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Ministry of Energy will be allocated GEL 121mn (-10.4% yly) according to 2017 Electricity market highlights

draft budget. 74.4% of total, GEL 90mn (~US$ 40mn), will go to the construction

S . . Lo . i i icity i i * USc 4.3 /kWh
and rehabilitation of strategically important transmission infrastructure. According to ~ 2/n¢ing price of electricily in Georgia, August™ ¢
N ) Market clearing price of electricity in Turkey, August USc 5.7/ kWh
the draft budget, transmission infrastructure development is to be financed through Average import price for electricity, August USc 5.2/ KWh
debt from IFls. One of the largest projects planned for 2017 in terms of project costis vy cnange in domestic consumption in kWh, 8M16 3.8%
the 220 kV Akhaltsikhe-Batumi transmission line, with an estimated cost of GEL vy change in exports in kWh, 8M16 5.4%
45.6mn (~US$ 20mn), financed by the World Bank. Notably, the budget is Y/ change in exports to Turkey in kWh, 8M16 -15.9%
preliminary and subject to revision. *Average exchange rates in July GEL/USS = 2.3187; TRY/USS= 2.9629

Note: average export price excluded from this report, awaiting further data.
Mr. Kakha Kaladze resigned from his post as the Minister of Energy, leaving
Mr. llia Eloshvili as his successor. Georgian law requires all state ministers, except the Prime Minister, to step down from active duty if they are running for
parliament in the elections. Campaigning with the Georgian Dream, Mr. Kaladze could no longer hold his ministerial post. Mr. Eloshvili has been with the
Ministry since 2012, serving as the Deputy Minister of Energy.

The regulator aims to incentivize service quality improvement by gas, electricity, and water utilities. Newly adopted Service Quality Rules (‘the
Rules”) provide quality standards for utilities and will go into force on January 1, 2017. The Rules dictate standard response times to customer complaints
and requests. They also require notifying subscribers about planned service interruptions and outline a clear timeframe for handling unplanned outages.
When a utility company cannot resolve an unplanned outage in less than 12 hours, it must submit a detailed explanation to the commission. If customer
complaints/requests are not satisfied within a specified timeframe, the customers are automatically reimbursed according to common standards. The Rules
reward utilities that deliver superior performance across three pillars — out-of-service notifications, handling unplanned outages, and timely response at the
utility call center — by increasing their regulatory cost base, which translates into increased revenue for the utilities.

Agreements were signed at the end of September for the development of the 230 MW Gardabani-2 CCTP. An implementation agreement was signed
by Gardabani Thermal Power Plant-2, GOGC, and ESCO. An EPC agreement was signed by Gardabani Thermal Power Plant-2 and China Tianchen
Engineering Corporation (TCC). Construction of the CCTP will be funded by equity from GOGC and debt from Chinese banks, with negotiations on bank
financing still ongoing, according to GOGC. The debt will be issued to the Gardabani Thermal Power Plant-2 SPV (fully owned by GOGC). The plant is
expected to be commissioned in 2020.

A total of 320.1 MW of installed capacity is expected to come online by early 2017. The 4.4 MW Saguramo HPP hit the grid mid-September. Next in line
is the 20.7 MW Qartli WPP, expected to commence operations in test regime by the end of October. Total project cost amounted to US$ 30mn, with US$
24mn financed through a loan from EBRD. Qartli WPP has a 10-year, 12-month guaranteed PPA with ESCO at a purchase price of USc 6.89/kWh. 108 MW
Dariali and 187 MW Shuakhevi HPPs are expected to be commissioned shortly thereafter. Dariali HPP has a guaranteed off-take tariff of USc 6.5/kWh
November through April for a period of 10 years. The terms of the Shuakhevi PPA remain confidential. While all newly built HPPs have priority access to
cross-border transmission lines, the current summer capacity is already allocated to Paravani. If the 320 MW of new installed capacity hits the grid as
expected in 2017 and generators decide to export to Turkey, the capped export capacity will become a constraint, unless the cap is removed by the Turkish
side.

The rehabilitation of one of Georgia’s strategically important substations, the Ksani SS, has been completed by Siemens Austria. The project cost
EUR 9.9mn and was debt-financed by ADB. Ksani SS is key to strengthening the national grid, as it is one of the main 500/220 kV substations servicing high
and medium voltage lines, including Kartli-1 (Ksani-Gardabani), Kartli-2 (Zestaponi-Ksani), and Mukhrani (Ksani-Marneuli) 500 kV overhead lines.

