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Georgia’s tourism sector continues to grow impressively — in 10M13 the number
of international arrivals was up 24% yly to 4.6mn. Georgian tourism activity
traditionally peaks in July and August, with those two months representing 1/4 of
total annual arrivals on average and this year has been no exception. The yly
growth rate of international arrivals has been strong heading into the fall
months, with foreign visits up 20% y/y in 3Q13 and 14% yly in October. New
direct flights from Poland, Ukraine, Russia and Iraq helped significantly boost
arrival numbers from these countries. Arrivals from Russia alone were up 50%
yly to 662,291 visitors, representing 15% of total visitors in 10M13 vs. 11% in
2012. We forecast 8.9mn international arrivals or 2.1x of Georgia's population in
2019. To compare - Croatia, Cyprus, Estonia and Montenegro hosted 2.3x,
2.1x, 2.0x and 1.9x of their respective populations in 2011.

Neighbours dominate, but air travel is rising

Neighbouring countries continue to account for the lion’s share of foreign arrivals.
In 10M13, 87% of arrivals came from Turkey (30%), Armenia (23%), Azerbaijan
(19%) and Russia (15%). Air travel is on the rise, however, with 0.5mn visitors
arriving via international flights, up 38% y/y. The introduction of new direct flights
from Poland, Ukraine, Russia and Iraq helped boost arrival numbers from these
countries. Total arrivals via all modes of transport from these four countries alone
were up 59% yly, making up 18% of total 10M13 arrivals vs. 14% in 2012.
Accommodation turnover is also rising alongside arrivals growth, which means
the hospitality sector could face capacity constraints going forward, especially in
the branded hotel segment.

Foreign arrivals on pace for 25% y/y growth

The 4.6mn in international arrivals in 10M13 is above our forecasted number and
translates into an annualized figure of 5.5mn in FY13, some 6% above our
previous estimate of 5.2mn and puts Georgia on pace for 25% yly growth in

Figure 1: International arrivals in Georgia, mn
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Note: International arrivals — international visitors who cross the national
borders of Georgia with foreign passports
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Figure 2: Total international arrivals by year
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Figure 3: NBG gross and net international reserves
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Table 1: International arrivals, forecast
2012 2013E  2014F  2015F  2016F  2017F  2018F  2019F
Number of international arrivals, mn (current forecast) 44 55 6.0 6.6 71 7.6 8.2 8.9
Number of international arrivals, mn (previous forecast*) 4.4 5.2 5.7 6.2 6.8 74 8.1 8.9
Change in projected international arrivals, mn 0.0 0.3 04 04 0.3 0.2 0.1 0.0

*See our update on Georgia's tourism sector, “Arrivals on the rise”, May 2013
Source: GNTA, BoG Research
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Welcome to Georgia

Neighbouring countries continue to dominate foreign arrivals. In 10M13, Turkey, Armenia,
Azerbaijan and Russia accounted for 87% of total foreign arrivals. The number of international
arrivals to Georgia reached 4.6mn in 10M13 (+24% yly), which translates into an annualized
number of 5.5mn, which we take as our new annual forecast for 2013.

Leisure and recreation visitors account for 42% of tourism. This 8M13 figure compares to the
40% observed in the previous international visitor survey conducted for the period of July 2011 —
April 2012. 59% of Turkish and 33% of Armenian visitors come for leisure, 41% of visitors from
Azerbaijan visit friends and relatives, while 35% of Russian visitors are only in transit, likely on
their way to neighbouring countries. Of all international visitors', 62% or 2.2mn spent a night in
Georgia in 8M13.

The Georgian government is focused on raising awareness of Georgia’s high potential in
MICE (Meetings, Incentives, Conferencing and Exhibitions) tourism sector. MICE tourism
currently makes up just 3% of international arrivals.

Figure 4: International arrivals by country of residence, mn Figure 5: International arrivals by purpose of visit, 8M13
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The capital remains the most popular destination for visitors to Georgia, followed by Batumi on
the Black Sea coast.

" According to UNTWO, a visitor (domestic, inbound or outbound) is classified as a tourist (or overnight visitor), if his/her trip includes an
overnight stay.
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Figure 6: Spending in Georgia, 8M13 Figure 7: Top visitor locations in Georgia, 8M13
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Source: International Visitor Survey conducted by ACT for GNTA Source: International Visitor Survey conducted by ACT for GNTA
The average duration of a stay in Georgia is 5 nights. The majority of overnight visitors came for
leisure purposes (49%), to visit friends and relatives (30%), for transit (7%) and business
purposes (5%). Aimost half of international overnight visitors said they stayed in a hotel at some
point during their stay in the country.
Figure 8: Duration of stay in Georgia by origin of tourist, Figure 9: Stay by types of accommodations, 8M13
nights, 8M13
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New direct flights bring Georgia closer to travellers

Air arrivals grew 38% yly to 0.5mn in 10M13, the fastest growth rate among the four main
modes of transportation. However, the distribution of arrivals by mode of transport did not
change significantly in 10M13. Not surprisingly, road travel is still the most popular (87%). Only
11% arrived by air, while sea and rail accounted for 1% each.

