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Tariffs rescue revenues from volume-driven drop 
Georgian Railway’s FY13 revenues added 2.1% y/y (in GEL terms) as higher 
tariffs offset a drop in cargo volumes last year. We now expect two main revenue 
driving segments, liquid and dry cargo transportation (together accounting for 
88.5% of total revenues in FY13), to increase by 15.4% and 11.3% y/y in 2014 
respectively, compared to our previous estimates of 26.6% and 11.6% growth.  
 
EBITDA to recover on the back of higher liquid cargo volumes 
With higher tariffs already in place, we believe that a recovery of freight 
transportation will have a positive impact on margins going forward. We now 
expect a 3.6ppts EBITDA margin expansion in FY14 as new liquid cargo volumes 
and a recovery in dry cargo will provide a boost to the bottom line. Meanwhile, 
FY13 EBITDA decreased by 12.1% y/y due to higher salary costs effective as of 
4Q12. Total salaries increased by GEL 25.0mn (US$ 14.5mn), or 23.1% y/y. A 
reduction in income from non-continuing operations also fed into last year’s bottom 
line weakness. This was caused by the reversal of a GEL 15.6mn (US$ 9.5mn) 
guarantee provision made in 2012 that evaporated other income from non-
continuing operations. 
 

Lower net income in FY13 was due to higher finance costs and 
FX losses  
Net income plunged 32.9% (33.4% in US$ terms) as the above mentioned factors 
were joined by higher financing costs and lower income. Finance income 
decreased by GEL 6.8mn (US$ 4.1mn), posting a 35.4% decline compared to 
FY12, due to decrease in interest rates. Additionally, a GEL 34mn (US$ 20mn) in 
FX losses were booked in FY13, which expect not to reoccur and net income to 
reach US$ 72.5mn in FY14 (a 9.6ppts margin expansion). 
 

Cash balance benefits from capex delays 
GR’s liquidity position was little-changed in 2013 as delays on the Tbilisi Bypass 
Project cut the size of planned capex outflows. We believe GR will not need 
additional funding as on average, its funding sources are almost twice as much as 
uses over the 2014-18 period. 

 
Figure 1: Georgian Eurobond universe 

Source: Bloomberg 

 

Figure 2: Georgian Eurobonds, YTM % 

Source: Bloomberg 
 

Table 1: Key financials (US$ mn) 
FY13 FY14F Chg, y/y

EBITDA 134 157 16.6%
EBITDA margin 46.5% 50.1% 3.6 ppts
EBIT 73 93 28.0%
EBIT margin 25.3% 29.9% 4.6ppts
Net income 39 73 85.0% 
Net margin 13.6% 23.2% 9.6ppts
Assets 1,662 1,680 1.1%
Equity 904 951 5.2%
Liabilities 758 729 (3.8%)

Source: Company data, BoG Research 
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Georgian Railway 
FY13 in line with expectations; softer 
recovery in FY14 
Georgian Railway last week issued FY13 results, in-line with our most recent 
post-9M13 projections. Revenues rose slightly despite weaker volumes thanks 
to higher tariffs. Lower electricity and fuel costs indicate gains in efficiency but 
profitability was hurt by rise in salaries. In FY14, we expect higher revenues 
and EBITDA as new liquid cargo contracts contribute to growth and dry cargo 
volumes recover. We expect revenues to grow by 8.2% in FY14 reaching US$ 
312.1mn, with the EBITDA margin expanding back to 50.1%.The Tbilisi Bypass 
Project is still on hold for three years, pending a final decision, meaning that GR 
now has access to the remaining US$ 91mn in unused project funds.  
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Revenues stable on the back of higher tariffs 
 

Despite a 4.0% y/y drop in volumes, liquid cargo revenues added 18.6% y/y thanks to a 
hike in tariffs. The decline in liquid cargo volumes in FY13 was mostly temporary and due to 
maintenance works on oil fields in Kazakhstan. However, GR’s acquisition of Georgian 
Transit LLC, a liquid freight forwarding company, partially compensated the drop in volumes. 
We now expect FY14 liquid cargo volumes to increase 15.4% y/y including to new volumes 
from the acquisition of Georgian Transit LLC.  
 

 

Dry cargo volumes continued falling on the back of reduced shipments of grain, 
industrial material, and ores in FY13. Grain shipments fell 33.1% y/y as grain stocks in the 
region remained high, reducing the need for additional purchase from other regions. In 
addition high global grain prices likely discouraged buyers from stockpiling reserves. Ore 
volumes declined 10.1% y/y after low global aluminum prices led Azerbaijani producers to cut 
output. Changes to aluminum manufacturing processes in Azeri plants also affected volumes. 
Last year, producers switched from using bauxite to aluminum oxide. The process of 
aluminum manufacturing requires less aluminum oxide than bauxite, which translated to lower 
transported ore volumes. 
 

