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Georgian Oil and Gas Corporation

1H16 update

GOGC released 1H16 unaudited results. Revenue increased 30.6% yly, boosted by
electricity sales, which commenced in 3Q15. Operating expenses, dominated by cost
of gas, increased 15.0% yly. As a result, adjusted EBITDA almost doubled,
compared to the same period last year, reaching US$ 47.0mn. Strengthening of GEL
against US$ between end-15 and 1H16 led to a US$ 3.8mn non-cash FX gain, which
boosted net income to US$ 40.4mn. Construction of Gardabani CCPP Il is expected
to start in 2017. The gas storage reservoir project has entered the second phase of
the feasibility study, with construction expected to commence in early 2018.

The addition of electricity sales (US$ 37.0mn) from Gardabani CCPP drove 30.6%
yly growth in revenue to US$ 140.6mn in 1H16. Sale of electricity seized a sizable
26.3% share in revenue, diversifying the top line. Sale of gas declined 4.8% yly in US$
terms, as volume decreased 5.9% y/y to 686 mmcm in 1H16. Rent of pipelines and oil
transportation revenues shrank 13.1% yly to US$ 13.4mn and 5.7% yly to US$ 3.9mn,
respectively. Oil trading, a new business line for GOGC, yielded US$ 1.0mn in
revenue, generated by providing logistical services for the transportation of Turkmen
crude oil from Baku to Batumi.

Figure 1: Revenue, US$
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Figure 2: 1H16 revenue composition
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Figure 3: Georgian Eurobond universe
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Figure 4: Georgian Eurobonds
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Table 1: Key financials (US$ ‘'000) and margins

1H15 1H16 Change, yly
Revenue 107,630.2  140,552.4 30.6%
Gross profit 30,081.6 55,903.0 85.8%
Gross profit margin 27.9% 39.8% 1,190bps
EBITDA 26,779.7 53,727.7 100.6%
EBITDA margin 24.9% 38.2% 1,330bps
Adjusted EBITDA 24,4154 47,004.1 92.5%
Adjusted EBITDA margin 22.7% 33.4% 1,070bps
EBIT 22,280.7 46,416.3 108.3%
EBIT margin 20.7% 33.0% 1,230bps
Net income 1,372.5 40,4032  2,843.8%
Net profit margin 1.3% 28.7% 2,740bps
Assets 610,857.1  653,053.7 6.9%
Equity 301,373.5  340,966.3 13.1%
Liabilities 309,483.2  312,087.0 0.8%
Source: Company data
US$-GEL 1H12 1H13 1H14 1H15 1H16
Period-end 1.64 1.65 1.77 2.25 2.37
Average 1.65 1.65 1.76 2.18 2.32
Source: NBG

Please refer to important disclaimers on the final page of this document.
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1H16 operating expenses increased 15.0% yly to US$ 100.9mn, on the back of a
9.2% yly increase in cost of gas. The latter includes cost of gas used in electricity
generation, in addition to cost of gas sold. Cost of gas sold decreased 10.7% yly to
US$ 69.2mn, driven by the drop in average purchase price of gas, per the amendment
(effective Mar-16) to the SOCAR Sales and Purchase Agreement (for additional gas
volumes up to 350 mmcm). The amendment changed the pre-existing fixed purchase
price to a price determined by calculating the weighted average price of oil and certain
oil products. Although relatively minor on an absolute basis, personnel costs increased
41.8% yly to US$ 3.2mn in 1H16, largely due to Gardabani CCPP’s personnel costs.

Figure 5: Operating expenses, US$ Figure 6: 1H16 operating expenses composition
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Sale of electricity, coupled with savings in cost of gas, pushed up 1H16 adjusted
EBITDA to US$ 47.0mn, up 92.5% yly. The adjusted EBITDA margin improved from
22.7% in 1H15 to 33.4% in 1H16. All other profitability margins also improved in 1H16,
compared to the same period last year.

Figure 7: Income statement highlights, US$ Figure 8: Profitability margins
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In 1H16, operating cash flows were at US$ 45.6mn, compared to a negative
figure (US$ -13.4mn) in 1H15. In addition to the boost from electricity sales, savings
in cost of gas had a positive impact on the increase in operating cash flows.

On the investing side, GOGC granted a US$ 10.0mn loan to Georgian Energy
Development Fund (GEDF), a state-owned entity promoting the development of
renewable energy sources. Per company guidance, the loan is expected to be repaid
by end-16. In 1H16, GOGC also made a US$ 3.8mn equity investment in Kartli Wind
Power Station LLC, a subsidiary of GEDF, after a US$ 2.4mn equity investment in
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2015. Kartli Wind Power Station LLC will construct the first wind power station in
Georgia, with a capacity of 20.7 MW, to be completed by the end of Sep-16.

In Apr-16, GOGC refinanced its outstanding GEOROG 05/17 US$ 250.0mn
Eurobond with a new US$ 250.0mn Eurobond maturing in 5 years. Approximately
80% of the outstanding bonds have been purchased by GOGC, while the rest remain
to be redeemed in May 2017. In 1H16, GOGC paid its 2015 dividend in the amount of
US$ 5.5mn.

On the back of higher adjusted EBITDA, the adjusted EBITDA coverage ratio
doubled, compared to the same period last year, reaching 4.8x.

Figure 9: Cash flows, US$ Figure 10: Adjusted EBITDA coverage ratio
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Notably, as of 1H16, the accounts receivable balance was up 96.9% yly. SOCAR
Gas Export-Import, which purchases gas from GOGC for distribution to end
customers, accounts for the lion’s share of the balance. Per company guidance, the
balance is expected to gradually decrease over the next nine months.
Figure 11: Cash conversion highlights, US$ Figure 12: Asset composition, 1H16
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We expect end-2016 net debt-to-adjusted EBITDA to come in at 1.5x, well below
the Eurobond covenant of 3.5x, on the back of significant expected growth in
adjusted EBITDA and lower capital spending in FY16.
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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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