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Executive Summary

The Real Estate sector used to be one of the fastest developing sectors of the Georgian economy, accounting for approximately
5.3%o0f Ge o r gGD®it 2008 compared to 6.7%in 2007 and 6.9%in 2006. In 2009 transactions in the real estate market shows
stable performance and the demand on this market is anticipated to emerge after the economic upturn

Significant reforms have been carried out in recent years to simplify the system of issuing permits in the construction sector, and
construction businessesare now permitted to use the technical regulations of the OECDand the EU member countries for their
construction projects. The Government has also eliminated the need for construction licences and has simplified the process for
the issuance of construction permits

In 2009, Thilisi Architecture Office introduced the Express Service system for construction activities in Thilisi, which allows
applicants to acquire the most permits for each construction phase within 1 day. Within gradual fees, the express service may as
well be applied for 3, 5, 7 and 10 daysdependingona p p | i @meferansed The new web facility enables applicants to receive all
the necessaryinformation on-line aswell asappropriate ExpressService without physically visiting the office

In addition, the Government and municipal authorities further liberalised the connection of newly-built construction projects to
utility services

As a result, according to the 2010 World Bank/IFC Doing Business Report, Georgia ranks 7 in the world in respect of dealing
with construction permits and holds 2™ place worldwide in ease of registering property

In 2008 construction contributed GEL 1,009 million (5.3% to Ge o r g GD#® domparing to GEL 547 million in 2003, Over 1,370
construction projects were completed in 2008, 22% higher comparing to 2007. In 2008, approximately 50.4%of permits issued for
new construction projects were for construction of residential buildings, 21.2%of permits were for trade facilities , 5.2%were for
industrial and warehouse facilities , 3.9%were for administrative buildings, 3.2%were for restaurants and cafes, and 2.1%were for
hotels

The large number of permits issued for new residential construction projects reflects the fact that the Georgian economy was
experiencing a housing boom during 2006 - 1H 2008, as Soviet-era housing is being replaced with newer, more modern housing
stock, and Georgia is experiencing a chronic housing shortage, often with three generations living together in one household.
According to estimates, Thilisi hasthe lowest total residential stock per capita and the highest average residents per household of
any capital in Eastern Europe. Asa result, Thilisi hasamongthe least living space per person of any capital city in Europe

Average number of residents per household in Georgia is 3.7, ahead of 2.6 in Romania, 2.5 in Bulgaria, 2.4 in Estonia, 2.3 in
Slovakia and in Hungary and is broadly higher in line with Ge o r gother Gegional peers
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Real Estate Market Overview

Thilisi, capital of Georgia, is at the center of Georgia's political and economical development and is seeing the majority of
the new Real Estate projects

Residential Real Estate d more and more Georgians are hoping to move from old soviet-style flats into new apartments and
improve their living conditions. As mentioned, total residential stock per capita is one of the lowest in Eastern Europe and
average household size is much higher than in any other Eastern European capitals. Most of the existing residential stock was
built between 1945-1985 and is out of modern requirements. With the last years' progressive increase of GDPper capita and
disposable income, the trend of abandoning old-Soviet style appartments will accelerate and the demand for new residential
property will increase

Office Premises 0 Thilisi is far behind other Eastern European capitals in its office stock per capita and there are only few A
class office premises in the city. Demand for high class office premises is higher than existing supply and vacancy rates are
extremely low, close to zero. The resulting high rents and the yields which are among the highest in the Eastern Europe
meansthat office premises are still undervalued. The pipeline of new projects is significant and A & B class office space may
double in next 2-3 years. Even after completion of the new project pipeline, per capita stock wll still be one of the lowest in
major Eastern European cities

Hotel Market 0 Hotel sector growth has been fueled by development of the tourism industry and by FDI growth throughout
2005 8 1H 2008, resulting in very low vacancy rates. Within next few years Thilisi is expected to have a quantity of high class
hotels, but the number of rooms per capita will still be behind the level in major Eastern European cities. Following
completion of the known new developments, vacancy rates will likely increase and rates per night fall from current level

Retail Real Estate Market & The retail sector of the real estate market is seeing major switches from old soviet-style open
markets and bazaarsto modern shopping centers. Based on announced projects Thilisi in next 3-4 years will have at least an
additional 150,000 m?of shopping center space. This compares to current stock which is in the 60,000-80,000 m? range. Asa
result, Thilisi will have a higher retail stock per 1,000 residents by 2010than Kiev or Bucharest has today

Warehouse 0 The warehouse segment is the least developed part of the real estate sector in Thilisi. There are currently no A
or B class warehouse facilities, and seemingly only a few new projects in the pipeline. These are at very early stages of
development with no confirmed complletion timelines. This segment definitely hasroom for more growth
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Residential Real Estate

