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Profitability flat, revenues inch higher 

GOGC reported 1H14 revenue of US$ 103mn (+1.6% y/y in GEL terms), as gas 
sales, its largest revenue stream (74.8% of sales), added 1.0% y/y to US$ 77mn. 
Pipeline rentals, the 2nd largest revenue item, grew 20.7% y/y and accounted for 
13.8% of sales, with the remaining 11.4% of revenues coming from upstream 
activities (-20.3% y/y) and oil transportation (+15.3% y/y). As for the company’s 
bottom line, it weakened 11.8% y/y mainly on increased gas costs in 1H14. For 
FY14 we see revenues adding 2.2% y/y on a slight rise in gas revenues and 
expect pipeline rentals to be a significant contributor with an estimated 8.4% y/y 
growth. We further project 1.8% y/y increase of revenues in 2015.  
 
Gardabani power plant to be completed in 2015 
GOGC plans to complete the construction of the Gardabani Combined Cycle 
Power Plant (CCPP) by the end of 2015 and full operations are slated to be 
launched in 2016. The plant will cost a planned US$ 220mn, with US$ 160mn in 
prepayments already made to the construction firm by the end of 1H14. GOGC 
had remaining capital commitments related to inventory purchases and the 
construction of Gardabani of around US$ 60mn.  
 
Debt covenants remain stable and comfortable 
GOGC posted a 2.1x net debt-to-EBITDA ratio in 2013 vs 2.7x in 2012 and we 
expect the ratio to remain at the current level this year given 1H14 results. The 
company’s commitment to the Gardabani plant and the consequent decline in 
cash reserves will be offset by an increase in EBITDA, in our view, which would 
maintain the ratio at the 2.1x level in 2014 and 2015. Term deposits (US$ 68mn 
in 2013) are not included as cash equivalents in net debt calculations, but they 
would further lower the ratio to 1.0x in 2013.  
 
 
 
 
 
 
 
 
 
 

 
Figure 1: Georgian Eurobond universe  

Source: Bloomberg 

 
Figure 2: Georgian Eurobonds, YTM %  

Source: Bloomberg 

 

Table 1: Key financials (US$ mn) and ratios 
1H14 1H13 Chg, y/y* 

EBITDA 38.0 43.5 -12.7% 

EBITDA margin 36.9% 39.8% -3.0bps 

EBIT 33.3 37.7 -11.7% 

EBIT margin 32.3% 34.5% -2.2bps 

Net income 29.7 36.3 -18.2% 

Net margin 28.9% 33.3% -4.4bps 

Assets 626.7 538.7 16.3% 

Equity 346.6 272.3 27.3% 

Liabilities 280.1 266.4 5.1% 

* Change calculated in US$ terms 

Source: Company data, Galt & Taggart Research 

 

GRAIL 
07/22

GOGC 
05/17

Georgia
04/21

GEBGG 
07/17

4.0

4.2

4.4

4.6

4.8

5.0

5.2

5.4

5.6

5.8

1 3 5 7

Yield (%)

Duration

3

4

5

6

7

8

9

Jun-12 Nov-12 Apr-13 Sep-13 Feb-14 Jul-14

GOGC 05/17 GEORG  04/21
GRAIL 07/22 GEBGG 07/17

Ekaterina Gazadze 
Head of Research │ egazadze@gt.ge │ +995 322 401 111 ext.3760 

Giorgi Iremashvili 
Senior Associate │ giremashvili@gt.ge │ +995 322 401 111 ext.4691 

Georgia │ Energy
Georgian Oil and Gas Corporation

 September 16, 2014

Georgian Oil and Gas Corporation 

1H14 update 
 
GOGC’s 1H14 revenues added just 1.6% y/y (in GEL terms) to US$ 103mn and 
we see FY14 growth of 2.2% as pipeline rentals (13.8% of total) will be a 
significant contributor with an estimated 8.4% y/y growth. The 1H14 bottom line 
weakened on increased gas costs. GOGC expects to finalize the construction of 
the Gardabani Combined Cycle Power Plant in 2015 with operations launching in 
2016. The company had a 2.1x net debt-to-EBITDA ratio at the end of 2013 and 
is compliant with Eurobond covenants. Ratings Agency, Standard & Poor’s (S&P) 
raised the company’s credit rating to ‘B+’ from ‘B’ earlier this month.  
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On the profitability side, we expect the EBITDA margin to add 0.9ppts to 
37.3%, with EBITDA reaching US$ 73mn vs. our previous US$ 61mn forecast in 
2014. The upward revision is mainly due to lower cost of gas (-0.7%) as well as 
personnel costs (-13.2%) compared to our previous FY14 estimate. We see the net 
margin shrinking 4.9ppts to 24.0% on a decline in finance income on lower deposits. 
We continue to expect that profitability (especially bottom line) will improve 
materially after 2015 as the Gardabani CCPP will contribute significantly (additional 
5.7ppts to EBITDA) to the company’s EBITDA as soon as it becomes fully 
operational. 
 

