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Research Update:

Investment Holding Company Georgia Capital JSC
Assigned 'B+' Rating; Outlook Stable

Overview

e Ceorgia Capital PLC, the parent of Georgia Capital JSC, has conpleted its
separation from BGEO Group PLC, and retained a 19.9% equity stake in Bank
of Georgia Goup PLC

e Georgia Capital JSC issued a $300 million bond for refinancing the debt
of its former parent, and to fund its investee compani es' capita
expendi t ures.

« After the denerger, Georgia Capital has a noderately concentrated
i nvestment portfolio worth about $0.9 billion, with a |oan-to-value (LTV)
rati o of 20% 25% after factoring in a $45 nmillion share buyback program

« W are assigning our 'B+ ratings to Georgia Capital and its senior
unsecured debt.

» The stable outlook reflects our view that Georgia Capital's LTV ratio
will stay bel ow 30% over the next 12 nonths, with stable dividends
all owi ng the conpany to confortably cover its operating and interest
expenses, and no further onlending other than $165 mllion fromthe bond
proceeds.

Rating Action

On July 5, 2018, S&P d obal Ratings assigned its 'B+ long-termissuer credit
rating to Georgi a-based i nvestnent hol di ng conpany Georgia Capital JSC. The
outl ook is stable.

At the sanme tinme, we assigned our 'B+' issue rating to the conpany's $300
mllion senior unsecured bond.

The ratings are in line with the prelinmnary ratings we assigned on Feb. 21
2018 (see "Georgi a-Based Ceorgia Capital JSC Assigned Prelimnary 'B+ Rating;
Qutl ook Stable," on RatingsDirect.)

Rationale

Qur rating reflects Georgia Capital's limted portfolio size and
diversification, as well as its sole exposure to the econom ¢ and busi ness
devel opnent in Georgia (BB-/Stable/B). W expect Georgia Capital to actively
manage its debt so that it nmaintains a naximum LTV ratio of 30%at all tines,
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whi ch includes selling listed assets at a discount if needed. Based on current
mar ket prices, we assess its LTV ratio at about 20% 25% factoring in the $300
mllion senior unsecured bond, and a Georgian lari (GEL) 40 mllion ($16
mllion) guarantee that Georgia Capital issued to secure the debt of
subsidiary Teliani, a beer production business.

Wth a portfolio size of about $0.9 billion, Georgia Capital's investnent
portfolio remains snmaller than that of nany other rated investnent hol ding
conpani es globally, which increases concentration risks. W also take a note
that the market capitalization of both of its |listed assets, Bank of Georgia
(BoG and Georgian Healthcare Group (GHG, which together account for around
half of GC's portfolio value, is now around 18% | ower than when we assigned
the prelimnary rating.

O the bond proceeds, $165 million are designated to be onlent to two investee
conpani es--Ceorgian dobal Uilities (G3UJ) and n2 Real Estate JSC (n2)--to
fund the devel opnent of wi nd power projects and hotel construction. Since the
bond i ssuance, Georgia Capital has already onlent $70 mllion, of which around
$23 million were spent to repay n2's debt, which contained certain unfavorable
covenants. This is unusual for an investment hol ding conpany, given that they
typically don't participate in financing investee conpanies. Such a conm tnent
could reduce willingness to sell shares of the investee conpany, even if
needed to nanage the investnent hol ding conpany's debt. Al so, the bond
docunent ation includes a cross-default clause |inked to material subsidiaries,
with a $25 million threshold, which mght create an incentive for Georgia
Capital to use cash for refinancing investee conmpanies' debt. W also believe
that investnents in investee conpanies' projects entail sone execution risk
and are difficult to finance at a reasonable cost on a stand-al one basis in
the | ocal capital markets.

We are mindful of the $45 nillion share buyback program Georgia Capital has
announced. W understand that the conpany expects to hold the repurchased
shares on its bal ance sheet, and believe the cancellation of these shares

m ght weigh on the LTV ratio. W also factor in the market risk related to

t hese shares even if the conpany continues to hold themon the bal ance sheet.

