IMPORTANT: You must read the following disclaimer before continuing. The following disclaimer applies to the
attached prospectus (the “Prospectus’) and you are therefore advised to read this carefully before reading, accessing or
making any other use of the attached Prospectus. In accessing the Prospectus, you agree to be bound by the following terms
and conditions, including any modifications to them from time to time, each time you receive any information from us as a
result of such access. You acknowledge that this electronic transmission and the delivery of the attached Prospectus is
confidential and intended only for you and you agree you will not forward, reproduce or publish this electronic
transmission or the attached Prospectusto any other person.

The Prospectus and the offer when made are only addressed to and directed at persons in member states of the European
Economic Area (“EEA”) who are “qualified investors’ within the meaning of Article 2(1)(e) of the Prospectus Directive
(Directive 2003/71/EC) (the “Prospectus Directive’) (“Qualified Investors’). In addition, in the United Kingdom (“UK™"),
this Prospectus is being distributed only to, and is directed only at, Qualified Investors (i) who have professional experiencein
matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005, as amended (the “Order”) and Qualified Investors falling within Article 49 of the Order, and (ii) to
whom it may otherwise lawfully be communicated (all such persons together being referred to as “relevant persons’). This
Prospectus must not be acted on or relied on (i) in the UK, by persons who are not relevant persons, and (ii) in any member
state of the EEA other than the UK, by persons who are not Qualified Investors. Any investment or investment activity to
which this Prospectus relates is available only to (i) in the UK, relevant persons, and (ii) in any member state of the EEA other
than the UK, Qualified Investors, and will be engaged in only with such persons.

THIS PROSPECTUS AND THE SECURITIES REFERENCED HEREIN MAY ONLY BE DISTRIBUTED IN “OFFSHORE
TRANSACTIONS’ TO PERSONS OTHER THAN UNITED STATES PERSONS AS DEFINED IN, AND AS PERMITTED
BY, REGULATION S UNDER THE UNITED STATES SECURITIES ACT OF 1933 (THE “SECURITIES ACT”) OR
WITHIN THE UNITED STATES TO QUALIFIED INSTITUTIONAL BUYERS (“QIBs’) AS DEFINED IN AND IN
ACCORDANCE WITH RULE 144A UNDER THE SECURITIES ACT (“RULE 144A”). ANY FORWARDING,
REDISTRIBUTION OR REPRODUCTION OF THIS PROSPECTUS IN WHOLE OR IN PART IS UNAUTHORISED.
FAILURE TO COMPLY WITH THIS NOTICE MAY RESULT IN A VIOLATION OF THE SECURITIES ACT OR THE
APPLICABLE LAWS OF OTHER JURISDICTIONS.

NOTHING IN THIS ELECTRONIC TRANSMISSION CONSTITUTES A PUBLIC OFFER OF SECURITIES FOR SALE
IN THE UNITED STATES OR ANY OTHER JURISDICTION WHERE IT IS UNLAWFUL TO DO SO. THE
SECURITIES HAVE NOT BEEN AND WILL NOT BE REGISTERED UNDER THE SECURITIES ACT OR WITH ANY
SECURITIES REGULATORY AUTHORITY OF ANY STATE OR OTHER JURISDICTION OF THE UNITED STATES
AND MAY NOT BE OFFERED OR SOLD IN THE UNITED STATES EXCEPT (1) IN ACCORDANCE WITH RULE
144A TO A PERSON THAT THE HOLDER AND ANY PERSON ACTING ON ITSBEHALF REASONABLY BELIEVES
ISA QIB OR (2) IN AN OFFSHORE TRANSACTION TO PERSONS OTHER THAN UNITED STATES PERSONS IN
ACCORDANCE WITH RULE 903 OR RULE 904 OF REGULATION S UNDER THE SECURITIES ACT, IN EACH
CASE IN ACCORDANCE WITH ANY APPLICABLE SECURITIESLAWS OF ANY STATE OF THE UNITED STATES.

Confirmation of your representation: The attached Prospectus is delivered to you at your request and on the basis that you
have confirmed to Goldman Sachs International, J.P. Morgan Securities Ltd. and Merrill Lynch International (the “Joint Lead
Managers’) and JSC Georgian Railway (the “Company”) that (i) you are either (a) located outside United States and not a
U.S. person (as defined in Regulation S under the Securities Act), or (b) a QIB; (ii) if you are in the UK, you are a relevant
person; and (iii) if you are in any member state of the EEA other than the UK, you are a Qualified Investor; (iv) if you are
acting a financia intermediary (as that term is used in Article 3(2) of the Prospectus Directive), the securities acquired by you
as afinancial intermediary in the offer have not been acquired on a non-discretionary basis on behalf of, nor have they been
acquired with a view to their offer or resale to, any person in circumstances which may give rise to an offer of any securitiesto
the public other than their offer or resale in any member state of the EEA which has implemented the Prospectus Directive to
Qualified Investors (as defined in the Prospectus Directive); or (v) you are outside of the UK or EEA (and the electronic mail
addresses that you gave us and to which this Prospectus has been delivered are not located in such jurisdictions) or (vi) you are
a person into whose possession this Prospectus may lawfully be delivered in accordance with the laws of the jurisdiction in
which you are located.

This Prospectus has been made available to you in an electronic form. You are reminded that documents transmitted via this
medium may be altered or changed during the process of electronic transmission and consequently neither the Company, the
Joint Lead Managers nor any of their respective affiliates accepts any liability or responsibility whatsoever in respect of any
difference between the Prospectus distributed to you in electronic format and the hard copy version. By accessing the linked
Prospectus, you consent to receiving it in electronic form.

A hard copy of the Prospectus will be made available to you only upon request to the Joint Lead Managers.
Y ou are reminded that you have accessed the attached Prospectus on the basis that you are a person into whose possession this

Prospectus may be lawfully delivered in accordance with the laws of the jurisdiction in which you are located and you may not
nor are you authorised to deliver this Prospectus, electronically or otherwise, to any other person.



Restriction: Nothing in this electronic transmission constitutes an offer of securities for sale to persons other than the specified
qualified ingtitutional buyers described above and to whom it is directed and access has been limited so that it shall not
congtitute a general solicitation. If you have gained access to this transmission contrary to the foregoing restrictions, you will
be unable to purchase any of the securities described therein.

To the fullest extent permitted by law, none of the Joint Lead Managers nor any of their respective affiliates accepts any
responsibility whatsoever for the contents of this Prospectus or for any other statement, made or purported to be made by any
of them or on its behalf in connection with the Company or the issue and offering of the securities described herein. Each Joint
Lead Manager accordingly disclaims all and any liability whether arising in tort or contract or otherwise (save as referred to
above) which it might otherwise have in respect of this Prospectus or any such statement.

The Joint Lead Managers are acting exclusively for the Company and no one else in connection with the offer. They will not
regard any other person (whether or not a recipient of this Prospectus) as its client in relation to the offer and will not be
responsible to anyone other than the Company for providing the protections afforded to its clients nor for giving advice in
relation to the offer or any transaction or arrangement referred to herein.

Y ou are responsible for protecting against viruses and other destructive items. Y our receipt of the electronic transmission is at
your own risk and it is your responsibility to take precautions to ensure that it is free from viruses and other items of a
destructive nature.
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(ajoint stock company organised under the laws of Georgia)

U.S.$500,000,000 7.75 per cent. Notes due 2022
| ssue Price: 99.998 per cent.

The U.S.$500,000,000 7.75 per cent. Notes due 2022 (the “Notes”) will be issued by JSC Georgian Railway (the “Company”). The Notes will mature on
11 July 2022, subject to the earlier redemption of any Note at the option of the relevant Noteholder following a Change of Control Event (each, as defined in
“Terms and Conditions of the Notes”) at its principal amount, together (if applicable) with accrued and unpaid interest thereon. The Notes will be unsecured and
unsubordinated obligations of the Company and will rank equally in right of payment with the Company’s existing and future unsecured and unsubordinated
obligations (subject as described in Condition 3(a) (Negative Pledge) of the Notes).

