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Executive Summary

Accelerating growth of GDP and household expenditure has
driven demand for retail real estate in Thilisi over recent
years.

During the last decade the Georgian economy has made
significant progress, which has been reflected in GDP and
average salary growth of 3.13 and 6.14 times respectively.

Along with the development of GDP and the retail trade sector,
annual per capita retail expenditure has been growing during the
last decade. Per capita retail spending has doubled from GEL
591 in 2005 to GEL 1,218 (around USD 700) in 2011. The share
of spending on food is very high (60% in 2013), but there is clear
evidence that this is decreasing (65% in 2011).

This growth has resulted in increased demand for retail space.
Together with the number of new international brand entries in
recent years, existing retailers are expanding their branches
throughout the country. The fastest growing sectors include fast
food retailers, supermarkets and fashion brands.

Supply of modern shopping centres rises but still remains
far behind the CEE average.

The total amount of retail space in the three main Georgian cities
amounts to around 1.1 million sgm, out of which 80% is
concentrated in Thilisi, 11% and 9% in Batumi and Kutaisi
respectively.

During the last two years the total volume of shopping centre
supply in Georgia grew by 28% approximately and currently
amounts to 292,000 sgm. Growth has mainly been driven by
developments in the capital, Thilisi. After the opening of the
countryoés first | arge modern
major scheme (East Point) will start operations at the beginning of
next year.

Shopping centre supply in Georgia will rise by 42% in 2015 and
by 10% in 2016. Despite this, the country will still remain far
behind the CEE average level of shopping centre supply.

Prime rents in Thilisi stand below the CEE average, while
yields exceed average CEE figures significantly.

The prime high street rent in Thilisi is around USD 60 per sgqm,
which exceeds several Eastern European cities (Tallinn, Riga,
Sofia, Tirana, Vilnius, Bratislava), but is 27% less than the
average CEE figure.

The prime shopping centre rent in Thilisi exceeds only Zagreb
and Sofia figures and equals USD 40 per sgm, which is around
half of the CEE average.

The estimated prime retail yield in Thilisi is 13% for shopping
centres and 12% for street retail, which exceeds average CEE
figures (8.6% and 9.1%) significantly.

The shopping centre vacancy rate in Thilisi is declining
gradually and street retail vacancy has not changed
noticeably.

At the end of H1 2014 the average shopping centre vacancy rate
in Thilisi stands at around 19%, which is declining gradually after
the highest rate in H1 2012 (29%), when the biggest shopping
centre - Thilisi Mall - was opened.

In the first half of 2015 another large shopping centre i East
Point - will be opened, almost 70% of which, is pre-leased.

The average vacancy rate for street retail is more stable than for
shopping centres. At the end of H1 2014 it equals 11%.

The retail real estate market in Batumi and Kutaisi is in a
very early stage of development

Batumi Plaza is the only shopping centre (approximately 8,000
sgm T around 6% of total retail space) in Batumi, but in the next
two years supply will increase more than three times in the city.
The average rent in Batumi is around USD 11-14 per sgm.

During the last two years several small-sized shopping centres

m averé opénad ir2Koitaist with atotal amownt of GUA 23|000,sqgmt he n e

and the share of shopping centre space in total retail space
supply reached 25%. By the end of 2014, average retail rents in
Kutaisi varies between USD 14-15 per sgm.

International brands are currently poorly represented in Batumi
and Kutaisi, but some retailers plan to expand their chains in
these cities during next few years.
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Georgia i Country Profile

Introduction

Georgia is located between Asia and Europe and occupies a land area of 69,700 sq. km. It
neighbours Turkey to the southwest, Azerbaijan to the east, Russia to the north and Armenia
to the south.

Georgia declared independence on 9 April 1991, following the dissolution of the Soviet Union.

Economy

Georgia achieved robust economic growth between 2003-2014, averaging 6.3 percent
annually, following structural reforms that stimulated capital inflows and investment. The
reforms helped to improve the business environment, strengthened public finances, upgraded
infrastructure facilities and liberalized trade. Growth was also supported by increased foreign
direct investments (FDI) and was driven by capital accumulation and sound use of excess
capacity rather than by net job creation, with productivity gains concentrated mainly in the
non-tradable sectors. GDP per capita increased from $919 in 2003 to $3,763 in 2014 (in
current prices, 2014 - preliminary data). GDP growth rate amounted to 4.7% in 2014.
According to IMF, Georgia has one of the highest forecasted GDP growth rates among
Eastern European countries and its neighbors during 2014-2015. Major foreign investors in
Georgia include: BP, Socar, Heidelberg Cement, RAKIA Group and MAF.

Government

Georgia is a democratic, Presidential-Parliamentary republic whereby the President is the

Head of State and the Prime Minister is the Head of Government.

As a result of the presidential elections held on October 27, 2013, Giorgi Margvelashvili was

el ected as the president from the coalition
was established in November, headed by Irakli Gharibashuvili.

According to the declared strategy, joining the EU and NATO are among the country's top
foreign policy objectives.