A 20-year intergovernmental agreement between Turkey and Georgia in the energy sector went into effect in September 2016. The agreement
envisages bilateral collaboration towards advancing the regional electricity market, including enhanced trans-border infrastructure (400 kV Akhaltsikhe-
Tortum and 150 kV Batumi-Muratli), sharing of experience, and promotion of green energy. The working group that was created under the charter is
supposed to develop an action plan by the end of 2016. The action plan will include a detailed roadmap on how Turkey and Georgia will develop the
necessary trans-border infrastructure to enhance trade potential and facilitate development of longer term international off-take agreements that would be in
compliance with ENTSO-E standards. Georgia and Turkey also plan to coordinate efforts on synchronizing Georgia’s export capacity auctions.
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Electricity Consumption, Exports, and Generation

Domestic consumption increased 8.1% yly in August 2016, with DNOs being the major growth drivers. DNO consumption increased 7.2% yly, with
the greater Thilisi area (Telasi subscribers) posting an outsized 22.3% yly growth rate. Usage of Energo-Pro subscribers was flat (+0.3% y/y), while Kakheti
Energy Distribution usage was up 6.4% yly. Consumption of eligible consumers was up 11.3% yly, albeit from a very low base in August 2015 (-53.6% y/y).
Consumption of Georgian Manganese drove the growth, with consumption up 25.3% yly. Notably, GM’s consumption is still 41.9% lower than the August
2014 level. Consumption of the Abkhazian region was up 12.9% yly. Electricity exports increased 13.3% yly in August 2016, with Turkey the only importer.
According to the data from GCAT (GSE capacity auction), the entire export capacity was allocated to Georgia Urban Energy (Paravani HPP). In addition to
exports, a significant amount of electricity transit (138.7 GWh) took place from Azerbaijan to Turkey. Transit fees go to GSE, the transmission system
operator.

Figure 1: Domestic electricity consumption and export, GWh Figure 2: Electricity consumption, Abkhazian Region (GWh)
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Domestic consumption needs were met almost entirely by domestic hydrogeneration in August 2016. Total generation was up 11.0% y/y, with
generation by Enguri and Vardnili up 16.3% yly and other regulated HPPs up 19.9% yly. Generation by deregulated HPPs increased 5.6% yly. TPP
generation in July 2016 was down 33.9% yly, as hydrogeneration was enough to meet the increased demand in the grid. 76.0% of TPP-generated electricity
was provided by Gardabani CCPP (USc 2.8/kWh) and the rest by G-Power (USc 3.7/kWh). Gardabani CCPP also provided guaranteed capacity for all of
August (31 days), along with Unit 3 (31 days) and Unit 4 (2 days). Unit 9 and G-Power, on the other hand, had no stand-by days in August. The guaranteed
capacity fee increased 361.3% y/y to USc 0.71/kWh.

Figure 3: Electricity generation, import, and domestic consumption, Figure 4: Hydro generation, GWh
GWh
1,200 1,200
1,000 1,000 7.5%
1.9%
8.3%
800 800 2.4% 4.2% 4.8% -
400 400
67.5% 0 0 61.4%
200 200 70.0% 54.8% 63.4% 61.5%
0 0
Aug-11 Aug-12 Aug-13 Aug-14 Aug-15 Aug-16 Aug-11 Aug-12  Aug-13  Aug-14  Aug-15  Aug-16
] —+— Generation
HPPs . . ® Enguri and Vardnili = Other regulated HPPs = Deregulated HPPs
= TPPs —+— Domestic consumption
Imports
Source: ESCO Source: ESCO

Electricity Prices in Georgia and Turkey

Market clearing prices in Turkey were flat compared to August 2015, competitively priced against Georgian wholesale market prices. The weighted
average wholesale price in Georgia was at USc 4.3/kWh (-26.7% yly), while the Turkish market clearing price was at USc 5.7/kWh. 3.2% of total electricity
supplied to the grid was traded through the market operator, with the rest was traded through bilateral contracts. Import prices decreased 18.2% yly to USc
5.2/kWh, with 100% of imports (10.5 GWh) coming from Azerbaijan.
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Figure 5: Electricity prices in Georgia and Turkey, USc/kWh
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Figure 6: Average prices for imports and exports, USc/kWh
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*Average export price excluded from this report, awaiting further data.
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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 fairess, 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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