Interest will accrue on the outstanding principal amount of the Notes at the rate of 7.75 per cent. per annum from and including 5 July 2012 (the “ | ssue Date”)
and will be payable semi-annually in arrear on 11 January and 11 July in each year, except that the first payment of interest will be made on 11 January 2013 in
respect of the period from and including the Issue Date to but excluding 11 January 2013.

SEE “"RISK FACTORS’ FOR A DISCUSSION OF CERTAIN FACTORS TO BE CONSIDERED IN CONNECTION WITH AN INVESTMENT IN
THE NOTES.

The Notes have not been and will not be registered under the United States Securities Act of 1933, as amended (the “ Securities Act”), or with any
securities regulatory authority of any state or other jurisdiction of the United States, and may not be offered or sold within the United States, except
pursuant to an exemption from, or in a transaction not subject to, the registration requirements of the Securities Act. The Notes will be offered and
sold outside the United States in reliance on Regulation S under the Securities Act (“Regulation S™) and within the United States only to “qualified
institutional buyers’ (as defined in Rule 144A under the Securities Act (“Rule 144A”), “QIBs’ and, each, a “QIB"), in reliance on Rule 144A.
Prospective purchasers are hereby notified that sellers of the Notes may be relying on the exemption from the provisions of Section 5 of the Securities
Act provided by Rule 144A. Therewill be no public offering of the Notes.

The Notes will be offered and sold in registered form in denominations of U.S.$200,000 or any amount in excess thereof, which is an integral multiple of
U.S.$1,000. Notes, which are offered and sold in reliance on Regulation S (the “Unrestricted Notes"), will be represented, upon issuance, by beneficial interests
in aglobal note (the “Unrestricted Global Note”), in registered form, without interest coupons attached, which will be registered in the name of a nominee for,
and will be deposited on or about the Issue Date with a common depositary for, and in respect of interests held through, Euroclear Bank S.A./N.V.
(“Euroclear”) and Clearstream Banking, société anonyme (“Clearstream, Luxembourg”). Notes, which are offered and sold in reliance on Rule 144A (the
“Restricted Notes"), will be represented, on issuance, by beneficial interestsin aglobal Note (the “ Restricted Global Note” and, together with the Unrestricted
Global Note, the “Global Notes”), in registered form, without interest coupons attached, which will be deposited on or about the Issue Date with a custodian
(the “Custodian”) for, and registered in the name of Cede & Co. as nominee for, The Depository Trust Company (“DTC"). Interests in the Restricted Global
Note will be subject to certain restrictions on transfer. Beneficial interests in the Global Notes will be shown on, and transfers thereof will be effected only
through, records maintained by DTC, Euroclear, Clearstream, Luxembourg and their respective participants. Except in the limited circumstances set out in
“Provisions Relating to the Notes whilst in Global Form”, certificates will not beissued in exchange for beneficia interestsin the Global Notes.

The Notes are expected to be rated BB- (outlook: stable) by Fitch Ratings Ltd. (“Fitch”) and BB- (outlook: stable) by Standard and Poor’'s Credit Market
Services Europe Limited (“S&P"). A rating is not a recommendation to buy, sell or hold securities and may be subject to revision, suspension or withdrawal at
any time by the assigning rating organisation. Any change in the rating of the Notes could adversely affect the price that a purchaser would be willing to pay for
the Notes. As at the date of this Prospectus, both S& P and Fitch are established in the European Union and registered under Regulation (EU) No 1060/2009 on
credit rating agencies, as amended (the“CRA Regulation”).

Application has been made to the Financial Services Authority (the “FSA”) in its capacity as competent authority under the Financial Services and Markets Act
2000 (the “UK Listing Authority”) for the Notes to be admitted to the official list of the UK Listing Authority (the “Official List”) and to the London Stock
Exchange plc (the “London Stock Exchange”) for the Notes to be admitted to trading on the London Stock Exchange's Regulated Market (the “Market”).
References in this Prospectus to the Notes being “listed” (and all related references) shall mean that the Notes have been admitted to the Official List and have
been admitted to trading on the Market. The Market is a regulated market for the purposes of the Markets in Financial Instruments Directive 2004/39/EC. There
is no assurance that atrading market in the Notes will develop or be maintained.

Joint Lead Managers
BofA Merrill Lynch Goldman Sachs I nternational

J.P. Morgan

Prospectus dated 27 June 2012



This Prospectus comprises a prospectus for the purposes of Directive 2003/71/EC (the “Prospectus Directive”)
and for the purpose of giving information with regard to the Company, the Company and its consolidated
subsidiaries taken as a whole and the Notes, which, according to the particular nature of the Company and the
Notes, is necessary to enable investors to make an informed assessment of the assets and liabilities, financial
position, profits and losses and prospects of the Company, as well as the rights attaching to the Notes. The
Company accepts responsibility for the information contained in this Prospectus. To the best of the knowledge of
the Company (having taken all reasonable care to ensure that such is the case), the information contained in this
Prospectus is in accordance with the facts and does not omit anything likely to affect the import of such
information.

No person has been authorised to give any information or to make any representation other than as contained in this
Prospectus in connection with the offering of the Notes and, if given or made, such information or representation
must not be relied upon as having been authorised by the Company or the Joint Lead Managers (as defined in
“Subscription and Sale”). Neither the delivery of this Prospectus nor any offer or sale of the Notes made hereunder
shall, under any circumstances, constitute a representation or create any implication that there has been no change
in the affairs of the Company since the date hereof. The Joint Lead Managers expressly do not undertake to review
the financial condition or affairs of the Company during the life of the Notes or to advise any investor in Notes of
any information coming to their attention. This Prospectus may only be used for the purpose for which it has been
published.

This Prospectus does not constitute an offer to sell or an offer to buy in any jurisdiction to any person to whom it is
unlawful to make the offer or solicitation in such jurisdiction, nor does this Prospectus constitute an offer of, or an
invitation to subscribe for, or purchase, any Notes and it should not be considered as a recommendation by the
Company or any Joint Lead Manager that any recipient of this Prospectus should subscribe for or purchase any
Notes. The Notes are subject to restrictions on transferability and resale and may not be transferred or resold except
as permitted under the Securities Act and applicable state securities laws pursuant to registration thereunder or
exemption therefrom. For a more complete description of restrictions on offers, sales and transfers, see
“Subscription and Sale” and “ Transfer Restrictions’. The distribution of this Prospectus and the offering, sale and
delivery of the Notes in certain jurisdictions may be restricted by law. Persons into whose possession this
Prospectus comes are required by the Company and the Joint Lead Managers to inform themselves about and to
observe any such restrictions. None of the Company and the Joint Lead Managers makes any representation to any
recipient of this Prospectus regarding the legality of an investment in the Notes by such recipient under applicable
investment or similar laws. Each investor should consult with its own advisers as to the legal, tax, business,
financial and related aspects of its purchase of Notes. For a description of certain restrictions on offers, sales and
deliveries of Notes, see “ Subscription and Sale” and “Provisions Relating to the Notes whilst in Global Form—The
Global Notes'.

The Notes have not been registered with, recommended by or approved or disapproved by the United States
Securities and Exchange Commission (the “SEC”) or any other federal or state securities commission in the United
States, nor has the SEC or any other federal or state securities commission confirmed the accuracy or determined
the adequacy of this Prospectus. Any representation to the contrary isa criminal offence in the United States.

To the fullest extent permitted by law, the Joint Lead Managers accept no responsibility whatsoever for the
contents of this Prospectus or for any other statement, made or purported to be made by a Joint Lead Manager or
on its behalf in connection with the Company or the issue and offering of the Notes. Each Joint Lead Manager
accordingly disclaims all and any liability whether arising in tort or contract or otherwise (save as referred to
above) which it might otherwise have in respect of this Prospectus or any such statement.

Each recipient of this Prospectus shall be taken to have made its own investigation and appraisal of the condition
(financial or otherwise) and status of the Company.