Post-election uncertainty also affects volumes. Management believes temporary 
stoppages of several construction projects after the 2012 parliamentary elections also 
negatively affected construction and industrial freight transport volumes, which were down 
12.6% y/y last year. 
 

We expect a 7.2% CAGR in dry cargo volumes over 2013 – 2018, reaching 12.9 tons in 
2018. This expectation is more modest than our previous estimates, as we believe some 
volume reduction in FY13 to be permanent. For example, a reduction in the ores segment 
was caused by changes in aluminum manufacturing processes in factories of Azerbaijan. 
Previously, these factories used bauxite during manufacturing processes, while at the end of 
year 2012 they started using aluminum oxide instead of bauxite. Since manufacturing process 
require lower levels of aluminum oxide compared to bauxite, transportation volume in tons 
also decreased. We also cut our projections for grain and construction material shipments, as 
despite the decline in FY13 being temporary we believe the volumes will take longer to 
recover than it was anticipated by the management. 

 
 

Figure 3: Segment revenue forecast FY13 vs. FY14E, US$ mn  

Source: Company data, BoG Research  
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Freight car (railway wagon) rentals, which accounted for 7.1% of total revenues in FY13 
fell by GEL 12.1mn (US$ 7.2mn), or 26.0% y/y. Turkmenistan, one of GR’s largest markets 
for freight car rentals, traditionally generates high rental revenues due to stiff delivery delay 
penalties. In 2013, Turkmenistan Railway acquired new diesel locomotives, which reduced 
delays and cut GR’s revenue. On the positive side, GR now has additional free capacity, 
which will reduce the need for future investments into rolling stock. Freight car rental revenue 
was also negatively affected by the expiration of a contract for the exchange of 200 Open Top 
Box (OTB) railcars for 200 tank cars with Ukrainian Railways. The contract expiration resulted 
in a decrease in both freight car rental revenue and expense. However, freight car rental 
expenses decreased only by 12.8% (GEL 3.2mn; US$ 1.9mn), which was not enough to 
offset fully the extent of decline in freight car rental revenues.  
 
Higher-class ticket sales drive 3.5% y/y growth in passenger revenues. Revenues rose 
despite a drop in the overall number of passengers as GR sold a higher share of higher-class 
seats. 

 
Wage hikes having a major impact on profitability 
 

Profitability margins were squeezed mainly from higher salaries and a one-off FX loss 
booked in FY13. GR’s EBITDA margin narrowed 7ppts y/y to 46.5% in 2013, but we expect 
margins to start recovering in FY14 thanks to higher liquid cargo volumes from projects 
initiated in FY13. As a result we expect EBITDA margin to expand by 3.6ppts in FY14. We 
also expect EBIT margin to add 4.6ppts to 29.9% in 2014. We see the net margin adding 
9.6ppts in FY14 to 23.2%, as FY14 income statement should be free of the GEL 34mn 
(US$ 20mn) in FX losses booked in FY13. 

 

 

 

 

 

 

 

 

 

 

Figure 4: Revenue breakdown   Figure 5: Freight transportation volumes and revenues 

Source: Company data, BoG Research Source: Company data, BoG Research 
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Employee salaries, the largest operating cost item, increased 23.1% y/y (22.1% in US$ 
terms). The average salary per employee rose to US$ 519 in 2013 from US$ 410 in 2012. As 
part of the salary and staff optimization project that was launched in 2012, the company 
upped salaries but halted planned lay-offs due to the election period and a round of employee 
strikes. Going forward, the Baku-Tbilisi-Kars (BTK) project is slated to be completed in 2015 
and management plans to direct existing surplus staff to that project once it becomes 
operational. 
 
On the upside, GR cut electricity and fuel costs 8.2% in 2013. Although the main driver 
was the decrease in cargo volumes, the company also increased the average weight of train 
cargo from 2,050 tons to 2,250 tons, which cut the average electricity expense per gross ton-
km of cargo. Georgian Railway also benefited from a lower average fuel purchase price.  
 
Coverage and liquidity ratios are sound 
 
GR’s liquidity position is sound. Current capex financing needs are far from demanding 
after GR delayed one of its major projects, the Tbilisi Bypass Project (TBP). As it currently 
stands, TBP maybe postponed for 3 years. If cancelled eventually, the company will not face 
any monetary penalties (it does have a GEL 232mn advance from the government as a 
liability on its balance sheet, which will be added back to retained earnings if the project is 
cancelled). We are now assuming the eventual cancellation of TBP as our base case for the 
projections going forward. Consequently, we believe that GR will not require any additional 
funding as on average, its funding sources exceed its uses by almost twice as much during 
2014-18 period.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 6: Profitability margins   

Source: Company data,  BoG Research   
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We see net debt-to-EBITDA gradually declining starting this year after approaching the 
Eurobond covenant in 2013. Last year’s increase to 3.4x was caused mainly by a drop in 
EBITDA as wages rose dramatically due to the company’s new employment policy. In 
addition, net debt-to-EBITDA experienced negative FX affects following depreciation of Lari at 
the end of 2013. 
 