 
Interest coverage ratio to remain at current 3.3x level. Furthermore, we see the 
ratio improving in 2016 as the company’s operating profit improves due to 
Gardabani CCPP contribution. 
 

 

  

Figure 3: GOGC revenue forecast, US$ mn  Figure 4: GOGC profitability measures, US$ mn 

 

Source: Company data, Galt & Taggart Research  * Excluding impairment loss reversal in 2011 and Namakhvani impairment in 2012-2013 

Source: Company data, Galt & Taggart Research 

Figure 5: Interest coverage ratio  Figure 6: Liquidity 
 

* Excluding hist. impairment loss reversal in 2011  

Source: Company data, Galt & Taggart Research 

 * Funds from operations; excluding hist. impairment loss reversal in 2011  

Source: Company data, Galt & Taggart Research 
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We expect GOGC’s net debt-to-EBITDA ratio of 2.1x to remain stable over the 
next two years, as the company will have to use part of its excess cash on the 
construction of the Gardabani CCPP. Adjusted net debt-to-EBITDA was 1.0x in 
2013 and we expect it at 1.7x in 2014 due to depletion of long term deposits.  
 

 
We expect liquidity to remain healthy, even though we maintain a 35% dividend 
payout in our model. In 2017 at the time of principal payment for the Eurobonds, 
GOGC will be able to access short-term debt financing of around US$ 6mn for 
liquidity needs as well as withhold dividends. The company’s existing short-term 
credit facility of US$ 53mn is more than enough to cover any potential shortage.  
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Earlier this month, the Rating Agency – S&P raised the company’s credit 
rating to ‘B+’ from ‘B’, citing the company’s improved operating performance and 
favorable cash flows as the main reason for upgrade.  

Figure 7: Debt/EBITDA1 (conventional)  Figure 8: Adjusted Debt/EBITDA1  
 

1 EBITDA adjusted for impairment loss reversal in 2010-2011  

Note: Net Debt is based on call deposits and current accounts in banks as sole cash equivalents 

Source: Company data, Galt & Taggart Research 

 1 Adjusted Net Debt includes long term deposits as cash equivalents 

Source: Company data, Galt & Taggart Research  

Figure 9: GOGC funding sources and uses (US$ mn)  

Source: Company data, Galt & Taggart Research 
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Financials 
Income statement, US$ mn 

  2010 2011 2012 2013 2014F 2015F 2016F 2017F

Net revenue 96.7 142.3 179.2 191.8 196.0 199.5 284.2 301.1
EBITDA(1) 43.0 67.7 65.3 69.8 73.1 74.7 122.7 132.3
EBITDA margin(1) 44.5% 47.6% 36.4% 36.4% 37.3% 37.4% 43.2% 43.9%
D&A 10.0 11.7 11.2 10.7 15.0 16.4 28.0 29.9
EBIT 56.3 71.7 54.1 59.1 58.1 58.2 94.7 102.4
EBIT margin 58.2% 50.4% 30.2% 30.8% 29.6% 29.2% 33.3% 34.0%
Financial expenses (income), net 5.0 (5.6) (5.8) (6.6) 2.7 (1.5) 10.3 (2.7)
PBT 51.4 77.3 59.9 65.7 55.4 59.7 84.4 105.1
Tax expense 6.6 9.7 6.9 10.2 8.3 9.0 12.7 15.8
Minority interest expense 0.0 0.0 0.0 0.0 0.0 0.0 10.8 11.9
Net income 44.7 67.7 53.0 55.5 47.1 50.8 60.9 77.5
Net margin 46.3% 47.5% 29.5% 28.9% 24.0% 25.4% 21.4% 25.7%
Profit from discontinued operations 10.0 5.0 0.0 0.0 0.0 0.0 0.0 0.0
Impairment of assets related to Namakhvani project 0.0 0.0 (4.5) 0.0 0.0 0.0 0.0 0.0 
Net income after discontinued operations 54.7 72.7 48.5 55.5 47.1 50.8 60.9 77.5
(1) Excluding reversal of impairment losses (US$ 23.3mn – 2010; US$ 15.7mn – 2011)  
Source: Company data, Galt & Taggart Research 