In connection with the issue of the Notes, Goldman Sachs International (the “Stabilising Manager”) (or any
person acting for the Stabilising Manager) may over-allot notes or effect transactions with a view to supporting the
market price of the Notes at a level higher than that which might otherwise prevail. However, there is no assurance
that the Stabilisng Manager (or any person acting on behalf of the Stabilisng Manager) will undertake
stabilisation action. Any stabilisation action may begin on or after the date on which adequate public disclosure of
the terms of the offer of the Notes is made and, if begun, may be ended at any time, but it must end no later than
the earlier of 30 days after the issue date of the Notes and 60 days after the date of the initial allotment of the



Notes. Any stabilisation action or over-allotment must be conducted by the Stabilising Manager (or any person
acting on behalf of the Stabilising Manager) in accordance with all applicable laws and rules.

This Prospectus has been prepared by the Company for use in connection with the offer and sale of the Notes
outside the United States, the resale of the Notes in the United States in reliance on Rule 144A under the Securities
Act and the admission of the Notes for listing on the London Stock Exchange. The Company and the Joint Lead
Managers reserve the right to reject any offer to purchase the Notes, in whole or in part, for any reason. This
Prospectus does not constitute an offer to any person in the United States other than any QIB to whom an offer has
been made directly by a Joint Lead Manager or its United States broker-dealer affiliate. Distribution of this
Prospectus to any person within the United States, other than any QIB and those persons, if any, retained to advise
such QIB with respect thereto, is unauthorised and any disclosure without the prior written consent of the Company
of any of its contents to any such person within the United States, other than any QIB and those persons, if any,
retained to advise such QIB, is prohibited.

Prospective investors must determine the suitability of an investment in Notes in the light of their own respective
circumstances. In particular, each prospective investor should:

. have sufficient knowledge and experience to make a meaningful evaluation of the Notes and the merits
and risks of investing in Notes;

. have access to, and knowledge of, appropriate analytical tools to evaluate, in the context of its particular
financial situation, an investment in Notes and the impact the Notes will have on their overall investment
portfolios;

. have sufficient financial resources and liquidity to bear all of the risks of an investment in Notes;

. understand thoroughly the terms of the Notes and be familiar with the behaviour of any relevant

financial markets; and

. be able to evaluate (either alone or with the help of afinancial adviser) possible scenarios for currency,
economic, interest rate and other factors that may affect their investments and ability to bear the
applicablerisks.

The investment activities of certain investors are subject to legal investment laws and regulations, or review or
regulation by certain authorities. Each prospective investor should consult its legal advisers to determine whether
and to what extent: (i) the Notes are legal investments for it; (i) the Notes can be used as collateral for various
types of borrowing; and (iii) other restrictions apply to its purchase or pledge of the Notes. Financial institutions
should consult their legal advisers or the appropriate regulators to determine the appropriate treatment of the Notes
under any applicable risk-based capital or similar rules.

ADDITIONAL INFORMATION

The Company has agreed that, so long as any Notes are ‘‘restricted securities’” within the meaning of Rule
144(a)(3) of the Securities Act, the Company will, during any period in which it is neither subject to Section 13 or
15(d) of the United States Securities Exchange Act of 1934 (the “Exchange Act”) nor exempt from reporting
thereunder pursuant to Rule 12g3-2(b) under the Exchange Act, provide to any holder or beneficial owner of any
such ‘‘restricted security’’, or to any prospective purchaser of such restricted security designated by such holder or
beneficial owner, the information specified in, and meeting the requirements of, Rule 144A(d)(4) of the Securities
Act upon the request of such holder or beneficial owner.

This Prospectus is being furnished by the Company in connection with an offering exempt from the registration
requirements of the Securities Act solely for the purpose of enabling a prospective investor to consider the
acquisition of Notes described herein. The information contained in this Prospectus has been provided by the
Company and other sources identified herein.



NOTICE TO NEW HAMPSHIRE RESIDENTS

NEITHER THE FACT THAT A REGISTRATION STATEMENT OR AN
APPLICATION FOR A LICENSE HAS BEEN FILED UNDER CHAPTER 421-B OF
THE NEW HAMPSHIRE REVISED STATUTES (“RSA”) WITH THE STATE OF NEW
HAMPSHIRE NOR THE FACT THAT A SECURITY IS EFFECTIVELY
REGISTERED OR A PERSON ISLICENSED IN THE STATE OF NEW HAMPSHIRE
CONSTITUTES A FINDING BY THE SECRETARY OF STATE OF NEW
HAMPSHIRE THAT ANY DOCUMENT FILED UNDER RSA 421-B IS TRUE,
COMPLETE AND NOT MISLEADING. NEITHER ANY SUCH FACT NOR THE
FACT THAT AN EXEMPTION OR EXCEPTION ISAVAILABLE FOR A SECURITY
OR A TRANSACTION MEANS THAT THE SECRETARY OF STATE HAS PASSED
IN  ANY WAY UPON THE MERITS OR QUALIFICATIONS OF, OR
RECOMMENDED OR GIVEN APPROVAL TO, ANY PERSON, SECURITY OR
TRANSACTION. IT ISUNLAWFUL TO MAKE, OR CAUSE TO BE MADE, TO ANY
PROSPECTIVE PURCHASER, CUSTOMER OR CLIENT ANY REPRESENTATION
INCONSISTENT WITH THE PROVISIONS OF THIS PARAGRAPH.



ENFORCEABILITY OF JUDGMENTS

The Company is ajoint stock company incorporated under the laws of Georgia. All of the Company’s directors and
executive officers reside outside the United Kingdom and the United States and all of the assets of the Company
and its subsidiaries and of such persons are located outside of the United States and the United Kingdom. The
Company has appointed an agent for service of processin England; however, it may not be possible for investors to
effect service of process within the United States or the United Kingdom on the directors and executive officers of
the Company or enforce judgments against such persons or the Company.

In addition, on the basis of certain precedents established by foreign judiciaries, it may not be possible to effect
service of process against the Company in courts outside Georgia or in ajurisdiction to which the Company has not
explicitly submitted. Pursuant to Article 68.2 of the Law of Georgia on Private International Law, foreign court
judgments against the Company will not be recognised and enforceable in Georgian courtsiif:

()] the matter is within the exclusive competence of Georgia;

(i) there is a violation in the service of process or other procedures under the law of the country of the
court which rendered the judgment;

(iii) a dispute involving the same subject matter between the same parties has already been decided by a
Georgian court or by aforeign court, judgment of which has been recognised in Georgia;

(iv) the court rendering the judgment is not considered competent to adjudicate the dispute under
Georgian legislation;

(V) the country whose court has rendered the judgment does not recognise judgments of Georgian
courts;

(vi) a dispute involving the same subject matter between the same parties is already being heard in a
Georgian court; or

(vii)  thejudgment of the foreign court contradicts fundamental principles of Georgian law.

Pursuant to Article 45.1 of the Law of Georgia on Arbitration, arbitral awards against the Company may not be
recognised and enforceable in Georgiaif:

()] the party against whom the award is made proves before Georgian courts that:
) a party to the arbitration lacked legal capacity;
(b) the arbitration agreement is void or set aside pursuant to the law specified by the partiesin
the arbitration agreement or, in the absence of such, based on the laws of the place where

the award was made;

(c) a party was not duly informed about the appointment of an arbitrator or the arbitration
proceedings, or was not able to participate in the proceedings for other valid reasons;

(d) the arbitral tribunal issued the award on a subject matter beyond the scope of the arbitration
agreement;

(e) the composition of the arbitral tribunal or the procedure of the arbitration was not in
accordance with the arbitration agreement, or, in the absence of such agreement, the
arbitration was conducted in violation of the laws of the place of arbitration; or

" the arbitral award has not yet become binding or has been set aside or suspended by the
courts of the state in which, or under the laws of which, the award was made; or



(i) the court establishes that:
(@ the subject matter of the dispute is not subject to arbitration under Georgian law; or
(b) the award is contrary to public policy.

No treaty exists between Georgia and many Western jurisdictions, including many EU jurisdictions, for the
reciprocal enforcement of foreign court judgments.