 
GR paid out just GEL 25mn (US$ 15mn) in dividends last year after paying GEL 151mn 
(US$ 91mn) in an extraordinary dividend in 2012. In our model, we assume a 35% 
dividend payout ratio going forward (except in 2014 when the ratio will be below 35% as per 
the Eurobond covenant), the same as our assumption for another quasi-sovereign, Georgian 
Oil and Gas Corporation (GOGC). As a state-controlled entity, GR is supported by a strict 
performance-based dividend policy and dividends can be retained if needed. 
 

Figure 7: Interest coverage ratio  Figure 8: Liquidity 

Source: Company data, BoG Research  Source: Company data, BoG Research 

Figure 9: Debt/EBITDA ratios  Figure 10: Funding sources (inflows and outflows), assuming 
TBP cancellation, US$ mn 

 
 

Note: Net debt includes short term bank deposits as cash equivalents 
Source: Company data, BoG Research 

 Source: Company data, BoG Research 
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Financials 
Income statement, US$ mn         
  2011 2012 2013 2014F 2015F 2016F 2017F 2018F 

Revenues 283.1 284.7 288.5 312.1 335.9 356.4 377.6 400.9 
y/y change 24.7% 0.6% 1.3% 8.2% 7.6% 6.1% 5.9% 6.2% 
SG&A 129.0 132.1 154.2 155.6 164.6 172.2 179.8 188.4 
EBITDA 154.2 152.7 134.2 156.5 171.3 184.2 197.8 212.5 
EBITDA margin 54.4% 53.6% 46.5% 50.1% 51.0% 51.7% 52.4% 53.0% 
D&A 54.6 58.8 61.3 63.1 66.9 70.6 74.3 78.0 
EBIT 99.5 93.8 73.0 93.4 104.5 113.6 123.5 134.6 
EBIT margin 35.1% 32.9% 25.3% 29.9% 31.1% 31.9% 32.7% 33.6% 
Financial expenses (income), net (9.8) 24.4  27.2  8.0  4.2  3.3  1.9  (0.3) 
PBT 109.3 69.5 45.8 85.3 100.3 110.4 121.6 134.8 
Tax expense 5.9 10.5 6.6 12.8 15.0 16.6 18.2 20.2 
Net income 103.4 58.9 39.2 72.5 85.2 93.8 103.4 114.6 
Net margin 36.5% 20.7% 13.6% 23.2% 25.4% 26.3% 27.4% 28.6% 

 
Balance sheet, US$ mn         
  2011 2012 2013 2014F 2015F 2016F 2017F 2018F 

Non-current assets 1,314.8 1,521.3 1,456.9 1,492.4 1,528.3 1,564.8 1,597.1 1,625.3 
PP&E, net 1,145.4 1,348.0 1,351.8 1,386.3 1,427.6 1,465.2 1,499.2 1,529.4 
Other 169.4 173.3 105.1 106.1 100.7 99.6 97.9 95.9 
Current assets 131.9 215.9 204.8 187.1 209.7 236.1 272.8 321.1 
Cash & equivalents 36.9 70.6 120.4 50.4 52.1 54.0 56.1 58.4 
Trade receivables & prepayments 33.0 61.9 52.9 54.6 58.8 62.4 66.1 70.2 
Other 62.1 83.4 31.5 82.1 98.7 119.7 150.7 192.6 
Total assets 1,446.7 1,737.1 1,661.7 1,679.5 1,737.9 1,800.9 1,869.9 1,946.4 

Shareholder equity 1,078.9 939.1 903.7 950.5 1,005.9 1,066.9 1,134.1 1,208.6 
Non-current liabilities 284.4 711.6 693.0 665.7 666.6 666.9 667.0 667.2 
LT debt 247.9 534.3 525.9 500.0 500.0 500.0 500.0 500.0 
Other 36.5 177.3 167.1 165.7 166.6 166.9 167.0 167.2 
Current liabilities 83.4 86.4 65.0 63.3 65.4 67.1 68.8 70.6 
ST loans 11.1 20.5 19.4 19.3 19.3 19.3 19.3 19.3 
Trade payables & prepayments 27.5 50.1 32.3 31.2 33.6 35.6 37.8 40.1 
Other 44.8 15.8 13.2 12.8 12.6 12.2 11.8 11.3 
Total liabilities and equity 1,446.7 1,737.1 1,661.7 1,679.5 1,737.9 1,800.9 1,869.9 1,946.4 