 
Balance sheet, US$ mn 

  2010 2011 2012 2013 2014F 2015F 2016F 2017F

Non-current assets 150.4 188.9 313.7 373.0 493.9 533.7 518.6 491.5
Net PP&E 126.8 162.6 170.7 155.3 168.5 182.6 184.7 205.0
Gardabani CCPP 0.0 0.0 51.5 51.3 52.4 43.7 269.7 249.4
Term deposits 0.0 0.0 63.7 23.1 29.4 29.4 29.4 0.0
Other 23.6 26.3 27.9 143.3 243.6 278.0 34.8 37.0
Current assets 78.4 66.4 216.6 234.6 146.5 144.2 199.6 61.2
Cash & equivalents 32.5 21.0 86.1 112.0 95.0 92.8 148.5 8.0
Receivables & prepayments 14.4 18.2 52.2 36.6 37.3 36.9 36.4 37.7
ST deposits & investments 0.0 0.0 61.3 72.3 0.0 0.0 0.0 0.0
Other  31.5 27.2 17.0 13.6 14.2 14.5 14.6 15.5
Total assets 228.8 255.4 530.3 607.6 640.4 677.8 718.1 552.7
        
Shareholders equity 195.4 214.6 240.8 279.6 316.2 349.2 388.8 466.3
Non-current liabilities 5.8 6.8 251.0 302.7 307.7 308.4 309.1 60.0
LT interest bearing debt 1.3 0.4 245.2 245.2 248.7 249.2 249.7 0.0
Other 4.5 6.4 5.8 57.6 59.0 59.2 59.3 60.0
Current liabilities 27.6 34.0 38.5 25.2 16.5 20.2 20.3 26.4
ST loans 5.0 6.2 3.1 3.5 0.0 0.0 0.0 5.9
Trade payables & prepayments 1.7 1.6 15.0 17.7 12.3 15.9 16.0 15.9
Other 20.9 26.2 20.5 4.0 4.2 4.3 4.3 4.6
Total liabilities & equity 228.8 255.4 530.3 607.6 640.4 677.8 718.1 552.7
Source: Company data, Galt & Taggart Research 
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Cash flow, US$ mn 

  2010 2011 2012 2013 2014F 2015F 2016F 2017F

Cash flows from operating activities 45.4 46.7 39.1 89.4 54.9 69.5 87.7 103.4
Net income 54.7 72.7 48.0 53.8 47.1 50.8 60.9 77.5 
Depreciation and amortisation 10.7 12.4 11.2 10.7 15.0 16.4 28.0 29.9 

Reversal of impairment losses (21.4) (16.2) 0.0 0.0 0.0 0.0 0.0 0.0 

Change in working capital (8.9) (20.9) (15.9) 3.6 (5.8) 3.8 0.4 (1.9)
Other 10.2 (1.2) (4.1) 21.3 (1.4) (1.5) (1.6) (2.0)
          
Cash flows from investing activities (8.8) (38.8) (180.0) (36.7) (52.3) (54.2) (10.8) (0.6)
Capital expenditures (8.3) (38.7) (18.0) (2.9) (24.9) (30.5) (30.1) (50.2)
Gardabani CCPP investment 0.0 0.0 (51.0) (2.2) 0.0 8.8 (226.0) 20.2 
Loans given to shareholder and state controlled entity 0.0 0.0 (26.7) 1.0 27.7 0.0 0.0 0.0 
Increase in term deposits 0.0 0.0 (84.2) 28.9 40.3 0.0 0.0 29.4 

Other (0.4) (0.1) (0.1) (61.4) (95.4) (32.4) 245.3 0.0 
          
Cash flows from financing activities (9.0) (21.3) 203.6 (23.6) (22.1) (17.6) (21.2) (243.4)

Net borrowings (repayments) (3.9) 0.0 240.0 0.0 (5.8) (0.0) (0.0) (244.1)