In addition, the Terms and Conditions of the Notes are governed by English law and provide that disputes arising
from or in connection with the Notes may be settled by arbitration. Georgia is a party to the United Nations (New
York) Convention on the Recognition and Enforcement of Foreign Arbitral Awards 1958 (the “New York
Convention”). Therefore, an arbitration award obtained in a country, which is also a party to the New York
Convention, such as the United Kingdom, would be enforceable in Georgia, subject to the terms of the New Y ork
Convention and compliance with Georgian civil procedure regulations, the Law of Georgia on Arbitration and
other procedures and requirements established by Georgian legidation. It may be difficult, however, to enforce
arbitral awards in Georgia due to a number of factors, including the lack of experience of Georgian courts in
international commercia transactions, certain procedural ambiguities and Georgian courts' inability to enforce
such orders, all of which could introduce delay and unpredictability into the process of enforcing any foreign
arbitral award in Georgia.

Furthermore, the choice of English law as the governing law of the Terms and Conditions of the Notes and the
transaction documents may not be given effect, and the recognition or enforcement of foreign court judgments and
arbitral awards may be limited, by application of the Georgian law principle requiring compliance with mandatory
provisions of the law of the country most closely connected to the transaction, including mandatory provisions of
Georgian law. The nature and scope of such mandatory provisions are subject to a considerable degree of
discretionary authority of the court in which recognition or enforcement of the judgment or arbitral award is being
sought.



THIRD-PARTY INFORMATION REGARDING THE COMPANY'SMARKET AND INDUSTRY

Statistical data appearing in “Risk Factors’ and elsewhere in this Prospectus have, unless otherwise stated, been
obtained from the National Bank of Georgia (the “NBG”) and the National Statistics Office of Georgia
(“Geostat™). Statistics are maintained by these sources in Lari (the national currency of Georgia) or U.S. Dollars,
as applicable. Certain statistics recorded in currencies other than Lari have been converted into Lari at the
exchange rates indicated in this Prospectus. Similar statistics may be obtained from other sources, although the
underlying assumptions and methodology, and consequently the resulting data, may vary from source to source.
Although every effort has been made to include in this Prospectus the most reliable and the most consistently
presented data, no assurance can be given that such data was compiled or prepared on a basis consistent with
international standards.

The information that the Company has obtained from the NBG, Geostat or other third party sources has been
accurately reproduced in this Prospectus and, as far as the Company is aware and is able to ascertain from the
information published by such sources, no facts have been omitted which would render the reproduced information
inaccurate or misleading. Where third-party information has been used in this Prospectus, the source of such
information has been identified.

Vi



FORWARD-LOOKING STATEMENTS

This Prospectus contains certain forward-looking statements with respect to the business, financial condition and
results of operations of the Company and its consolidated subsidiaries and certain of the plans, intentions,
expectations, assumptions, goals and beliefs of the Company regarding such items. These statements include all
matters that are not historical fact and generaly, but not always, may be identified by the use of words such as
“believes’, “expects’, “are expected to”, “anticipates’, “intends’, “estimates’, “should”, “will”, “will continue”,
“may”, “islikely to”, “plans’ or similar expressions, including variations and the negatives thereof or comparable
terminology and include statements regarding:

e dtrategies, outlook and growth prospects;

o future plans, expectations and projections;

e expected future revenues and performance;

o expected future liquidity, capital resources and capital expenditures;

e expected future growth in demand for services;

e economic outlook and industry trends;

e market developments;

e theimpact of regulatory initiatives;

e plansor intentions relating to acquisitions; and

e competitive strengths and weaknesses.
The forward-looking statements in this Prospectus are based upon various assumptions, many of which are based,
in turn, upon further assumptions, including, without limitation, management’s examination of historical operating
trends, data contained in the Company’s records and other data available from third parties. Although the
Company believes that these assumptions were reasonable when made, these assumptions are inherently subject to
significant uncertainties and contingencies, which are difficult or impossible to predict and which are beyond its
control, and the Company may not achieve or accomplish these expectations, beliefs or projections. In addition to
these important factors and matters discussed elsewhere herein, important factors that, in the Company’s view,
could cause actual results to differ materially from those discussed in the forward-looking statements include, but
are not limited to:

e overall economic and political conditions globally, in the Caucasus region and within Georgia and the

continuing effects of the global financial crisis, the duration and magnitude of which cannot be

ascertained;

e the Company’s ability to overcome competition from oil pipelines and other alternative transit routes and
providers of other methods of transport;

e the Company’s ability to continue setting tariffs without regulation by the Government of Georgia (the
“Government”) or otherwise freely react to market forces;

e operationa limitations, including equipment failures and maintenance and rehabilitation issues related to
the age of its assets;

e the Company’s ability to implement the Modernisation Project (as defined below);

e exchangerate, interest rate and inflation fluctuations;

Vi



e unplanned events or accidents affecting the Company’ sinfrastructure;

e the Company’s ability to achieve and maintain profitability in its Passenger SBU (as defined below);
e changesin laws, regulations, taxation or accounting standards or practices in Georgia; and

e the Company’s success at managing the risks associated with the aforementioned factors.

The foregoing list is not exhaustive. When relying on forward-looking statements, potential investors should
carefully consider the foregoing factors and other uncertainties and events, especialy in light of the political,
economic, social and legal environment in which the Company operates. Such forward-looking statements speak
only as at the date on which they are made. Except to the extent required by law, including as required by the
Listing Rules, Disclosure and Transparency Rules and Prospectus Rules published by the FSA, neither the
Company nor any of its agents, employees or advisers intend or have any duty or obligation to supplement, amend,
update or revise any of the forward-looking statements contained in this Prospectus.

The sections of this Prospectus entitled “Risk Factors’, “Management’s Discussion and Analysis of Results of
Operations and Financial Performance” and “Description of the Company’s Business’ contain a more complete
discussion of the factors that could affect the Company’s future performance and the industry in which it operates.
In light of these risks, uncertainties and assumptions, the forward-looking events described in this Prospectus may
not occur.

Prospective investors should be aware that forward-looking statements are not guarantees of future performance
and that the Company’s actual business, financial condition and results of operations and prospects, as well as the
development of the industry in which it operates, may differ significantly from those made in, or suggested by, the
forward-looking statements contained in this Prospectus. In addition, even if the Company’s business, financial
condition and results of operations and prospects, as well as the development of the industry in which it operates,
are consistent with the forward-looking statements contained in this Prospectus, those results or developments may
not be indicative of results or developmentsin subsequent periods.

viii
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PRESENTATION OF FINANCIAL AND OTHER INFORMATION
Financial Information

The Company’s audited consolidated financial statements included in this Prospectus, together with the notes thereto,
were prepared in accordance with International Financial Reporting Standards (“IFRS”) as issued by the International
Accounting Standards Board.

The Company’ s audited consolidated financial statements include:

e the Company’s audited annual consolidated financial statements as at and for the year ended 31 December
2011, which include comparative financial information as at and for the year ended 31 December 2010 (the
“2011 Audited Consolidated Financial Statements’); and

e the Company’s audited annual consolidated financial statements as at and for the year ended 31 December
2010, which include comparative financial information as at and for the year ended 31 December 2009 (the
“2010 Audited Consolidated Financial Statements’ and, together with the 2011 Audited Consolidated
Financia Statements, the “Audited Consolidated Financial Statements”).

The 2010 Audited Consolidated Financial Statements and the 2011 Audited Consolidated Financial Statements in this
Prospectus are those of Georgian Railway LLC, the predecessor company to the Company. On 12 April 2012,
Georgian Railway LLC changed its corporate form from a limited liability company to a joint stock company and was
re-registered under the name “ JSC Georgian Railway” in accordance with the Law on Entrepreneurs.