In addition, Georgia Capital's investee conpanies are solely exposed to
econoni ¢ and business conditions in Georgia, which is a devel opi ng market that
could exhibit significant volatility and is heavily reliant on net foreign
direct investnments. Moreover, in our view, the Georgian econony remains
constrained by relatively |ow per capita income (estimted at $4, 200) and

bal ance- of - paynents vulnerabilities, including Georgia's inport dependence,
hi gh current account deficits, and sizable external debt, which could weigh on
Georgia Capital's growmth potential. However, we generally assess the

macr oecononi ¢ factors as supportive for CGeorgia Capital over the near term

gi ven our expectation of 4.5%real GDP growh in 2018 and 4% in 2019 (conpared
with 5% in 2017) and the country's strong institutional arrangenents for the
regi on. The association agreenment for political association and economc

i ntegration between EU and CGeorgia, which entered into force in 2016, will
likely bolster Georgia' s consunmption of products, such as conpul sory
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third-party insurance.

In our view, |ocal-currency depreciation versus the U S. dollar is a key risk
for Georgia Capital. Its bond is issued in U S. dollars, whereas the cash
flows of its investees are largely in lari, with only sone enbedded natura
hedge supported by the Georgi an econony's generally high | evel of
dollarization. Historically, the lari has denmonstrated | arge sw ngs versus
foreign currencies, which could materially increase Georgia Capital's debt in
I ocal currency and rapidly erode any headroomin the conpany's LTV ratio. The
conpany holds its cash bal ances in foreign currencies, however, which buffers
negati ve exchange-rate fluctuations. W also factor in that GAU s new
renewabl es di vi si on Georgi an Renewabl e Power Conpany JSC (GRPC) benefits from
renewabl e energy purchase power agreenments signed in U S. dollars, and that n2
set its hotel roomprices in U S. dollar equivalent.

We continue to assess Georgia Capital's portfolio as weak, due to its snal
size, its high concentration in three key assets, and the wei ghted average
credit quality of investee conpanies in the 'B category. GHG BoG and G3J,
the three [ argest assets, constitute about 70% of the portfolio. GHG and BoG
are listed on the London Stock Exchange, which we believe provides better
liquidity and, consequently, the ability for Georgia Capital to readily
noneti ze partial stakes if needed to manage its debt |evels. Oher
assets--1like insurance conpany Al dagi and water utility G3J -would take
significantly longer to nonetize if needed, as they are unlisted and 100%
owned. This weighs on our assessment of the portfolio's liquidity.

Additionally, Georgia Capital is a very inportant investment vehicle in
Ceorgia, given that, according to nmanagenent, its investee conpani es' share of
Ceorgia's GDP is about 10% BoG where CGeorgia Capital holds a 19.9% share
after the denerger, has the strongest credit quality anbng Georgia Capital's

i nvest ee compani es, in our assessnent. BoG has a good business position, being
the | argest provider of banking services in Georgia, with a market share of
about 40% W expect that BoG will generate about 30% 40% of Ceorgia Capital's
total dividend stream

GEJ s water unit benefits from having conpleted a | arge investnent program
that should allow it to generate positive cash flows that can be distributed
as dividends to Ceorgia Capital. W expect dividends fromG3J will account for
30% 40% of Ceorgia Capital's total dividend stream At the sanme time, G&U s
GRPC, will require large investnments over the next three to five years.

We also factor in that that GHG of which Georgia Capital holds 57% is
actively expanding in both the pharmaceutical retail segnent, where it
gener at ed about 60% of revenues in 2017, and health care, due to the ramp-up
of the two hospitals renovated through 2016-2017. As a result of these

i nvestments, GHG had financial |everage of about 4x on an S&P d oba

Rati ngs-adj usted basis in 2017. Due to relatively high financial |everage, we
believe GHG s ability to upstreamdividends is limted.

