[—

» n‘ .
-~

TR 211 LLL Tl L

5 1‘ = 8 IJ

Accelerating success.



N

KA J
A\ J

WAY A
AN
Y

\

~ 9

LSS
)
= a

- N
o
.

ol o TR G0 e,

e

_ L S

Contents

2 GEORGIA | HOTEL MARKET REPORT 2014

000


http://www.linkedin.com/company/colliers-international?trk=hb_tab_compy_id_5227
https://www.facebook.com/colliersglobal?rf=105632526137251
https://twitter.com/ColliersIntl

—

Foreword
Georgi a, |l ocated at the crossroads of Europe and Asi a, i Ise cradleofo mb
wineo, offers the Caucasus mountain range, Bl ack Sea coa estunnime,

national parks, UNESCO Heritage Sites, rich culture, delicious cuisine and famous Georgian hospitality.

From the architecture of Tbilisiés Old Town to the vi nehgsaandhghtlitef
of Batumi, there is something inspiring, stimulating and exciting for everyone.

Ski the Caucasus Mountains (Europed6s highest mountain r angSahplei n
the delicious Georgian cuisine and wine at a traditional ASupr ao

Georgia has a unique welcoming culture which helps explain its world-famous hospitality. With its unique music, alphabet and language, as
well as many world-famous artists, Georgia will surprise and delight you at every turn.
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Executive Summary

Increased demand and hotel occupancy

During 2011-2014 the number of non-resident visitors in Georgia
increased annually by 27% on average. At the same time, the number of
international tourists® experienced an average annual growth of 21%.
These figures peaked in 2014 reaching 5.5 million of total international
visitors and 2.2 million of international tourists2. Fast growth in demand,
coupled with slower hotel room growth (5% annually), resulted in
increased occupancy rates, especially in Thbilisi, where brand hotels are
now achieving an average occupancy of 75%.

Neighbours comprise the largest share in visitors to Georgia

Most non-resident visitors to Georgia come from Turkey, Azerbaijan,
Armenia and Russia. In 2013 the number of non-resident visitors grew
significantly from Belarus i 48%, Kazakhstan 34%, Poland - 25%,
Azerbaijan - 19%, Ukraine i 13%. Turkey and Iran have declining
patterns. In consideration of the latest growth trends and the trade
agreement signed with the EU, we predict growth of international tourists
from Europe.

Demand in MICE segment to grow

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 these two parties, and to gradually integrate
Georgia into the European Unionos
Agreement includes the set up of a Deep and Comprehensive Free Trade
Area (DCFTA), which is a core part of the accord. During the next few
years we expect significant growth in the MICE segment, while numerous
workshops and conferences will be organized in the framework to
implement the Association Agreement.

Thilisi and Adjara region i top suppliers of hotel rooms in Georgia
During 2014, the total number of hotel rooms in Georgia reached 16,786.
The Adjara Region (including Batumi and other sea resorts) has biggest
share of supply i 23%, followed by the capital of the country with 21%.
These regions will stay on top of supply as the vast majority of announced
future projects are in Thilisi and Batumi.

Optimistic hotel pipeline and possible gap in midscale brand hotels
As of the end of 2014, seven international hotel brands (Sheraton,
Radisson, Marriott, Courtyard by Marriott, Holliday Inn, Citadines apart
hotel and Best Western) are represented in the Thilisi hotel market. The
share of international upscale brand hotel rooms in Thilisi is only 11% and
international midscale brands occupy 17% of total supply. During the next

few years several brands will open hotels in Georgia, including Rixos,
Intercontinental, Millennium, Hilton, Kempinski and Park Inn. Based on
the most likely scenario we expect the supply of international upscale
brand hotel rooms in total supply to increase by 3.4 times and
international midscale brand hotel rooms by only 1.7 times through to
2017.

Expected growth of occupancy rates for midscale international
brand hotels

2011-2013 years showed a dramatic y-o-y increase in international
visitors who stayed in Georgia 24 hours and more - 24%, 36% and 15%
respectively. In 2014, the growth rate declined to 8% and the total number
of travellers amounted to over 2.2 million.