The Audited Consolidated Financial Statements of the Company’s predecessor, Georgian Railway LLC, areincluded in
this Prospectus and have been audited and the Company’'s unaudited condensed consolidated interim financial
statements as at and for the three-month periods ended 31 March 2012 and 2011 (the “First Quarter Condensed
Consolidated Financial Statements’) have been reviewed by the Thilisi branch of KPMG CIS Limited (“KPMG") of
4 Besiki Street Thilis, 0108 Georgia, as stated in their reports appearing herein. The First Quarter Condensed
Consolidated Financial Statements, together with the notes thereto, were prepared in accordance with |AS 34 (Interim
Financial Reporting).

The review report of the Thilisi branch of KPMG CIS Limited in respect of the First Quarter Condensed Consolidated
Financial Statements contains an “emphasis of matter”, which draws attention to the fact that the condensed
consolidated interim financial statements as at and for the three-month period ended 31 March 2011, excluding the
adjustments described in Note 18 to the First Quarter Condensed Consolidated Financia Statements, were based on the
condensed consolidated interim financial statements as at and for the three-month period ended 31 March 2011 that
were approved for issuance by the Company on 15 May 2011. Such statements were neither audited nor reviewed. As
part of preparing the condensed consolidated interim financial statements as at and for the three-month period ended 31
March 2012, management adjusted the condensed consolidated interim financial statements as at and for the three-
month period ended 31 March 2011. The Thilisi branch of KPMG CI S Limited has reviewed the adjustments made and
has stated in its review report that nothing has come to its attention that causes it to believe that such adjustments have
not been properly applied.

The Audited Consolidated Financial Statements and the First Quarter Condensed Consolidated Financial Statements
(together, the “Consolidated Financial Statements’), together with the respective notes thereto, are included in this
Prospectus beginning on page F-2.

As the offered securities have not been and will not be registered under the Securities Act, KPMG has not filed a
consent under the Securities Act.

Other Financial Information

This Prospectus includes non-1IFRS measures and ratios, including EBITDA, EBITDA margin, adjusted EBITDA and
adjusted EBITDA margin. EBITDA, as calculated by the Company, represents results from operating activities before
depreciation and amortisation expenses. EBITDA margin is EBITDA divided by revenue. Adjusted EBITDA, as
calculated by the Company, represents results from operating activities before depreciation and amortisation expenses,
certain items included in other expenses (write-off of non-current assets, inventory write-downs due to obsolescence,
guarantee provisions and other provisions) and certain items included in other income (gain on sale of subsidiaries and
associates, and other). Adjusted EBITDA margin is adjusted EBITDA divided by revenue. EBITDA, EBITDA margin,
adjusted EBITDA, adjusted EBITDA margin and other non-IFRS measures should not be considered in isolation or as
an alternative to results from operating activities, cash flow from operating activities or other financial measures of the



Company’s results of operations or liquidity derived in accordance with IFRS. See “ Selected Historical Financial and
Operating Information—Reconciliation of EBITDA and Adjusted EBITDA” for a reconciliation of EBITDA and
adjusted EBITDA to profit and total comprehensive income for the period. The Company includes EBITDA, EBITDA
margin, adjusted EBITDA and adjusted EBITDA margin and other non-IFRS measures in this Prospectus because it
believes that they are useful measures of the Company’s performance and liquidity. Other companies, including those
in the Company’ s industry, may calculate similarly titled financial measures differently from the Company. Because al
companies do not calculate these financial measures in the same manner, the Company’s presentation of such financial
measures may not be comparable to other similarly titled measures of other companies. These non-IFRS measures are
not audited.

Currencies

In this Prospectus: al references to “Lari” or “GEL” are to the lawful currency of Georgia; all references to “U.S.
Dollars’ or “U.S.$" are to the lawful currency of the United States of America; all referencesto “Euro” or “€” are to
the single currency of the participating member states of the European and Monetary Union of the Treaty Establishing
the European Community, as amended from time to time; and al references to “CHF” or “Swiss Francs' are to the
lawful currency of Switzerland.

This Prospectus contains trandations of certain Lari amounts into U.S. Dollars or Swiss Francs and certain of Swiss
Franc amounts into Lari, at specified rates solely for the convenience of the reader. These translations should not be
construed as representations that the Lari or Swiss Franc amounts actually represent such equivalent U.S. Dollar, Swiss
Franc or Lari amounts, as the case may be, or could be or could have been converted into U.S. Dollars or Swiss Francs
at the rate indicated as at the dates mentioned herein or at all.

Unless otherwise indicated, such U.S. Dollar amounts have been trandated from Lari at an exchange rate of
GEL 1.6600 = U.S.$1.00, being the rate as set by the NBG for 31 March 2012 or 1.6703 = U.S.$1.00, being the rate as
set by the NBG for 31 December 2011. The U.S. Dollar exchange rate at 14 June 2012 was GEL 1.6341 = U.S.$1.00.
Unless otherwise indicated, such Swiss Franc amounts have been trandated from Lari at an exchange rate of
GEL 1.7780 = CHF 1.00, being the rate as set by the NBG for 31 December 2011. The Swiss Franc exchange rate at
14 June 2012 was GEL 1.7061 = CHF 1.00. Unless otherwise indicated, such Lari amounts have been translated from
Swiss Francs at an exchange rate of CHF 0.5624 = GEL 1.00, being the rate as set by the NBG for 31 December 2011.
The Lari exchange rate at 14 June 2012 was CHF 0.5861 = GEL 1.00. See “Exchange Rate Information”.

Rounding

Certain numerical figures set out in this Prospectus, including financial data presented in thousands and millions and
percentages, have been subject to rounding adjustments and, as a result, the totals of the data in this Prospectus may
vary dightly from the actual arithmetic totals of such information. Percentages and amounts reflecting changes over
time periods relating to financial and other data set out in “Management’s Discussion and Analysis of Results of
Operations and Financial Condition” are calculated using the numerical data in the Consolidated Financial Statements
or the tabular presentation of other data (subject to rounding) contained in this Prospectus, as applicable, and not using
the numerical data in the narrative description thereof. Accordingly, in certain instances the sum of the numbersin a
column or arow in tables contained in this Prospectus may not conform exactly to the total figure given for that column
or row. Some percentages in tables in this Prospectus have also been rounded and accordingly the totals in these tables
may not add up to 100 per cent.

Definitions

Unless otherwise noted, references to “management” are to the members of the Company’s supervisory board (the
“Supervisory Board”) and management board (the “Board of Directors’), and statements as to the Company’s or the
Company’ s beliefs, expectations, estimates and opinions are to those of the Company’ s management.

Industry and M arket Data

Market data used in this Prospectus have been extracted from official and industry sources and other sources the
Company believes to be reliable, including from the NBG and other public sources in Georgia, as well as the
Company’s knowledge of its volumes and markets and assessments made by management. Certain statistics are
maintained by these sources in Lari, U.S. Dollars or Swiss Francs, as applicable. Similar statistics may be obtained
from other sources, although the underlying assumptions and methodology, and consequently the resulting data, may
vary from source to source. Although every effort has been made to include in this Prospectus the most reliable and the
most consistently presented data, no assurance can be given that such data were compiled or prepared on a basis
consistent with international standards. While the Company has compiled, extracted and reproduced market or other
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industry data from external sources, including third parties or industry or general publications, neither the Company nor
the Joint Lead Managers have independently verified that data. In addition, industry publications generally state that
their information is obtained from sources they believe to be reliable, but that the accuracy and completeness of such
information is not guaranteed and that the projections they contain are based on a number of significant assumptions.

The Company has relied on the accuracy of such data and statements without carrying out an independent verification
thereof, and therefore cannot guarantee their accuracy and completeness. Furthermore, management believes that its
estimates and assessments are accurate and reliable, however, they have not been verified by independent external
professionals.

The information described above has been accurately reproduced and, as far as the Company is aware and is able to
ascertain from the information published by such sources, no facts have been omitted which would render the
reproduced information inaccurate or misleading. Information in this Prospectus that has been sourced from a third
party isidentified as such together with the name of the third party source.

