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Georgia’s agricultural production delivered strong growth of 12.1% yly in 2013 and accounted Ekaterina Gazadze
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introduced. Many agriculture support programs have been launched by the government in i hii@bog ge
2013, but there is still a large room for sector growth resulting from efficiency gains. +995 322 444 444 ext. 4691

Agricultural output increased 12.1% yly in nominal terms in 2013, above the 2.5%
nominal GDP growth. Although agro production has been volatile in recent years, we believe
the state’s recent development programs and financing support are driving the strong growth.
The sector posted one of the highest real growth rates of 9.8% in 2013 and contributed 1.0%
to real GDP growth.

FDI in the agro sector continues to show promising inflows, with the 2013 number
doubling that of 2012. The government has earmarked GEL 264mn (US$ 150mn) in funding,
around 2.9% of budget expenditures, for the Ministry of Agriculture in 2014. The majority of
this funding (around 82%) will be distributed to agricultural development program including:
popularization of Georgian agricultural goods, supporting development of agricultural
cooperatives, subsidizing interest costs on concessional loans, funding small farmers and
developing irrigation systems. The government plans to increase the irrigation area 8x to
200,000ha in the next few years from the current 25,000ha. Georgia's Agriculture
Development Fund and Agricultural Projects Management Agency (APMA) are also providing

funding support.

Figure 1: Output and trade of agricultural products, US$ bn Figure 2: FDI in the agricultural sector, US$ mn
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The CIS is still the dominant export market for Georgian agricultural goods, accounting
for around 70% of agro exports. The Russian market is recovering after an 8-year embargo
— exports ran up to US$ 107mn last year, almost at 2005 level of US$ 129mn, just before the
embargo. Overall, Georgia’s agricultural exports to the CIS surged 49.4% yly in 2013 to
US$ 539mn, of which 28.7% was due to re-opening of Russian market. Even excluding
Russia, exports to CIS would have grown 20.9% yly in 2013.

Figure 3: Georgian exports to the CIS, US$ mn
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Ukraine, Russia, and Azerbaijan were the top countries, with a joint 61.5% share. CIS
countries mainly import wine (20.7%), other alcoholic beverages (12.5%) and mineral water

(17.8%).

Figure 4: Georgian exports to the CIS by countries, 2013 (70%

of total agricultural exports)
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Figure 5: Georgian agricultural exports to the CIS by

products, 2013 (70% of total agricultural exports)
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The total value of Georgia’s agro exports increased 51.1% yly in 2013 to US$ 774mn,
with major drivers including nuts (+99.3% yly), wine (+97.1% yly), and water (+54.9%
yly). Georgia’s other major agricultural exports include wheat and live animals. Agricultural
imports remained at US$ 1.3bn (+1.3% y/y) as grain, the most dominant category, dropped
significantly (-14.9% yly), partly offset by growth in fruit imports (+30.8%). Imports are more
diverse than exports with a large number of minor products accounting for more than half of

the total.
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Figure 6: Main agricultural exports, 2013 (US$ 774mn, total
exports - US$ 2.9bn)
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Figure 7: Main agricultural imports, 2013 (US$ 1.3bn, total
imports - US$ 7.9bn)
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The surplus in Georgia’s fruit trade expanded further in 2013 as exports hit a record
high of US$ 194mn (+98.5% yly) and imports added 30.8% yly to US$ 48mn. Exports
were dominated by nuts (85.9% of all fruit exports), one of Georgia’s most important
agricultural export categories along with citrus fruit (10.4% of total fruit exports). Notably,
tangerine cultivation increased 40.6% y/y in 2013 to around 100,000 tonnes as the
government increased subsidies 7x for citrus products to GEL 13.8mn (US$ 8mn). The
country exports tangerines mainly to former CIS states. On the imports side, trade was
dominated by bananas (37.9%) and citrus fruit (30.4%).

Figure 8: Fruit imports and exports, US$ mn Figure 9: Structure of fruit production, 2012
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Vegetable exports more than doubled yly to US$ 12mn in 2013, whereas imports added
just 9.6% to US$ 48mn. Vegetable exports were diverse in 2013; potatoes were the largest
item at a 29% share of total vegetable exports. On the imports side, onions and other
alliaceous vegetables accounted for 25.8%, followed by tomatoes at 20%. Most harvested
vegetables are sold seasonally and only a small proportion is stored for non-seasonal
consumption. The high percentage of locally produced goods does not meet storage facility
requirements as small farmers do not use post-harvest handling practices. However, Georgia
has 100,375 tonnes cold storage and 524,200 tonnes silo capacities — sufficient to replace
large share of imports by local production.
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Figure 10: Vegetable imports and exports, US$ mn Figure 11: Structure of vegetable production, 2012
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The Parliament last year adopted a law suspending agro land sales to foreigners until
the end of 2014. Land plots already owned by foreigners are exempt from that restriction. We
see this ban as a barrier to the sector development and once it is lifted, it should result in
higher FDI.