New direct flights boosted arrivals significantly. New direct flights from Iraq led arrivals to
jump nearly 8x yly to 37,852 in 10M13. Growth also came from Poland (+70% y/y) and Ukraine
(+67% yly) after Wizz Air launched new direct flights to Kutaisi. The number of Russian arrivals
rose 50% yly after direct regular flights were restored and the visa regime was dropped in
February 2012. Kazbegi (border checkpoint with Russia) and Kutaisi (newly opened airport) highly
benefited from the new trends, with strong growth from a low base.
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Table 2: International arrivals by border checkpoints

Border checkpoint Bordering country 10M13 10M12 Chg, yly
Sarpi Turkey 1,404,479 1,294,786 8%
Sadakhlo Armenia 761,960 517,874 47%
Red Bridge Azerbaijan 702,183 618,147 14%
Kazbegi Russia 583,090 330,017 7%
Thilisi International Airport N/A 404,188 325,998 24%
Tsodna Azerbaijan 173,591 148,296 17%
Ninotsminda Armenia 171,407 163,643 5%
Vale Turkey 104,892 78,407 34%
Kutaisi International Airport N/A 55,111 1,203 NM
Batumi International Airport N/A 50,160 41,503 21%
Other N/A 145,049 164,280 -12%
Total 4,556,110 3,684,154 24%
Source: GNTA

Almost 1/3 of 10M13 international arrivals crossed the Georgian border via Sarpi, the coastal
border checkpoint between Turkey and Georgia.

Figure 10: International arrivals by border checkpoints, 10M13
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Room stock on the rise in Thilisi and Adjara

Accommodation turnover is rising alongside the growth in arrivals. Between 2002 and 2012,
turnover in accommodation units increased 11.5x to US$ 147mn.

Georgia’s room stock is concentrated in Thilisi and Adjara. The majority of rooms in Adjara

are located in Batumi. As of end-2012, the country had 777 registered accommodation units (all
organizations registered as having accommodation services), with 14,500 rooms and over 33,000

beds.




) BANK OF GEORGIA

RESEARCH

Georgia | Tourism
November 21, 2013

Figure 11: Accommaodation turnover in Georgia
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Figure 12: Distribution of rooms by regions, 2012
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Visitor growth numbers indicate there is room shortage in Thilisi and Adjara. The 57% yly
growth in number of arrivals in 2012 outpaced the 5% y/y growth in total number of rooms in
Thilisi and Adjara in 2012, the two most popular destinations for visitors to Georgia. The number
of internationally branded hotel rooms remained unchanged since Batumi’s most recent opening
of Radisson Blu Hotel in 2011 and Thilisi's most recent opening of Holiday Inn in 2010. Annual
overnight visitors per room in 2012 in Thilisi and Adjara increased 2.5x and 1.9x, respectively

since 2008.

Figure 13: Annual overnight visitors per room, Thilisi
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Note: Number of annual overnight visitors is an approximation calculated by multiplying the total
number of arrivals to Georgia by 62% (share of visitors that spend at least one night in
Georgia). In the absence of any other indication, we have used the proportion of nights spent in
respective location (Thilisi as per Figure 7) to derive the annual overnight visitors per room.

Source: GeoStat, GNTA, BoG Research

Figure 14: Annual overnight visitors per room, Adjara
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Note: Number of annual overnight visitors is an approximation calculated by multiplying the total
number of arrivals to Georgia by 62% (share of visitors that spend at least one night in Georgia).
In the absence of any other indication, we have used the proportion of nights spent in respective
location (Batumi and Kobuleti as per Figure 7), to derive the annual overnight visitors per room.

Source: GeoStat, GNTA, BoG Research

Some of the newly announced projects aim to deliver up to 1,000 rooms in Batumi and 300 rooms
in Thilisi. In our view, the shortage of internationally branded hotel rooms in Thilisi and Adjara will

remain in the medium term.
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Disclaimer

This document is strictly confidential and has been prepared by JSC Bank of Georgia ("Bank of Georgia") 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.

Bank of Georgia 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 Bank of Georgia 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 Bank of Georgia or its 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 Bank of Georgia or any of its 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, Bank of Georgia and its 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 Bank of Georgia 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 Bank of Georgia, or any of its 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 Bank of Georgia 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 Bank of Georgia, nor its 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.

Bank of Georgia does, and seeks 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 Bank of Georgia. 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.




