO, GeoStat, NBG, EPIAS

Table 4: Electricity prices in Georgia and Turkey, USc/kWh

2018 Jan-19 Feb-19 Mar19  Apr-19 May-19 Jun-19  Jul-19

Balancing electricity price 50 5.1 52 50 48 27 26 47

in Georgia
% change yly +1% +1% -3% +0% -3% -50% -50%  +30%

Average price of electricity

imports in Georgia 5.0 5.0 45 36 5.0 55 55 52
% change yly +13% -3% -14% -27% -12% -5% -4% -13%

Average price of electricity i )

exports from Georgia 82 60 12 30 32 52
% change yly +22% - - - -59% -8% +1%  +52%

Market clearing price in

Turkey 48 44 5.0 48 34 34 41 54
% change yly +4% -11% +6%  +16% -29% -18% +1%  +23%

Source: ESCO, GeoStat, NBG, EPIAS
Note: when export or import is insignificant the average tariff is not-meaningful (NM)

Aug-19
49
+4%
52
+12%
5.5
-7%
54
+1.9%

Sep-19
5.0
+12%
5.1
+20%
1.7
-71.0%
53
+1.0%

Oct-19
5.0
-6%
47
-7%
55
-26%
5.1
-7%

Nov-19
5.2
+2%
5.0
+1%
55

53
-4%

Dec-19
5.1
-4%
5.2
-0%

54
+9%

2019
48

-5.0%

48

-4.1%

3.2

-0.4%

47

-0.3%
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Table 5: Electricity Balance, GWh

2018  Jan-19  Feb-19  Mar-19

Domestic

consumption, total 12,577 1,148 1,036 1,137

% change yly +6.1% -2% -2% +2%
Of which:

- Abkhazian Region 1,922 254 221 242

% change yly -4.0% +3% +2% +17%

- Eligible consumers 1,794 144 129 154

% change yly +25.7% +33% +24% +34%

Cg:f\gf;g‘;” 8862 750 686 741

% change yly +5.2% -8% 7% -6%

Of which:

- ggjrrggi‘;"’m 5801 481 445 488

% change yly | +12.1% -8% -6% -6%

-Telasi 2,970 269 241 253

% change yly +1.2% -8% -8% 7%

Domestic Generation, 12,149 1,011 939 974

total
% change yly +5.4% -0% +0% -2%
Of which:
-HPPs 9,949 601 511 540
% change yly +8.0% -11% -14% -30%
- TPPs 2,115 405 420 426
% change yly -5.3% +22% +26% +98%
- WPPs 84 6 7 8
% change yly -4.0% -18% 18% 17%
Imports 1,509 182 142 209
% change yly +0.8% -10% -15%  +30%
Exports 589 - - -
% change yly -14.2% N/A N/A N/A
Trade balance (920) (182) (142) (209)
Transit 13 - 9 6
% change yly -94.7% N/A -33% N/A

Source: ESCO

Apr-19
1,010
+3%

187
+26%
144
+31%
680
-6%

458
-5%
221
%

966
-9%

801
-21%
159
+348%
7
-27%

81
+621%
N/A
(81)

9

N/A

May-19
984
+2%

114
+13%
313
+74%
557
-18%

341
-27%
216
+1%

1,156
-0%

1,150
+7%

0
-100%
6

17%

0

-99%
134
-32.8%
134

/A

Jun-19
1,064
+9%

108
+7%
324
+84%
631
-10%

379
-20%
252
+12%

1,198
-1%

1,185
-1%

7
+141%
5

6%

8
+29%
100
-48.7%
92

N/A

Jul-19
1,107
+1.5%

17
+1%
334
+84%
656
-17%

404
-23%
252
7%

1,055
-17%

1,043
-17%
3
-52%
9
1%

94
N/A

6
-95.3%
(88)

N/A

Aug-19
1,103
+5.3%

128
+6%
308
+80%
666
-12%

424
-19%
243
+3%

1,020
+4%

874
+6%
138
-8%
8
9%

119
+20%

N/A
(119)
38
N/A

Sep-19
971
+1.8%

115
+9%
290
+81%
566
-18%

358
-23%
208
-6%

821
-3%

607
-11%
207
+29%
7
-11%

185
+33%

N/A
(185)
33
N/A

Oct-19
958
-1.9%

126
+3%
257
+52%

575
-16%

360
-23%
215
-2%

800
+2%
580
+0%
214
+8%

-19%

195
-15%

N/A
(193)

N/A

Nov-19
1,068
-0.8%

197
+2%
239
+50%
632
-13%

379
-21%
253
+2%

913
+1%

503
-11%
402
+22%

16%

200
-9%

N/A
(200)

22
-80%

Dec-19 2019
1,173 12,759
+0.2% +1.4%

251 2,060
+3% +7.2%
227 2,864
+42% +59.6%
695 7,835

-10% -11.6%

416 4,933
-16% -16.3%
279 2,902
+1% -2.3%
1,012 11,865
+3% -2.3%
545 8,940
-23% -10.1%
460 2,840
+67% +34.3%
7 85

5% +0.5%
211 1,627
-8% +7.8%

- 243

N/A -58.6%
(211) (1,383)
19 136

-83% +913.6%
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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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