Residential real estate used to be one of the fastest growing sectors of the Georgian economy throughout 2005 & 1H 2008,
The residential construction boom in Thilisi was driven by individuals seeking to improve their living conditions and move
from older housingin the suburbsto modern city center residential complexes

The high demand for residential space has been followed by the appearance of many new construction and development
companies offering a wide variety of newly-built apartments

Key players of Thilisi residential real estate sector are domestic developers
The key driving factors of the domestic demand:
U High average household size 83.7, highest in CEE& CIS
Low average living space per capita 816 m? lowest in CEE& CIS
Net positive migration in 2004-2008
Increased disposable income dup 11.7%in 2008, 10.5%in 2007 and 10.2%in 2006
Increased access/availability of mortgage loans
High remittances - net remittances 7.5%of GDPin 2008, 26%and 127%higher comparing to 2007 and 2006

U Financial interest in real estate products dapproximately 300%upside since 2004

el el el el e

Over the last 4-5 years the prices of residential real estate have increased about four times, but still far behind other Eastern
European Countries. Prices are expected to decrease due to economic slow-sown and reduced consumer confidence

Employment rate in the real estate sector has been increased during 20052007 due to high capital inflows in the sector.
Noteworthy, that residential market has become highly speculative & individuals buying flats as an investments seeking
financial gains

Quality control of project implementation process by developers remains the main risk factor in the residential real estate
sector. There are few specialised property management companies capable of operational management of the large-scale
projects scheduled for delivery in the next few years. Accordingly, any real estate company with a diversified project
portfolio and a positive track record in project delivery is regarded as an opportunity to gain exposure to high-potential
Thilisi real estate segment
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Real Estate Transactions

Real Estate Transactions nsactions in the Real Estate Market
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Residential Real Estate Key Indicators

Price range in Thilisi vs. CEE, 2007 Prices of top tier property in centre of Thilisi
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Growth rates of rental & selling prices Prices of second tier property in centre of Thilisi
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Office Premise

The office premise market in Georgia is heavily supported by high entrepreneurial activity in the country (around 400
thousand registered businesses, ahead of Estonia, Poland, Singapore and other developed countries by number of
registered businessper 100 adults, according to the World Bank Doing Business2008 report) as well as demand from
international companies launching operations in Georgia, mostly in Thilisi

Increasing demand and the very limited supply of new ClassA office space have led to overpricing of existing properties
allowing landlords to boost prices while keeping overall vacancy rates low

Only few existing offices can be classified as Class A properties, while the rest represent Class B or C premises.
Georgian developers are becoming more willing to construct A-Classoffice spacesbased on the increasing demand for
quality offices

Currently the total available A-Classoffice stock in Thilisi is around 10,000 m2, which is far below the relative levels in
the main CEEcities

Total A and B class office space should be in range of 50,000-60,000 m? which is sufficient to accommodate around 300
large companies and while most part of small and medium sized companies are still located in very low quality office
premises

Vacancy rates are extremely low and most of the A and B class facilities are fully leased

Yields are difficult to calculate asthere are no large transactions involving sale of A and B class office premises. Based
on average market price per m? of similar and announced rental rates for A-Classfacilities, vyield for A-Class offices
appearsto be in the 12%14%range

In next few years one of the drivers of demand for A and B class office space would be companies changing their
location from low quality office spaceto the high quality office space

Evenif all expected new projects are delivered, Thilisi will achieve a level of around 175 m? per 1,000 residents, which
is comparable to current level of Alma-Aty and Belgrade, but still is far below that in major European cities

+ +
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Office Premise Key Indicators

Number of registered @ Numberofregistered businesses per 100 adults, 2007
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Office space breakdown by classes, 2007 Stock of offices, m 2. per 1,000 residents, 2007
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Office Premise Key Indicators (Cont'd)
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Hotel Market

A Georgia embraces foreign visitors (over 1.3 million visitors in 2008, up 250%since 2004), with citizens of 50 countries
allowed to stay visa-free for up to 90 days, while citizens of almost all other countries are issued visas at the border.
The further liberalisation of visa-free travel and entry for citizens of selected developed countries is being considered

>

The World Economic Forum's 2007 first annual Travel and Tourism Competitiveness report ranked Georgia as the most
competitive tourism destination country in the region. The country ranked first among 124 countries in respect of the
simplicity of visa requirements. According to the Travel & Tourism Competitiveness Report 2008, Georgia was ranked at
the top of the third quartile in the world in terms of travel and tourism competitiveness, ahead of all of the other
countries in the Caucusesand several European countries, including Serbia and Ukraine. In 2009, Georgia ranked 33
worldwide in the Travel and Tourism Regulatory Framework, while 32 in the Safety and Security Pillar