We expect stabilized 8-10% growth of international tourists during the
next five years. Based on this forecast and the most likely scenario of
future supply we assume that occupancy rates for middle class hotels? will
increase by around 2-3% in 2015 and after a slight decrease in 2016-
2017 will stabilize at around 65%-70% annually.

As ADR is not expected to change significantly, we see an opportunity to
develop middle class brand hotels (with ADR of USD 80-120) in Thilisi,
which will compete with local non-brand hotels and also make competition
among existing international brand hotels tougher.

Associati on

Attrative getforMibmde knBitatorsT h e
According to UNWTO, Georgia has one of the highest growth rates of
international tourist arrivals during last three years among European
countries. Georgia was the fourth country in Europe by the growth rate of
international tourist arrivals in 2013 after Iceland, Bosnia & Herzegovina
and Greece. In 2012 Georgia occupied the first position in the region,
amounting 35.7% annual growth.

Although Georgia has one of the lowest figures for international tourism
receipts per capita among selected countries, it has the highest growth
rate during recent years. The average y-0-y growth rate in Georgia
amounted 28% during 2010-2013.

Middle class hotels? in Thilisi have better performance indicators than
several eastern European cities like Riga, Bucharest, Vilnius and Zagreb,
where average daily rate and average occupancy rates for selected cities
are respectively 10% and 8% less than the same figures for Thilisi.

1 Number of international arrivals excluding same-day visitors
2 Tourist is a person, who stays for more than 24 hours
3 International midscale brand hotels together with local upscale/middle class hotels
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Georgiai Country Profile

Introduction

Georgia is located between Asia and Europe and occupies a land area of 69,700

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
Mar gvel ashvili was elected as the

The new cabinet of ministers was established in November, headed by Irakli
Gharibashvili.
According to the declared strategy, joining the EU and NATO are among the

country's top foreign policy objectives.

Tax system

To enhance
dramatically 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.
Avalue Added Tax (from 20% has been reduced to 18%)

4%
presi desmmt
2%
1%
0%
R

Ancome Tax (20%)

MProfit Tax (corporate tax 20% has been reduced to 15%)
sq. km. It neighbours Turkey to the southwest, Azerbaijan to the east, Russia to the AExcise
north and Armenia to the south.

MProperty Tax (1%)

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

These improvements have made Georgia one of the most attractive tax regimes
globally. In 2009, Forbes Magazine designated Georgia as thefi 4 t h

Burdened Countryo .

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.

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%.

GDP growth forecasts, 2014-2015
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Source: www.imf.org (World Economic Outlook-October 2014)

Indicators 2010 2011 2012 2013 2014F

Area

Population 2014

Capital

Currency (code)

GDP at current prices, mil.
USD

GDP - Real Growth Rate
GDP_- Per Capita 2013
Inflation rate (12 months
average)

Unemployment rate

Total exports (min. USD)-
FOB

Total imports (min. USD)-
CIF

Trade surplus/deficit 2013
(min. USD) FOB-CIF
Exchange rate - USD/GEL

Exchange rate - EUR/GEL

*Preliminary data, Source: www.geostat.ge www.nbg.ge www.imf.org

11,636

6.2%
$2,623

7.1%
16.3%
$1,677

$5,257
(3,580)

1.7826
2.3644

14,438

7.2%
$3,231

8.5%
15.1%
$2,189

$7,058

(4,869)
1.6860
2.3473

15,846

6.4%
$3,523

-0.9%
15%
$2,375
$7,902
(5.527)
1.6513
2.1232
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69 700 sq. km

4.49 min

Thilisi

Lari (GEL)

16,140 16,890*
3.3% 4.7%*
$3,600 $3,763*
-0.5% 3.1%

14.6% N/A

$2,908 $2,861*
$7,885 $8,596*

(4,977) (5,735)*
1.6634 1.7659
2.2094 2.3462
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