W bel i eve nanagenment has denonstrated an ability to devel op exit
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opportunities, such as the PO of GHG in 2015 (bringing in $110 nmllion),

whi ch was Georgia's third PO overall and its first outside the financial
sector. W also factor in that Georgia Capital in May 2017 sold a 7.2% share
in GHG for $40 million. Consequently, we expect Georgia Capital to gradually
nonetize its shares in GHG and reduce its ownership to below 50% to fund
exi sting or new investnents that could support better portfolio

di versification.

In our base case, we assune:
* Real GDP growth in CGeorgia of 4.5%in 2018, averaging 4.0%in 2019-2020.

* Interest inconme fromonlent funds of about GEL20 nillion annually.
 Dividend inconme of GEL60 nillion-GEL70 nmillion annually.

e (perating expenses at the hol ding conpany |evel of GEL20 nmillion and
i nterest expenses of GEL45 million-CEL50 million per year

e A GEL40 million guarantee issued by Georgia Capital for its Telian
busi ness.

* No further debt incurred at Georgia Capital
* Share buybacks of $45 nmillion in 2018 (GEL113 nmillion).

Based on these assunptions, we arrive at the following credit neasures:
e An LTV ratio of around 23%

* Cash flow adequacy ratio close to 1.1x in 2018 and 2019.

Liquidity

We assess Ceorgia Capital's liquidity as adequate. W estinate that its
sources of liquidity cover sources by above 1.2x starting from June 2018. CQur
calculation factors in the $300 million bond issuance and proceeds fromthe
bond used for refinancing of debt at the holding conpany |evel. W also assune
onl endi ng of $165 million, out of which $70 m|lion have already been onlent.

We believe Georgia Capital has a generally satisfactory standing in credit

mar kets, which is denonstrated by the bond issuance, and that it has sound

rel ati onships with | ocal banks, given its inportant position as a key investor
in the country and through its investnent in BoG

Nevert heless, its ability to refinance debt could be restricted, as the
donestic capital markets are relatively shallow and Georgia Capital has no
conmmitted back-up facilities in place. W understand that managenent has
comitted to keep at least $50 million of cash and equivalents in foreign
currency and that the conmpany has no near-termdebt maturities.

We estimate that principal liquidity sources over the 12 nonths from June 30,

2018, are as foll ows:

 Cash and cash equivalents (nostly sovereign and Georgi an corporate bonds)
of about CEL155 mllion, pro forma the onlending of $165 million, and
including $25 million of own bonds purchased fromthe market; and
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e Dividends fromportfolio conpanies and interest incone of about GEL90
mllion.

We estimate that principal liquidity uses over the sane peri od:
» (perating costs of around GEL20 million

 Interest expenses of approximately GEL45 million-GEL50 million; and

» A GEL113 nmillion ($45 mllion) share buyback announced in June 2018.

The bond docunentation contains a mai ntenance ratio of net debt to adjusted
equity value of below 45% As of March 31, 2018, this ratio was just above
15% with significant headroomw thin these threshol ds.

We also factor in that there is a cross-default clause (with a threshold of
$25 million) with "material subsidiaries" of Georgia Capital, which increases
t he exposure of Ceorgia Capital to the credit risk of its investees. W
understand that currently no subsidiaries are considered naterial. W believe
this creates a strong incentive for Georgia Capital to support G3UJ in case it
i s experiencing financial stress.

Outlook

The stable outl ook reflects our view that that Georgia Capital will actively
manage its LTV ratio so that it remains below 30%in the next 12 nonths. W
al so expect stable dividend flow from BoG and G3J, which should all ow CGeorgia
Capital to confortably cover its operating and interest expenses, and no

onl endi ng other than $165 mllion fromthe bond proceeds.

Downside scenario

We could lower the rating if Georgia Capital's LTV rises above 30%for a

prol onged period and the conpany does not take imediate action, such as asset
sales, to restore bal ance-sheet strength. LTV deterioration would nost |ikely
be the result of a material weakening in equity values or |arge negative
currency fluctuations. Ratings pressure could also result fromnmateria
deterioration of the credit quality of any of Georgia Capital's core

i nvestments, which would erode valuations and increase the |ikelihood of
Georgia Capital having to inject fresh capital for support. We could al so
lower the rating if there are any signs of liquidity or refinancing risks at
the I evel of either Georgia Capital or its investees.