         
Cash flow, US$ mn         
  2011 2012 2013 2014F 2015F 2016F 2017F 2018F 

Cash flows from operating activities 133.9  145.3  131.4  137.0  152.1  163.9  175.6  187.9  
Earnings before interest and taxes 
(EBIT) 99.5  93.8  73.0  93.4  104.5  113.6  123.5  134.6  
Depreciation and amortisation 54.6  58.8  61.3  63.1  66.9  70.6  74.3  78.0  
Income tax expense (5.9) (10.5) (6.6) (12.8) (15.0) (16.6) (18.2) (20.2) 
Change in working capital (18.6) (43.1) (21.6) (6.8) (4.1) (3.7) (3.9) (4.3) 
Other 4.2  46.2  25.3  0.0  0.0  0.0  0.0  0.0  

 Cash flows from investing activities (270.6) (247.5) (24.5) (157.4) (112.9) (120.6) (128.3) (136.0) 
Capital expenditures (246.9) (229.8) (91.3) (110.0) (102.8) (107.1) (106.5) (106.2) 
Finance income 16.0  11.6  7.4  0.0  4.3  5.6  7.3  9.9  
Other (39.7) (29.3) 59.4  (47.5) (14.5) (19.1) (29.1) (39.8) 

 Cash flows from financing activities (14.0) 130.6  (55.7) (48.6) (37.4) (41.4) (45.2) (49.6) 
Net borrowings (repayments) (24.3) 426.1  25.0  (21.8) 0.0  0.0  0.0  0.0  
Finance costs (6.2) (35.9) (34.6) (8.0) (8.5) (8.8) (9.2) (9.6) 
Dividends paid 0.0  (91.3) (16.4) (18.6) (29.8) (32.8) (36.2) (40.1) 
Other 16.5  (168.2) (29.7) (0.1) 0.9  0.3  0.2  0.1  

 Net cash inflows (outflows) (150.8) 28.4  51.2  (69.0) 1.8  1.9  2.1  2.3  
Beginning cash balance 182.7  36.9  70.6  120.4  50.4  52.1  54.0  56.1  
FX effects on Cash (5.2) 1.7  3.8  0.0  0.0  0.0  0.0  0.0  
FX translation gain/loss 10.1  3.7  (5.2) (0.9) 0.0  0.0  0.0 0.0 
Ending cash balance 36.9  70.6  120.4  50.4  52.1  54.0  56.1  58.4  
Source: Company data, BoG Research 
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Ratio analysis         
  2011 2012 2013 2014F 2015F 2016F 2017F 2018F 

Profitability 

ROA 7.3% 3.7% 2.3% 4.4% 5.0% 5.3% 5.6% 6.0% 
ROE 10.2% 5.8% 4.2% 7.9% 8.7% 9.1% 9.4% 9.8% 
Liquidity & Solvency 

Current ratio 1.6 x 2.5 x 3.2 x 3.0 x 3.2 x 3.5 x 4.0 x 4.5 x 

Quick ratio 1.4 x 2.2 x 2.8 x 2.5 x 2.7 x 3.0 x 3.5 x 4.0 x 

Cash ratio 0.5 x 0.8 x 1.9 x 0.8 x 0.8 x 0.8 x 0.8 x 0.8 x 

Total debt/Equity 0.2 x 0.6 x 0.6 x 0.6 x 0.5 x 0.5 x 0.5 x 0.4 x 

Net debt/Equity 0.2 x 0.5 x 0.5 x 0.5 x 0.4 x 0.4 x 0.3 x 0.3 x 

Total debt/EBITDA1 1.7 x 3.6 x 4.3 x 3.4 x 3.1 x 2.9 x 2.7 x 2.5 x 

Net debt/EBITDA1 1.2 x 2.8 x 3.4 x 2.7 x 2.4 x 2.1 x 1.8 x 1.5 x 

Financial Leverage 1.3 x 1.8 x 1.8 x 1.8 x 1.7 x 1.7 x 1.6 x 1.6 x 

Adjusted Interest coverage12 4.0 x 3.0 x 1.6 x 2.4 x 2.7 x 3.0 x 3.2 x 3.5 x 

FFO to total debt1 0.6 x 0.2 x 0.2 x 0.3 x 0.3 x 0.3 x 0.3 x 0.4 x 

RCF to net debt -0.6 x 0.1 x 0.0 x 0.0 x 0.0 x 0.0 x 0.1 x 0.1 x 

FFO to adjusted finance expenses12 5.1 x 2.0 x 1.4 x 3.1 x 3.4 x 3.7 x 3.9 x 4.2 x 

 
1 Excluding disposal of Batumi tower  
2 Including previously capitalized Eurobond interest expense 
Note: Net debt includes short term bank deposits as cash equivalents 

Source: Company data, BoG Research 
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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. 
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