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Georgia's Tourism Sector

Tourism Market Watch

The first international branded hotel in Kutaisi opened its doors in March 2017. The 3-star
Best Western hotel in Kutaisi features 45 hotel rooms. The midscale brand is already present in
the capital, with a 48-room hotel that opened in 2014. There are three more Best Western hotels
in the pipeline for 2017 — Executive Residency in Gonio, VIB in Batumi, and Best Western Plus
in Bakuriani. Kutaisi, the second biggest city in Georgia, is lacking in accommodation supply,
with only 1,065 rooms and 120 accommodation units available, most of which are family hotels
and guesthouses. Notably, this year Kutaisi will host the 2017 World Rugby Under 20
Championship, to be held May 31st through June 18,

Georgian Railway has started the construction of a new rail station near the Kutaisi
International Airport. The project entails connecting the Kutaisi International Airport with the
main railway line, so passengers can travel by rail from the airport to various parts of the
country. There are also several hotel projects planned in the airport’s vicinity, which will alleviate
the accommodation problem for late night arrivals. The number of international arrivals at the
Kutaisi international Airport was up 62.6% y/y in 1Q17 to over 17,000, after 53.7% yly growth to
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Key indicators

International arrivals, 2016 6,350,825
Tourist arrivals, 2016 2,714,773
Tourism receipts to GDP, 2016 15.1%

Visa-free regime 94 countries

Direct flight routes out of Georgia 53
Carriers servicing Georgia 29
Accommodation units 1,820
Rooms 25,236

Source: NBG, GNTA, Ministry of Foreign Affairs, Georgian Civil Aviation Agency

Table 1: Visitors by country, ‘000

almost 91,000 international visitors in 2016. Country 1Q17 yly growth
Azerbaijan 368 4.2%
Travel inflows were up 11.9% yly to US$ 2.2bn in 2016, accounting for 15.1% of GDP, up Armenia 264 15.2%
from 13.9% in 2015. The share of tourism revenues in service exports has been on the rise, Turkey 236 -14.0%
reaching 64.7% of service exports in 2016, up from 61.8% in 2015. Foreign card operations of ~Russia 186 28.1%
international travelers were up 11.4% yly to GEL 1.6bn in 2016 and up 33.9% yly to GEL Iran 56 236.8%
293.0mn in 2M17. Ukraine 34 17.3%
India 12 151.5%
The value added from tourism increased 11.8% yly to GEL 2.1bn in 2016, accounting for Israel 8 80.4%
7.0% of GDP, up from 6.7% in 2015. The transport segment was the main driver (+22.7% yly), Kazakhstan 8 19.7%
contributing 5.5ppts to the overall growth and making up 26.5% of tourism-related services. Philippines 6 36.9%
Travel service agencies hold the biggest share (34.1%), but that segment was stagnant (-0.4% Germany 6 27.5%
yly) in 2016. In US$ terms, value added from tourism increased by 7.3% yly to US$ 870.5mn.  USA 6 9.5%
FDI in the hotels and restaurants sector was down 20.2% yfy to US$ 110.8mn in 2016 and  Uzbekistan 5 146.6%
accounted for 6.7% of total FDI. Poland 5 33.8%
Belarus 4 18.3%
Others 64 25.4%
Total 1,266 11.4%
Source: GNTA
Figure 1: Share of tourism in Georgia's GDP Figure 2: International travel inflows
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International Arrivals to Georgia

The number of international arrivals was up 13.1% yly to 0.51mn in March 2017. Out of the
top five source markets, there was strong growth from Armenia (+11.2% yly), Azerbaijan
(+11.1% vyly), Russia (+16.3% yly), and Ukraine (+16.5% yly). The number of arrivals from
Turkey was down (-17.3% yly), largely due to the maintenance works at the Sarpi customs
clearance, which have led to long delays in crossing the border. Arrivals from the EU were up
9.5% yly to over 15,000 visitors.

The number of international arrivals was up 11.4% yly to 1.27mn visitors in 1Q17. The
number of visitors increased from all major countries except for Turkey (-14.0% y/y). Armenia
(+15.2% yly) and Russia (+28.1% yly) were the largest contributors to overall growth, with
Ukraine also posting double-digit growth (+17.3% yly). The number of visitors from Azerbaijan
posted a modest increase of 4.2% yly from the high base of 1Q16 (+24.6% yly).

While the top four source markets accounted for 83.2% of international arrivals in 1Q17,
secondary source markets also posted robust performances. The number of Indian visitors
was up 2.5x to almost 12,000, while the number of Israeli visitors increased 80.4% yly to over
8,000 visitors. Arrivals from the EU were up 16.2% yly in 1Q17 to almost 39,000 visitors, with
Germany (+27.5% yly), Poland (+33.8% yly), and United Kingdom (+16.3% yly) driving the
growth. After an almost six-fold increase in the number of Iranian visitors in 2016, solid growth
persisted into March 2017, with a 194.8% yly increase to more than 40,000 arrivals. 129
chartered flights were added by Georgian and Iranian carriers March 17t through April 4%, as
Iranian visitors celebrated Novruz Bairam in Georgia.

Figure 3: Visitors by country, mn Figure 4: Visitors by country, mn
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The tourist category continues to drive arrival growth in March 2017. The number of
overnight visitors (‘tourist’ category) was up 28.6% y/y and accounted for 43.0% of total
international arrivals. Same-day arrivals were down 0.6% yly, while the number of transit
visitors was up 14.3% yly in March 2017. The number of tourist arrivals is up 25.7% yly to
0.51mn in 1Q17, compared to 0.41mn in 1Q16. The number of same-day visitors is down
1.6% yly, while the number of transit visitors is up 17.5% yly in 1Q17.

Figure 5: Visitors by type, mn
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Figure 6: Visitors by type, mn
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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 faimess, 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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