Upside scenario

We could revise the outlook to positive or raise the ratings if Georgia
Capital's portfolio characteristics--such as liquidity, asset quality, and
portfolio diversification--nmaterially inprove. In addition, naterial portfolio
val uation increases resulting in sustained |lower LTV ratios and to which
management conmits to maintaining could support a higher rating. An upgrade
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woul d hinge on mai ntenance of at |east an adequate liquidity profile.

Issue Ratings--Subordination Risk Analysis

Capital structure
GC s capital structure includes the $300 million unsecured bond.

Analytical conclusions

We rate the notes in line with our issuer credit rating on CGeorgia Capital,
because no el enments of subordination risk are present in the capital
structure.

Ratings Score Snapshot

| ssuer Credit Rating: B+ Stable/--
Busi ness risk: Wak

 Country risk: High

e Industry risk: Internediate

* Investment position: Wak

Financial risk: Significant
* Cash flow Leverage: Internediate

Anchor: bb-

Modi fiers

 Liquidity: Adequate (no inpact)

e« Managenent and governance: Fair (no inmpact)

* Conparabl e ratings anal ysis: Negative (-1 notch)

Stand-al one credit profile: b+
e Goup credit profile: b+

e Sovereign rating: BB-

Related Criteria

e Criteria - Corporates - General: Reflecting Subordination Risk In
Corporate |Issue Ratings, March 28, 2018

e Criteria - Corporates - Industrials: Mthodol ogy: |nvestnent Hol ding
Conmpani es, Dec. 1, 2015
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Criteria - Corporates - Ceneral: Mthodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |ssuers, Dec. 16, 2014

Criteria - Corporates - Industrials: Key Credit Factors For The Health
Care Services Industry, April 16, 2014

Criteria - Corporates - Industrials: Key Credit Factors For The
Phar maceutical |ndustry, April 8, 2014

Criteria - Corporates - Industrials: Key Credit Factors For The
Unregul ated Power And Gas Industry, March 28, 2014

Criteria - Corporates - General: Corporate Mthodol ogy, Nov. 19, 2013

Criteria - Corporates - Ceneral: Corporate Methodol ogy: Ratios And
Adj ust nents, Nov. 19, 2013

General Criteria: Ratings Above The Sovereign--Corporate And Cover nnent
Rati ngs: Met hodol ogy And Assunptions, Nov. 19, 2013

Ceneral Criteria: Methodology: Industry Risk, Nov. 19, 2013

Ceneral Criteria: Country Ri sk Assessnment Met hodol ogy And Assunpti ons,
Nov. 19, 2013

Criteria - Corporates - Utilities: Key Credit Factors For The Regul at ed
Uilities Industry, Nov. 19, 2013

General Criteria: Methodol ogy: Managenment And CGovernance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

Criteria - Financial Institutions - Banks: Banks: Rating Methodol ogy And
Assunptions, Nov. 9, 2011

Criteria - Financial Institutions - Banks: Banking Industry Country R sk
Assessment Met hodol ogy And Assunptions, Nov. 9, 2011

Criteria - Financial Institutions - Banks: Bank Capital Methodol ogy And
Assunptions, Dec. 6, 2010

Ceneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

Related Research

e Ceorgi a-Based Georgia Capital JSC Assigned Prelimnary 'B+ Rating;
Qutl ook Stable, Feb. 21, 2018

Ratings List

New Rat i ng
JSC Ceorgia Capital

| ssuer Credit Rating B+/ St abl e/ - -
Seni or Unsecur ed B+
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Additional Contact:
Industrial Ratings Europe; Corporate_Admin_London@spglobal.com

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors. com for further

i nformati on. Conplete ratings information is available to subscribers of

Rati ngsDirect at ww. capitalig.com Al ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the followi ng S& d obal Ratings nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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