General Information
Neither the contents of the Company’s website, or any of the Company’s subsidiaries’ websites (or any other website),

nor the content of any website accessible from hyperlinks on the Company’s or any of its subsidiaries’ websites (or any
other website), isincorporated into, or forms part of, this Prospectus.
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EXCHANGE RATE INFORMATION
The following table sets forth, at the dates and for the periods indicated, the period-end, average and high and low
official rates set by the NBG, in each case for the purchase of Lari, al expressed in Lari per U.S. Dollar. The Federal
Reserve Bank of New Y ork does not report a noon buying rate for Lari.

Lari per U.S$1.00

High Low Aver age® Period end

Y ear

2009....c i 1.70 164 1.67 1.69
20001 ittt e 1.89 1.69 1.78 177
220 1 I S 1.81 1.64 1.69 1.67
Month

January 2012.........cooeiiiiiieeeee e 1.67 1.67 1.67 1.67
February 2012.........ccccveiiiiiiesieieeeeee e 1.67 1.62 1.66 1.66
MarCh 2012 ......ccveeeieieece e 1.68 164 1.65 1.66
APFiL 2012 ..o 1.66 1.63 1.64 1.63
M@y 2012......ccoieiiiirieie e e 1.63 1.62 1.63 1.63

(1) The average exchange rate for the year is the average of the daily exchange rates for the year. The average exchange rate for the month is the
average of the daily exchange rates for each month.

The Lari/U.S. Dollar exchange rate set by the NBG reported on 14 June 2012 was GEL 1.6341 to U.S.$1.00.

The following table sets forth, for the periods indicated, the period-end, average and high and low officia rates set by
the NBG, in each case for the purchase of Lari, expressed in Lari per Swiss Franc:

Lari per CHF 1.00

High Low Aver age® Period end

Y ear

2009, e 1.68 141 154 1.63
20001 ittt e 1.89 1.53 171 1.89
2000 e 2.28 1.75 191 1.78
Month

January 2012.........cooeeiiiiiieeeeee e 1.82 1.75 1.78 1.80
February 2012.........coooiiiiiineeeeeeeee e 1.85 1.77 1.82 1.85
MarCh 2012 ......ocoeveeeeeeece et 1.86 1.78 181 1.84
APFiL 2012 ..o 1.84 1.78 1.79 1.79
M@y 2012......coiieiieiieiesiesie e e 1.80 1.68 1.74 1.68

(1) The average exchange rate for the year is the average of the daily exchange rates for the year. The average exchange rate for the month is the
average of the daily exchange rates for each month.

The Lari/Swiss Franc exchange rate set by the NBG reported on 14 June 2012 was GEL 1.7061 to CHF 1.00.

The rates set out above may differ from the actual rates used in the preparation of the Company’s Consolidated
Financial Statements and other financial information appearing in this Prospectus.

Fluctuations in the exchange rates between the Lari and the U.S. Dollar or the Lari and the Swiss Franc in the past are
not necessarily indicative of fluctuations that may occur in the future. No representation is made that Lari amounts
referred to in this Prospectus could have been or could be converted into U.S. Dollars or Swiss Francs at the above
exchange rates or at any other rate at all.

Xiii



OVERVIEW OF THE COMPANY

This section contains an overview of the detailed information and financial information included elsewhere in this
Prospectus. This overview may not contain all of the information that may be material to prospective investors and,
therefore, should be read in conjunction with this entire Prospectus, including the more detailed information regarding
the Company’ s business and financial information and related notes included elsewhere in this Prospectus. Prospective
investors should also carefully consider the information set forth under the heading “ Risk Factors’ .

Overview

JSC Georgian Railway is, by statute, Georgia's only railway operator. It principally provides freight services,
transhipping a variety of cargo, including oil, oil products, ores and grains, originating principally in the east from the
Caspian Sea and Central Asia to the Black Sea. The Company aso provides passenger services. It has a vertically
integrated business model, owning and operating the tracks, stations, other infrastructure and rolling stock comprising
Georgia s entire national railway system, as well as the land adjoining the tracks. The Company sets its own tariffs
without the need to obtain governmental approval.

The Company’s mainline rail network, together with that of CISC Azerbaijan Railway (“ Azerbaijan Railway”), forms
the Caucasus railway corridor, a key segment of the Transport Corridor Europe Caucasus Asia (“TRACECA")
corridor. The Company’s mainline rail network is thus a link in the shortest route from the Caspian Sea and Central
Asia to the Black Sea and the Mediterranean basin. As a key link in the transportation chain between Europe and
Central Asia, the Company believes that it is uniquely positioned to capitalise on trade between Europe and the Caspian
Region and Central Asia. Three of the Company’s lines terminate at the Black Sea, at the Georgian port cities of
Batumi, Kulevi and Poti. Access to these ports allows easy on-shipment of transit cargo to the Mediterranean basin and
Europe.

The Company operates the national railway system through three strategic business units, or SBUs: the Freight SBU,
which provides freight traffic (transportation and handling) and freight car rental services; the Passenger SBU, which
primarily transports passengers within Georgia; and the Infrastructure SBU, which operates, maintains and manages the
Company’s principal infrastructure assets. The Infrastructure SBU provides services only to the Freight SBU and the
Passenger SBU and does not conduct business with third-party customers. For the year ended 31 December 2011, the
Company transported 20.12 million tonnes of freight and carried 3.3 million passengers.

The Freight SBU accounted for over 90 per cent. of the Company’ stotal revenue in the first quarter of 2012 and each of
2011, 2010 and 2009. The Company transports both liquid cargoes (crude oil and oil products) and various dry cargoes,
with liquid cargoes accounting for 52.0 per cent. of the Company’s total freight transportation volumes in the year
ended 31 December 2011. Transport of crude oil across the Company’s rail network is an alternative to oil pipelines,
and the crude oil transported by the Company primarily originates in Kazakhstan and Azerbaijan. Given its strategic
location, as producers seek to diversify their transportation options, the Caucasus corridor should capture a relatively
stable share of the crude oil transported in the region, which management estimates should be approximately eight to
ten per cent. of total Kazakhstan and Azerbaijan production.

For the year ended 31 December 2011, the Company had consolidated revenue of GEL 477.4 million, profit and total
comprehensive income for the year of GEL 174.4 million and EBITDA of GEL 259.9 million, as compared to
consolidated revenue of GEL 404.7 million, profit and total comprehensive income for the year of GEL 101.5 million
and EBITDA of GEL 194.8 million for the year ended 31 December 2010.

Recent Developments

Since 31 March 2012, the following devel opments have occurred that may affect the Company’s financial condition and
results of operationsin the future:

e In March 2012, the Company declared a dividend in the total amount of GEL 28 million in respect of the
Company’s 2011 profits. The Company paid GEL 10 million of this dividend in April 2012 and the balance of
GEL 18 million in a second instalment in May 2012.

e In April 2012, the Company and the Government, represented by the Ministry of Finance and the Ministry of
Economy and Sustainable Development (the “MESD”), entered into a memorandum of understanding (the
“Bypass Project Memorandum”) in respect of the Bypass Project (as defined below). The Bypass Project
Memorandum creates a set-off mechanism for the Company to be reimbursed by the State of Georgia (the
“State”) for the Company’s future expenses in relation to the Bypass Project out of dividends that would
otherwise be payable to the State in respect of its shares in the Company and in exchange for the transfer, by




the Company to the State, of land plots in central Thilisi freed up as a result of the Bypass Project (the
“Existing Railway Land”). The amount to be reimbursed to the Company does not cover an instalment of
CHF 36.1 million due to be paid by the Company to its contractor in 2012 and is subject to an aggregate cap of
CHF 138.0 million. In May 2012 and to date in June 2012, the Company paid to its contractor approximately
GEL 20.4 million (CHF 11.9 million) and GEL 5.0 million (CHF 2.9 million), respectively, of the CHF 36.1
million not covered by the reimbursement obligation, with the balance to be paid by the Company out of its
existing cash flows upon the completion of the corresponding work by the contractor. The Existing Railway
Land will be transferred to the State upon completion of the Bypass Project or, if later, upon the full
reimbursement of reimbursable expenses by the Government. If the dividends payable to the State are
insufficient to cover the reimbursable expenses in full, the Company has the right to retain a pro rata
ownership interest in the Existing Railway Land.

e On 18 June 2012, the Company invited certain holders of the U.S.$250,000,000 9.875 per cent. Notes due
2015 issued by the Company on 22 July 2010 (the “2010 Notes") to tender any and all such notes for purchase
by the Company for cash (the “2010 Notes Tender”) at a price of U.S.$1,112.50 for each U.S.$1,000 in
principal amount, together with accrued and unpaid interest to the relevant settlement date for tender, subject
to certain terms and conditions and restrictions, as set out in a Tender Offer Memorandum dated 18 June 2012
relating to such invitation. On 26 June 2012, the Company announced that, subject to its receipt of sufficient
proceeds from the issue of the Notes to provide financing for the payment of the amounts payable under the
2010 Notes Tender, it will accept for purchase U.S.$222,480,000 in aggregate principal amount of 2010 Notes
pursuant to the 2010 Notes Tender. Subject as described above, the 2010 Notes Tender is expected to be
completed on or about 5 July 2012.

