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Georgian Railway — 9M20 update
Challenging Quarter for GR

Railway cargo transportation came under significant pressure in 3Q20, while overall
transportation volumes going through Georgia remained on the positive trend. Freight
transportation, which is the largest revenue stream for the company, dropped by c. 17%
yly in 3Q20, driven by lower transportation volumes (-7.0% y/y) as well as lower revenues
generated per km. Other related segments also declined, while passenger traffic
operations remained limited despite opening of the economy in the summer months. GR
generated US$ 118.9mn in revenue (-9.3% yly) and US$ 54.2mn in adjusted EBITDA in
9M20. Weaker GEL on the one hand and deteriorated profitability on the other were the
main reasons behind high leverage, with net debt to EBITDA standing at 6.27x,
significantly higher than Eurobond covenant. The company is actively working with IFls
and international investment banks to secure financing for the upcoming Eurobond
maturity.

A total of 31mn tonnes of cargo was transported throughout Georgia during 9M20,
which is 1.3% higher yly. The growth was equally driven by increased transportation by
rail and road, while air transportation was insignificant. Notably, road transportation
volumes have shown resilience throughout 9M20, while rail transportation came under
pressure in 3Q20, discussed below.

Georgian Railway generated US$ 118.9mn in revenue in 9M20, down 9.3% yly.
Notably, the pace of decline of the top line accelerated in 3Q20. After declining by 15.2%
yly in 2Q20, the top line dropped by 16.8% yly in 3Q20. Unlike 2Q20 when freight
transportation segment performed relatively well (slight decline), GR’s largest revenue
category came under significant pressure during 3Q, down 16.8% yly to US$ 22.6mn.

Other associated revenue categories - logistic service and freight car rental — also
recorded losses in 3Q20. Logistic service revenue dropped by 37.4% yly to US$ 3.4mn
(after increasing by 6.2% yly in 2Q20) in 3Q20, while freight car rental revenue dropped
by 25.7% yly to US$ 1.4mn in the same period (-63.3% yly in 2Q).

Despite some revival in mobility throughout Georgia during summer months,
passenger transportation by rail dropped in 3Q20. Passenger transportation resumed
operations from June 15 (after government lockdown restrictions ended), nevertheless
passenger revenue dropped by 65.6% y/y to GEL 5.1mn in 3Q20. Overall, revenue from
passenger transportation dropped by 63.1% y/y in 9M20.

Lower revenue resulted in lower profitability for the company. On an operational level,
3Q20 adjusted EBITDA came in at US$ 17.4mn, down 28.3% yly. Adjusted EBITDA margin
also squeezed, down to 45.4% vs. 52.8% in 3Q19. Overall, 9M20 adjusted EBITDA stood
at US$ 54.2mn, translating into an EBITDA margin of 45.6%.

Net-debt-to-EBITDA remains elevated, significantly higher than the Eurobond
covenant. Net-debt-to-EBITDA, calculated for last 12 months, stood at 6.27x as of
September, 2020. Deteriorated operating performance on the one hand and weaker GEL
on the other, were the main reasons behind high leverage.

In November 2020, Fitch affirmed GR’s Long-Term rating at 'BB-' with Negative
Outlook. Ties with the state and financial implications of default were assessed strong,
resulting in one-notch differential between the ratings of Government and GR.
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9M19 9M20  Change, yly
Revenue 131,161 118,949 -9.3%
EBITDA 63,591 56,430 -11.3%
EBITDA margin 48.5% 47.4% -215bps
Adjusted EBITDA 60,435 54,200 -10.3%
Adjusted EBITDA margin 46.1% 45.6% -111bps
Net income -23,002 -38,521 n/a

Net profit margin -17.5% -32.4% n/a
Assets 824,530 779715 54%
Liabilities 657,033 66818 6%
Equity 167497 132808  207%
Net debt to EBITDA 6.93x 6.27x

Note: Debt to EBITDA is calculated on last 12 months basis

S&P Global Fitch
Ratings Ratings
B+ BB-
Negative Negative

Affirmed June-2020 Affirmed Nov-2020

Please refer to important disclaimers on the final page of this document.
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Freight transportation, the largest revenue category for the company, contributing
to c. 64.0% of GR’s 9IM20 revenue, was down 7% y/y in 9M20. Sharp drop (-16.8% yly)
in 3Q20 revenue was the main reason behind the overall decline of the segment, as drop
in 1H20 was marginal, just 2% yly.

In 1H20, transportation volumes by rail have remained steady, while slight declines
in revenue were associated to the lower tariffs applied. After growing by 10.1% y/y in
1Q20 and 5.1% yly in 2Q20, freight cargo transported by GR dropped 7.3% y/y in 3Q20.

Transit freight, accounting for more than half of GR freight, was the hardest hit
category during 3Q20. After growing by a significant 20% y/y in 1H20, transit cargo
transported by GR dropped in 3Q20 by 12.7% y/y to 1.1mn tonnes. Exported and
imported cargo volumes also declined in 3Q20, related to COVID-19 recession.

Figure 5: Freight transportation in Georgia by rail and direction mix, ‘000 tons
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Due to GEL’s 6.6% depreciation against dollar during 9M20, GR recognized large FX loss
(US$ 61.9mn), which dragged the company’s bottom line to a negative US$ 38.5mn
in 9M20.
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After a 2-month war between Azerbaijan and Armenia over Nagorno-Karabakh region, a
ceasefire agreement was signed on 10 November, 2020. The agreement confirmed
territorial gains of Azerbaijan, opening direct land link with Turkey. Soon after the
agreement, Turkish Government announced plans to build a railway connecting to
Azerbaijan directly. This decision may shift transportation routes in the region in long term,
which could negatively affect GR. However, at this stage we do not assume cargo flows
to shift from Georgian corridor in the future, considering the difficult landscape of this
potential new route and uncertainties related to security.

Eurobond performance

With improved investor sentiments, boosted by vaccine news, the interest towards
Emerging Markets, including regional fixed income universe has increased in 2H20. For
the past couple of months, yields on Georgian Eurobonds have been on the downward
trajectory, dropping to pre-pandemic levels. Yield on GRAIL 22 dropped to 3.6% by 18
December, the level last seen in early March. Notably, the spread between the sovereign
GEORGIA 21 and GRAIL 22 has narrowed to 193bps. As GOGC 21 - another quasi-
government entity — is facing maturity in 1Q21, the only remaining government related
entity with outstanding Eurobonds will be GR.

GR continues active work with IFls and international investment banks to secure
financing for its upcoming Eurobond maturity. No major agreements have been
reached yet.

Figure 6: Yields on Georgian Eurobonds dropped to pre-pandemic levels in 3Q20
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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 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 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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