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Executive summary

Electricity is a capital-intensive sector with reasonable profits. Georgia’s investor-
friendly regulations, upgraded transmission networks and export opportunities have
attracted substantial investment in recent years. The energy sector was the second-
largest FDI recipient in 2007-17. The sector's EBITDA margin averaged 19% in 2012-
17, above the business sector’s level of 13%.

Electricity consumption in Georgia increased by 1.6x (4.4% CAGR) in 2008-18 and
is expected to double by 2030. Electricity consumption is correlated with GDP, and in
recent years growth in consumption has been driven by the non-residential sector. We
project average annual growth of 5.7% in consumption in 2019-30, with the commercial
sector being the key driver. As a result, by 2030, electricity consumption is expected to
almost double and reach 24.5TWh.

Despite growth, generation capacity is still insufficient to satisfy demand. Since
2012, Georgia's installed capacity has increased by 25.3%, reaching 4.2GW in 2018.
However, this was not enough to satisfy the growing demand, and Georgia became a
net importer of electricity after having been a net exporter in 2007-11.

Georgia can become a net exporter of electricity again. Georgia has a solid pipeline
of power plants, supported by government policy. Currently, 150 ongoing projects
(installed capacity 54GW) are at various stages of development with identified
investors. However, government policy has tightened significantly since 2016, which
makes full implementation of the pipeline less likely. Nonetheless, we estimate that even
partial implementation of these 150 projects will make Georgia a net exporter of
electricity from 2021. Without the addition of new capacity, Georgia might need to import
electricity, even in the summer months.

A new wave of reforms will result in a competitive market model and attract new
types of investor. Georgia became a member of the Energy Community of EU and its
neighbours in 2017, obliging it to harmonize its legislation with EU standards in the
energy sector by 2025. This will eventually lead to a new market model with more
competitive and transparent rules for power trading. This new energy market is expected
to attract new types of investor, and it opens up the possibility of trading via Turkey to
Eastern European countries, since Turkey is connected to the EU market and has a
compatible market structure.

We expect fundamental changes in the energy market. Upcoming reforms should
shorten the settliement period from one month to one day/hour, introduce an imbalance
settlement mechanism, diversify power trading channels via the creation of day-ahead
and intraday markets, increase the number of direct consumers, enhance power trading
activities, and unbundle distribution and supply. In the context of these upcoming
changes, we believe that future market prices will be dictated by neighbouring market
prices and decisions on the integration of electricity generated from old regulated HPPs
and from HPPs with Power Purchase Agreements.

Turkey remains an attractive export market for Georgia. Despite the dramatic fall in
Turkish electricity prices in 2012-18, Turkey’s geographic proximity, its compatible
market structure, and the expected growth in prices will see it remain an attractive export
destination, in our view. Another promising export market is Armenia, despite its small
size, as the country is expected to face an electricity deficit due to the decommissioning
of a nuclear plant in 2026.
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Disclaimer

This document s 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 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.

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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