Tax system

To enhance Georgiads I nvestment & Business
overhauled its tax system since 2004. By implementing a liberal reform agenda, Georgia has
simplified its processes and has reduced the number of taxes from 21 in 2004 to only 6 today.
Value Added Tax (from 20% has been reduced to 18%)

Income Tax (20%)

Profit Tax (corporate tax 20% has been reduced to 15%)

Excise

Property Tax (1%)

Customs Tax (0%, 5% or 12%)

These improvements have made Georgia one of the most attractive tax regimes globally. In
2009, Forbes Magazine designated Georgiaasthefi 4t h L eBusiénedICauntryo .
Since 2008 Georgia has initiated and concluded Avoidance of Double Taxation Agreements
with its major trade partners. Currently, Georgia has 46 active agreements. Additional reforms
are projected to decrease tax rates even further in the next few years.

o 3o To o o I

Population

The Georgian population is approximately 4.49 million. This figure has grown since 2006 by
2%. About 54% of the total population lives in urban areas and the urbanization rate has been
increasing since 2006.

83.8% of the Georgian population are Georgians by ethnic origin. The second largest share -
6.5% are Azeri, followed by Armenians i 5.7% and Russians i 1.5%.

Recent Developments
In June of 2014, the Association Agreement between Georgia and the European Union was
signed. This agreement aims to expand political and economic relations between Georgia and

the European Union and to gradually integra
market.
Georgiaodos international ratings has been re

A Standar d &-Sble(Abrsed inBI&y 2014)
A Moodyds: Ba3 Positive (Affirmed in
A Fitch Rating: BB- Positive (Affirmed in October 2014)
The Heritage Foundation ranked Georgia the 22" among 178 countries in Economic
Freedom Ranking.
In the World Bankds fAEase of Doi nghdBtoftieness
surveyed 189 economies. In the same ranking in 2006 Georgia held the 100t position.
According to the Global Peace Index (GPI) issued by Institute for Economics and Peace (IEP)
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in 2015, Georgia is fourth safest country.in the World. . : .
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Key Socio-Economic
Indicators 2010 2011 2012 2013 2014F
Area 69 700 sq. km
Population 2014 4.49 min
Capital Thilisi
Currency (code) Lari (GEL)
P CRCUTEITL L 11,636 14,438 15,846 16140 | 16.890*
GDP - Real Growth Rate 6.2% 7.2% 6.4% 3.3% 4.7%*
GDP _- Per Capita 2013 $2,623 $3,231 $3,523 $3,600 $3,763*
';J';g;’;)r S (R 7.1% 8.5% -0.9% -0.5% 3.1%
Unemployment rate 16.3% 15.1% 15% 14.6% N/A
Total exports (min. USD)-FOB $1,677 $2,189 $2,375 $2,908 $2,861*
Total imports (mIn. USD)-CIF $5,257 $7,058 $7,902 $7,885 $8,596*
Trade surplus/deficit 2013
(min. USD) FOB-CIF (3,580) (4,869) (5,527) (4,977) (5,735)*
Exchange rate - USD/GEL 1.7826 1.6860 1.6513 1.6634 1.7659
Exchange rate - EUR/GEL 2.3644 2.3473 2.1232 2.2094 2.3462
*Preliminary data
Source: www.geostat.ge www.nbg.ge www.imf.org
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Georgiai Country Profile

Business and Investment Environment

Georgian government efforts to reduce corruption in public and private
sectors have significantly i mproved
Doing Business Survey. By the latest survey it stands on 15% position
among 189 countries. Georgia ranks as 1%t in property registration, 3" in
dealing with construction permits, 5t in starting a business and 7t in getting
the credit.

Among transitional economies, Georgia has improved its ranking in the
Corruption Perception Index from 85 to 50 in the years 2002-2005. The
Georgian tax system was simplified, customs duties were reduced and
procedures for granting licenses and permits were simplified. According to
Forbes, Georgia was ranked as 4™ least tax burden country in 2008.

At present Georgia enjoys free trade agreement with Turkey and nearly all
CIS countries. Georgia is eligible for Most Favored Nation (MFN) treatment
from all the WTO member states and is the member of WTO since

2000. Georgia has been granted a Generalized Scheme of Preferences
(GSP) treatment by the following countries: the EU, the USA, Japan,
Canada, Switzerland and Norway.

The Association Agreement between Georgia and the European Union,
signed in June 2014, includes the setting up of a Deep and Comprehensive
Free Trade Area (DCFTA). The DCFTA has been enacted since September
2014, therefore products or services produced in Georgia can freely access
to the EU market with more than 500 million consumers. DCFTA will
contribute to economic growth, integration with world markets and global
supply chains, and will open new prospects for Georgia and for
entrepreneurs doing business in our country.

In 2015, the Government of Georgia began negotiations on signing the Free
trade Agreement with the European Free Trade Association (EFTA) that
unities Switzerland, Norway, Island and Lichtenstein. After the signing an
agreement with the EFTA, market of high purchasing value will open for the
Georgian products and services that unities 4 countries and more that 13
million customers.