Credit Ratings

As at the date of this Prospectus, the Company is rated by two rating agencies: Fitch and S& P. The Company has been
assigned a long-term issuer default rating of BB- by Fitch and a long-term corporate credit rating of BB- by S&P, in
each case with a stable outlook. A rating is not a recommendation to buy, sell or hold securities and may be subject to
revision, suspension or withdrawal at any time by the assigning rating organisation.

Each of S& P and Fitch is established in the EU and registered under the CRA Regulation. As such, each of S&P and
Fitch is included on the list of credit agencies published by the European Securities and Markets Authority on its
website in accordance with the CRA Regulation as of the date of this Prospectus.

Competitive Strengths

The Company believes that it has a number of key competitive strengths that will enable it to capitalise on its leading
position in the Georgian and Caucasus transportation marketsin the future. These include:

e A unique strategic location with highly attractive market fundamentals

o A wdll invested asset base

e A favourable regulatory framework and strong Government support

e A track record of resilient and profitable growth with further upside

e A high quality customer portfolio

e An experienced management team with proven track record of delivery
Strategy

The Company’s strategic objective is to consistently achieve profitability levels above the industry average. The key
elements of its strategy are to:

e Continueto grow its freight service business, while increasing geographic diversification

e  Focus on core business activities




e Maintain competitiveness of the Caucasus corridor and attract and retain customers through a flexible tariff
policy

e Maintain alean and efficient cost structure to continue increasing profitability
e Develop and modernise itsinfrastructure
Strategic Projects
The Company is undertaking two major strategic projects:
e The “Modernisation Project”, whose key objectives include optimising traffic, rolling stock and
infrastructure; reducing operational expenses; improving safety; and increasing train speeds. The Company
expects to complete the Modernisation Project by 2016.
e The “Bypass Project”, whose objective is to relocate certain railway infrastructure components from the

centre of Thilis to the northern part of the city. Management is working with contractors to determine a
projected completion date for the Bypass Project.




SUMMARY HISTORICAL FINANCIAL AND OPERATING INFORMATION

This section should be read together with the information contained in “ Presentation of Financial and Other
Information”, “Use of Proceeds’, “ Capitalisation”, “ Selected Historical Financial and Operating Information”,
“Management’s Discussion and Analysis of Results of Operations and Financial Condition”, the Consolidated
Financial Satements and the respective notes thereto included elsewhere in this Prospectus.

The following summary of consolidated historical financial information as at and for the three-month periods ended 31
March 2012 and 2011 and for the years ended 31 December 2011, 2010 and 2009 has been extracted from the
Consolidated Financial Statements, included elsewhere in this Prospectus, other than non-IFRS measures and to the

extent such financial information has been translated into U.S. Dollars.
Summary Statement of Comprehensive | ncome Data

For the Three-Month Periods ended 31 March 2012 and 2011

For thethree-month period ended 31 March

2012 2011
(U.S$ millions)™® (GEL millions)

REVENUE.......ooiice e 63.7 105.8 103.4
Other iNCOMe........cccvverieirieieenn 34 5.7 4.0
Employee benefits expense (14.3) (23.8) (26.3)
Depreciation and amortisation expense (14.9) (24.8) (23.0)
Electricity and materialsused.........c.ccoovveniieiecnne (7.9 (12.3) (12.7)
Other EXPENSES ....vcvveeveeriee et (8.9 (14.7) (20.5)
Results from operating activities..........c.ccoceeeene 21.6 35.9 249
FinanCe inCome .........cooooveeneinircec e 6.3 104 10.9
FINBNCE COSES .....vooveeeeeeseessesiesseesee s sesssesnesreenens (4.0) (6.6) (1.5)
Net fiNANCEINCOME .....eeeeeeeeeeeeeeeeeeeeeeeeeeeeee 2.3 3.9 9.4
Profit beforeinCome taX........coovvveeerveeeeeerereeereens 239 39.7 343
INCOME taX EXPENSES. ....ccvverereeeereeeeerieeseereneseesenens (4.0 (6.6) (5.7)
Profit and total comprehensive incomefor the

PENIOU......veieieeeeeeeeeeee e 19.9 331 285

(1) For convenience, these figures have been translated into U.S.$ at the average GEL/U.S.$ exchange rate, based on rates published by the NBG,
for the first three months of 2012, which was GEL 1.6604 per U.S.$1.00. Such translation should not be construed as a representation that the

Lari amounts have been or could be converted into U.S. Dollars at thisrate or any other rate.




For the Years ended 31 December 2011, 2010 and 2009

Payroll expenses
Depreciation and amortisation
EXPENSES ..ottt
Raw materials and consumables

Other expenses
Results from operating activities......

FinanceinCome..........coceeveeeeeeveeecveenns
Finance costs.......ccoceevvveveenen.
Net finance income/(costs)....

Profit beforeincometax.........ccooeueen.

Income tax exXpense .......cccceverceenvenieees
Profit and total comprehensive
incomefor theyear ..........ccocooeieeenen.

For the year ended 31 December

2011 2010 2009
(U.S$ millions)® (GEL millions) (GEL millions) (GEL millions)

283.2 477.4 404.7 318.8
7.1 12.0 17.8 10.7
(64.4) (108.5) (111.3) (106.1)
(54.6) (92.1) (98.7) (96.1)
(28.4) (47.8) (44.6) (40.3)
(43.4) (732) (71.8) (64.1)
99.5 167.8 96.1 22.8
16.0 27.0 454 0.6
(6.2) (10.5) (17.7) (4.9)
9.8 165 277 (4.2)
109.3 184.3 123.8 18.7
(5.9) (9.9) (22.3) (2.9)
103.4 174.4 101.5 15.8

(1) For convenience, these figures have been translated into U.S.$ at the average GEL/U.S.$ exchange rate, based on rates published by the NBG,
for 2011, which was GEL 1.6860 per U.S.$1.00. Such translation should not be construed as a representation that the Lari amounts have been

or could be converted into U.S. Dollars at thisrate or any other rate.