The Georgian government is continuing to support the agricultural sector with
unprecedented projects for the second straight year. Projects like the Concessional Loan
Program, land reclamation and drainage rehabilitation program, and the Small Farmers
Assistance Project (Spring Project) are being actively pushed forward.

Small Farmers Assistance Project (Spring Project)

The Small Farmers Assistance Project is a three-year government initiative, started in 2013. It
is aimed at assisting the rural population to develop into small, self-sustained farmers by
providing them the means to purchase agricultural goods (fertilizers, pesticides, seeds,
inventory, etc.) and help with field cultivation. In particular, farmers owning less than 1.25ha
are eligible for the project. The Agricultural Projects Management Agency (APMA) implements
the project and provides general oversight.

In 2013, 710,000 farmers participated in the project and around 800,000 farmers are expected
to participate in 2014. Last year, over GEL 190mn (US$ 109mn) was distributed to
participants. The funding is estimated at GEL 90mn (US$ 51mn) in 2014 - significantly lower
than in 2013, when more funding was required in the initial project stage. The project is
financed by the state budget, the Agriculture Development Fund (non-government
organization), and the APMA (non-profit organization established by the Ministry of
Agriculture).

Concessional Loan Program

Under the Concessional Loan Program, implemented by the APMA, around GEL 264mn (US$
150mn) in loans have been issued as of February 2014 by participating banks. The funding
decisions are based on projects’ commercial viability. The program started in early 2013 with
financing provided to winemaking, livestock and poultry-raising, construction of storage
warehouses, grain dryers, and greenhouse farming projects. The structure of financing implies
subsidizing of interest costs on concessional loans. As a result, the farmers have to pay only
around 2-3% of the interest on loans for fixed assets and 6-7% for working capital. By sectors,
livestock, sheep, and winemaking received the largest financing.

20 Cabbage
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Project: Financing Processing Companies

While implementing the Concessional Loan Program, the APMA identified 40 underfinanced
regions and allocated US$ 0.2-1.0mn to each within the framework of a grant program aimed
at financing 50-60 processing enterprises. The program expects 40% of the total cost to be
financed by the agency as a grant and 50% as a bank loan (with an interest rate not above
14% of which 12% is subsidized by the agency). The funding recipient will contribute the
remaining 10%.

Additional programs and developments

e The Ministry of Agriculture is continuing with land reclamation and drainage
rehabilitation works at the total estimated project cost of GEL 9.5mn (US$ 5mn).

e The government also began a new project to enable farmers to achieve the status of
a co-operative (as current agricultural land ownership is very fragmented) and
secure the resulting benefits that include tax credits and grants. Co-ops will be
eligible for exemptions on income taxes on revenues and grants, as well as land tax.

e The Georgian Co-Investment Fund, a new US$ 6bn private investment fund, is
expected to begin two new agricultural projects (dairy and tomato) with a total
investment of around US$ 59mn.

In addition to the above, there are number of international support and development
programs.

Although many programs are being implemented, there is still a large room for growth
in the sector. There are many private sector opportunities given the efficiency and yield gains
to be yet achieved. The country’s agricultural yields continue to significantly drag behind
regional and other peer countries as well as global averages. Yields were as low as 3.0x
below the world average on fruit and 2.0x on vegetables in 2012, and 1.8x and 2.0x lower
than Eastern European fruit and vegetable yields, respectively.

Figure 12: Agricultural yield comparison, 2012, tonnes/ha Figure 13: Agricultural yields vs. CIS states, 2012, tonnes/ha
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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.

Head of Research Address: 29a Gagarin Str. Thilisi 0160, Georgia
Ekaterina Gazadze | egazadze@bog.ge Tel: +(995) 32 2444 444

. Email: Research@bog.ge
Economist

Eva Bochorishvili | evabochorishvili@bog.ge

Economist
Alim Hasanov | ahasanov@bog.ge

Senior Associate
Giorgi Nakashidze | gnakashidze@bog.ge

Associate
Giorgi Iremashvili | giremashvili@bog.ge