Dividends paid (5.1) (4.4) (30.0) (23.2) (16.5) (17.8) (21.3) 0.0 
Other 0.0 (16.9) (6.4) (0.4) 0.2 0.2 0.1 0.7 
          
Net cash inflows (outflows) 27.7 (13.4) 62.6 29.2 (19.4) (2.2) 55.8 (140.6)
Beginning cash balance 4.9 32.5 21.0 86.1 112.0 95.0 92.8 148.5 

FX effects on cash 0.0 0.0 3.3 3.2 0.0 0.0 0.0 0.0 

Foreign currency translation gain (loss) (0.1) 1.9 0.8 (4.6) 2.4 0.0 0.0 (0.0)

Ending cash balance 32.5 21.0 86.1 112.0 95.0 92.8 148.5 8.0 
Source: Company data, Galt & Taggart Research 

 
Financial ratios 

  2010 2011 2012 2013 2014F 2015F 2016F 2017F

Profitability         
ROA(1) 9.9% 21.1% 12.3% 9.5% 7.5% 7.7% 8.7% 12.2%
ROE(1) 14.4% 24.9% 21.2% 20.7% 15.6% 15.3% 16.5% 18.1%
Liquidity and Solvency 
Current ratio 2.8 x 2.0 x 5.6 x 9.3 x 8.9 x 7.1 x 9.8 x 2.3 x 
Quick ratio 2.6 x 1.9 x 5.6 x 9.3 x 8.8 x 7.1 x 9.8 x 2.3 x 
Cash ratio 1.2 x 0.6 x 2.2 x 4.4 x 5.8 x 4.6 x 7.3 x 0.3 x 
Total debt/Equity 0.0 x 0.0 x 1.0 x 0.9 x 0.8 x 0.7 x 0.6 x 0.0 x 
Net debt/Equity (2) (0.1 x) (0.1 x) 0.7 x 0.5 x 0.5 x 0.4 x 0.3 x (0.0 x)
Total debt/EBITDA(1) 0.1 x 0.1 x 3.8 x 3.7 x 3.4 x 3.3 x 2.0 x 0.0 x 
Net debt/EBITDA(1) (2) (0.6 x) (0.2 x) 2.7 x 2.1 x 2.1 x 2.1 x 0.8 x (0.0 x)
Adjusted Net debt /EBITDA(1) (3) (0.6 x) (0.2 x) 1.0 x 1.0 x 1.7 x 1.7 x 0.6 x (0.0 x)
Financial leverage 1.2 x 1.2 x 2.2 x 2.2 x 2.0 x 1.9 x 1.8 x 1.2 x 
Interest coverage(1) 4.3 x 55.4 x 4.6 x 3.3 x 3.3 x 3.3 x 5.3 x 11.6 x 
FFO to total debt(1) 5.2 x 9.7 x 0.2 x 0.3 x 0.2 x 0.3 x 0.4 x nm 
RCF to net debt (2) (1.1 x) 0.9 x 0.4 x 0.2 x (0.1 x) (0.0 x) 0.6 x 67.0 x 
FFO to financial expenses(1) 4.1 x 63.0 x 5.1 x 3.7 x 3.5 x 3.8 x 5.0 x 12.1 x
(1) Calculated without reversal of impairment losses of US$ 23.3mn in FY10 and US$15.7mn in FY11  
(2) Based on call deposits and current accounts in banks as sole cash equivalents  
(3) Including current and non-current term deposits 

Source: Company data, Galt & Taggart Research 
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Disclaimer 
This document is strictly confidential 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 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. 

  
Head of Research 
Ekaterina Gazadze | egazadze@gt.ge 
 
Economist 
Eva Bochorishvili | evabochorishvili@gt.ge 
 
Economist 
Alim Hasanov | ahasanov@gt.ge 
 
Senior Associate 
Giorgi Nakashidze | gnakashidze@gt.ge 
 
Senior Associate 
Giorgi Iremashvili | giremashvili@gt.ge 
 

Analyst 
David Kutidze | dkutidze@gt.ge 
 
Analyst 
David Ninikelashvili | dninikelashvili@gt.ge 

Address: 79 D. Agmashenebeli Avenue, Tbilisi 0102, Georgia 
Tel: + (995) 32 2401 111 
Email: Research@gt.ge 