Legal System

The Constitution, adopted in 1995, sets out the structure of the national
government as well as its powers and functions. The powers of government
are divided into three branches i legislative, executive and judicial.

The court system in Georgia has three branches: Courts of First Instance

i D Y

It is believed thatlong-t er m gr owt h wi | |

state for pipelines. Three pipelines currently exist:

stem

de dhedaka-Supsarpipelikei (BPE-Geongiart Ripeline/Comphny) riBsagik 6 s

km from Baku to Supsa (444 km in Azerbaijan and 370 km in Georgia)
and transports "early oil" from the Caspian Sea region.

A The Baku-Thilisi-Ceyhan (BTC) oil pipeline extends 1,750 km across
Azerbaijan, Georgia and Turkey and is designed to transport up to one
million barrels of Azeri oil per day. The oil is transported via Georgia to
the Turkish port of Ceyhan.

A The South Caucasus Pipeline (SCP) System project was completed in

late 2006. The initial capacity of the pipeline is 8.8 billion cubic meters
(bcm) of gas per year and, after 2017, its capacity could be expanded to
20 bcm per year. As part of the transit payment, Georgia will receive 5%
of the volume of natural gas transited from Azerbaijan to Turkey. One
of the main partner and operator of the project is BP.
Four airports with a total capacity of 3,100 passengers per hour, serve the
country in Thilisi, Batumi, Kutaisi and Mestia. The total length of railway
amounts 1,612 km, with capacity of 3.3 million passengers per year and the
length of roadways amounts 19,109 km. Completion of the Baku-Thilisi-Kars
(BTK) railway in 2015 will also stimulate advancement of Georgian Railway.
Major sea ports are located in Poti and Batumi. The Government of Georgia
strives to enhance port infrastructure. For this purpose, particular
importance is attached to the construction of the new Deep Sea port in
Anaklia. Construction of the new port is strategically important and shall
result in significant increase in cargo turnover through Georgia.

Energy

Georgia has a developed, stable and reliable energy sector but efforts are
required to improve the efficiency in domestic energy use. The most
promising source of additional energy generation is hydropower and the
Government is focused on securing private investments for the construction
of new hydropower stations.

In 2012 9.694 billion kWh was produced in Georgia and consumption
amounted 9.379 billion kWh.

With a large number of planned investments in energy sector it is expected
that Georgia will be fully energy self-sufficient by the year 2020.

Rankings on the ease of doing business

(District or City Courts), Appellate Courts and the Supreme Court. First 70 62 63
Instance Courts have jurisdiction over all civil, criminal and administrative 60 51 2°
cases. Decisions from First Instance Courts may be appealed to the 50 45 48
Appellate Courts and, from there, to the Supreme Court. 40 32 38
The Constitutional Court of Georgia is the sole organ of constitutional o - 27
jurisdiction of Georgia. - 14 15 17
As an alternative to litigation, Georgia allows for third party arbitration. 7
Georgian law also allows foreign companies to include provisions in their 101 [ I I I I I
contracts (including those with Georgian entities) that allow for arbitration by g : b 8 0 0 0 2 > TR A
international arbitration institutions. &£ o &P S «\@96 & & & & & C}bo‘
P F TG T @ T o S e° SR\

Infrastructure & Transport NY <
Located on the shortest route between Europe and Asia, Georgiads transport
system is a key link in the historic PSFewwdgngbysgessgrg
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Retail Market Fundamentals

With 9% of national gross output in 2013, retail trade is the
largest economic sector in Georgia. Output has been increasing
steadily since 2009, with average annual growth of 11.8%.
Including wholesale trade, fuel and repairs, the entire trade sector
accounts for 17.3% of national GDP, illustrating its importance to
the economy of the country. Employment in the sector is 117,343
around 23% of total employment in Georgia.

With its 81% share, Thilisi has a dominating position in the trade
economy of Georgia. The sector accounts for around 27% of
Thilisi GDP. The average growth rate of the trade sector in Thilisi
was 20% during last three years. Adjara and Imereti are another
large regions of trade with 5% and 4% of trade sector in Georgia
respectively.

Along with the development of the retail trade sector, annual per
capita retail expenditure has been growing during last decade.
Per capita retail spending has doubled from GEL 591 in 2005 to
GEL 1,218 (‘around USD 700) in 2011. In international
comparison, this looks still very low, which is also reflected in its
structure. The share of spending on food is very high (60% in
2013), but there is clear evidence that this is decreasing (65% in
2011).

Gross output in retail trade (million GEL)

2,500

2,147
1,970
2,000 sil
1,538
1,500 HgE
1,000
500
0
2009 2010 2011 2012 2013

mRetail trade, excluding trade of motor vehicles and motorcycles

Source: National Statistics Office of Georgia

Retail trade in Georgia 2013
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Source: National Statistics Office of Georgia

Average annual spending per capita (GEL)
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Source: National Statistics Office of Georgia

Consumer spending pattern in Georgia

2013
Clothes and
footwear
3%
Household
goods
3%
Food,
Other beverages,
spending tobacco
58% 25%
Other
retail
spending

11%

Source: National Statistics Office of Georgia
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