A Businesstourism is growing in line with the investment inflows (total capital inflows of 27%of GDPin 2008 and 23%in
2007). As a result, vacancy rates at the premium Thbilisi hotels have decreased and the room rates have risen
substantially

A In 2006 and 2007, over US$650 million in FDIwas dedicated to the development of the Georgian tourism industry
A Currently Georgia boasts five luxury, full service western hotels:
U Courtyard Marriott
U Thilisi Marriot
U Sheraton Metekhi Palace
U Sheraton Batumi (Adjara AR)
U SASRadisson(completed in September 2009)
A There were 350 registered hotels in 2008 and approximately 8,500 rooms in Georgia, of which 18 opened in 2008. 92

hotels are located in Thilisi with approximately 2,400 rooms

A Three global franchise brands are expected to open in the coming years and provide visitors and local clients with the
highest level of service in compliance with world standards

U Intercontinental Hotels & Resorts
U Hyatt Thilisi Hotel
U Kempinski

+ +
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Hotel Market (Cont'd)

)

Simplification of Visa Issuing Procedures o The Government has committed itself to increasing tourism in the future
and has recently liberalised its visa policy. Georgia has abolished visa requirements for, inter alia, EU countries,
Turkey, Israel, Japan, Canada, the United States, Switzerland and all CIScountries except Russia Citizens of most
other countries, including Russia, may obtain a visa at a Georgian entry point. Costsfor visas, which are granted upon
arrival, have also been significantly reduced for nationals of other countries. The Government is also actively
encouraging investment in the sector by, inter alia, privatising the remaining tourism assetsand land and conducting
an aggressiveadvertising and marketing campaign to heighten Ge o r gexpasiire worldwide

>

Spinal Infrustructure Development & Over the past five years, the World Bank and other institutions have loaned
approximately USH1 billion to Georgia to finance the rehabilitation of nearly 700 km of Ge o r groad ifeastructure .
Thiisi and Batumi are servised by new modern airports approved for full membership in European Civil Aviation
Conference (ECAC),with direct flights to 32 cities. The Georgian Railway runs on 1,554 km of track. In addition to
serving the Georgian market, the Georgian Railway connects with Azerbaijan State Railway to form part of the
shortest rail link between the Black Seaand the CaspianSea

)

Exemplary Taxation & Georgia hasa low, flat tax regime and is, according to the Forbes Tax Misery and Reform Index
of 2009, the fourth least-taxed country among the 66 countries ranked. Combined personal and social income tax is
20% to be gradually reduced to 15% over the next three years. From 2009, interest income on bank deposits and
bonds and dividend income and capital gains on publicly traded securities will not be taxed. Foreign-source income of
individuals who are tax resident in Georgia is not taxed. Georgia has double-tax treaties with 26 countries and expects
to expand this list significantly in the coming years. There are no restrictions on foreign ownership of property in
Georgia, and thousands of foreign individuals have bought property in Georgia in recent years. There are no stamp
duty or similar transaction-based taxes in respect of property purchase. Property tax for individuals is 1%p.a. of the
self-appraised value of the property. Capital gain made on the sale by the individual of property or other capital
assetsheld for two years or more is not taxed. Uniquely in the CIS,the Georgian currency has been fully convertible
since 1997, and has appreciated significantly in the recent years against USp and Euro
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Hotel Market Sector Key Indicators

Number of visitors in Georgia
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Retall Real Estate Market
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Average annual rental rate, 2007
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Warehouse Market

Average monthly rental rate per m 2, US$, 2007
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Selected Real Estate Projects for Sale
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#70 |. ABASHIDZE STREET
TBILISI, GEORGIA

Location

Investment Opportunity In Georgian Real Estate Sector

1st tier, the most prestigious
district, close to one of the
largest public parks in Thilisi

Negotiable

September 2009




GONIO LAND
ADJARA, GEORGIA

International )
Airport

Motorway from
Batumi to Gonio
Land (12km)

Land Area 1 460,000 m?

Unused buildings with aggregate
area of 990 m2

Before Former military facility
Black Sea shore,5 km away from

Location Batumi International Airport, 420
km away from Thilisi

Additional Info

0:2008 Basarsoft
©2008 Europa Technologlies

| Google®
Image © 2008 DigitalGlobe . Price Negotiable
41°35'30.90'N  41°355247°E elev 5m Sep 9, 2004 Eyealt 6.48km
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#30 RUSTAVELI AVENUE

TBILISI, GEORGIA

Land Area

7,613 m?

Construction area

6,843 m?

Location 1st tier, the Central Avenue
Before Former government office
premises
Price Negotiable
+ + ) )
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