Summary Statement of Financial Position Data

Asat 31 March Asat 31 December
2012 2011 2010 2009
(U.S$ (GEL (Uss$ (GEL (GEL (GEL
millions)®  millions)  millions)®  millions)  millions) millions)
ASSETS
Non-current assets
Property, plant and equipment...........ccccceeeevnee. 1,1925 1,979.5 1,1454 1,913.2 1,725.6 1,699.9
Investment Property.......c.ccecvreeeerenieenessenneenns — — 4.1 6.8 9.9 9.9
Other NON-CUMTENt 8SSELS .......veevevereeerereeereeereenne 137.2 227.8 165.2 276.0 136.4 12.8
Total NON-CUrrent assetS.........ocueveverrerenrenen. 1,329.7 2,207.3 13148 2,196.1 18719 17227
Current assets
Non-current assets held for distribution 199 33.0 — — — —
INVENEOTIES....oiieiecce e 139 231 142 237 18.0 237
Current taX assetS.......coeeevveeeeiiie e — — 0.3 0.5 — 4.6
Trade and other receivables..........ccoeeeveenveenee. 19.2 318 16.4 274 26.9 222
Prepayments and other current assets............... 34.6 574 16.6 27.7 27 35.1
Cash and cash equivalents........cccceeevreeennennne 254 421 38.6 64.5 335.9 14
Bank depOSItS ......cveveevieeeereeeeeee et 52.5 87.2 45.7 76.4 38.0 —
Total current assetS ......oceevveeeereereerenereneneenes 165.4 274.6 131.9 220.3 4614 87.0
TOLAl @SSELS ..o 1,4951 24819 _ 14467 24164 _ 23334 1,809.6
EQUITY AND LIABILITIES
Equity
Charter capital ......ccccovevveiiieiiieeeeeeece s 596.7 990.6 599.0 1,000.5 985.4 967.2
Non-cash owner contribution reserve............... 229 38.0 228 38.0 354 25.3
Retained earnings 463.0 768.6 457.1 763.5 612.3 556.2
Total  QUITY «.ooveeeeeeeeeeeereeeee e 1,082.7 1,797.2 1,078.8 1,802.0 1,633.0 1,548.7
Non-current liabilities
Loans and borrowings.........cccceveeveveeeneeesnenen 248.1 411.8 247.9 414.1 438.4 249
Trade and other payables.........cccceeveeveieiiiiennne 0.0 0.0 0.0 0.05 0.05 28.9
Deferred tax liabilities.........cccooeeeeeeieeccieenenne. 36.1 60.0 36.5 60.9 66.5 74.8
Total non-current liabilities.........cccceeuveenee.. 284.2 4717 284.4 475.0 504.9 128.6
Current liabilities
Loans and borrowings.........cccceveeveveeenneennenen 5.0 8.3 111 18.6 19.3 39
Trade and other payables.... 48.9 81.2 275 46.0 61.9 66.0
Liabilitiestothe owner .........cccoceeveveeeeiciennnnnen 134 223 79 132 29.2 26.6
ProviSiONS.........cooeeveieieiec e 119 19.8 122 20.3 21.6 6.1
Other taxes payable 20.1 334 16.1 26.9 27.2 21.8
Dividends payable.........ccccooeiineneinicncneneees 7.8 129 — — — —
Other current liabilities........coceeeeveeeceeceeenenn. 16.9 28.0 8.6 14.4 15.0 8.0
Current tax liabilities 4.5 7.5 0.0 — 21.2 —
Total current liabilities.........ccccoeevevveieiviennne 128.6 2134 83.4 139.3 195.4 132.4
Total liabilitieS ..cc.coveeeecececiceeceeeeeee e 412.5 684.7 367.8 614.3 700.3 261.0
Total equity and liabilities ........ccccccveueeneee. 14951 2,481.9 1,446.7 2,4164 2,3334 1,809.6

(1) For convenience, these figures have been translated into U.S.$ at the period-end GEL/U.S.$ exchange rate published by the NBG for 31 March
2012, which was GEL 1.6600 per U.S.$1.00. Such translation should not be construed as a representation that the Lari amounts have been or

could be converted into U.S. Dollars at thisrate or any other rate.

(2) For convenience, these figures have been translated into U.S.$ at the period-end GEL/U.S.$ exchange rate published by the NBG for 31
December 2011, which was GEL 1.6703 per U.S.$1.00. Such translation should not be construed as a representation that the Lari amounts have
been or could be converted into U.S. Dollars at this rate or any other rate.




Summary Cash Flow Data
For the Three-Month Periods ended 31 March 2012 and 2011

For thethree-month period ended 31 March

2012 2011
(U.S$ millions)® (GEL millions)

Net cash from operating activities........... 305 50.7 49.1
Net cash used ininvesting activities........ (33.5) (55.7) (91.7)
Net cash used in financing activities........ (12.3) (20.5) (22.3)
Net decrease in cash and cash

EQUIVAIBNES. ..o (15.9) (25.5) (64.9)
Cash and cash equivalents at 1 January ... 37.1 61.6 323.9
Effect of exchange rate fluctuations on

cash and cash equivalents...........cc.cceveuee 18 3.0 (6.7)
Cash and cash equivalents at 31 March... 235 39.0 252.3

(1) For convenience, these figures have been translated into U.S.$ at the average GEL/U.S.$ exchange rate, based on rates published by the NBG,
for the first three months of 2012, which was GEL 1.6604 per U.S.$1.00. Such translation should not be construed as a representation that the
Lari amounts have been or could be converted into U.S. Dollars at thisrate or any other rate.

For the Years ended 31 December 2011, 2010 and 2009

For the year ended 31 December

2011 2010 2009

(U.S$ millions)™® (GEL millions) (GEL millions) (GEL millions)
Net cash from operating activities........... 134.0 225.9 2315 116.7
Net cash used in investing activities........ (270.2) (455.6) (322.0) (89.4)
Net cash from/(used in) financing
BCHVITIES ..o (14.2) (23.9) 390.1 (29.2)
Net increase/(decrease) in cash and
cash equUIVAlENtS........ccoeeereireenec e (150.4) (253.6) 299.6 (1.9
Cash and cash equivalents at 1 January ... 192.1 3239 14 32
Effect of exchange rate fluctuations on
cash and cash equivalents...........cccceeeueee (5.2 (8.8) 230 0.1
Cash and cash equivalents at 31
DECEMbES ..o 36.5 61.6 3239 14

(1) For convenience, these figures have been trandated into U.S.$ at the average GEL/U.S.$ exchange rate, based on rates published by the NBG,
for 2011, which was GEL 1.6860 per U.S.$1.00. Such trandlation should not be construed as a representation that the Lari amounts have been
or could be converted into U.S. Dollars at thisrate or any other rate.




Other Financial and Operating Data

For the Three-Month Periods ended 31 March 2012 and 2011

For thethree-month period ended 31 March

2012 2011

(U.S$ millions)® (GEL millions)
Other Financial Data
EBITDA®D ... 36.5 60.6 47.9
EBITDA Margin®(per Cent.) ......cocooevevevrereresreenenenes — 57.3 46.4
Adjusted EBITDA® ... 35.7 59.3 50.1
Adjusted EBITDA Margin® (per cent.) .....ccccocvvvevenenee — 56.0 484
Selected Operating Data
Freight volume (million tonnes) — 45 4.6
Number of passengers (millions) — 0.7 0.7
Number of working freight cars — 8,269 8,002
Number of empIOYEES.........ccovireirerieeeere e — 12,698 13,997
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For convenience, these figures have been trandated into U.S.$ at the average GEL/U.S.$ exchange rate, based on rates published by the NBG,
for the first three months of 2012, which was GEL 1.6604 per U.S.$1.00. Such translation should not be construed as a representation that the
Lari amounts have been or could be converted into U.S. Dollars at thisrate or any other rate.

EBITDA, as calculated by the Company, represents results from operating activities before depreciation and amortisation expenses. EBITDA
margin is EBITDA divided by revenue. EBITDA and EBITDA margin are a non-IFRS measures that are not measurements of financial
performance under IFRS and should not be considered as an alternative to results from operating activities or cash flows from operating
activities or as a measure of liquidity or as an indicator of the Company’s operating performance or any other measure of performance derived
in accordance with IFRS. The Company includes EBITDA, EBITDA margin and other non-IFRS measures in this Prospectus because it
believes that they are useful measures of the Company’s performance and liquidity. Other companies, including those in the Company’s
industry, may calculate similarly titled financial measures differently from the Company. Because al companies do not calculate these
financia measures in the same manner, the Company’s presentation of such financial measures may not be comparable to other similarly titled
measures of other companies. See “Selected Historical Financial and Operating Information—Reconciliation of EBITDA and Adjusted
EBITDA” for a discussion of the Company’s use of EBITDA and adjusted EBITDA and a reconciliation of these figures to profit and total
comprehensive income for the period.

Adjusted EBITDA, as calculated by the Company, represents results from operating activities before depreciation and amortisation expenses,
certain items included in other expenses (write-off of non-current assets, inventory write-downs due to obsolescence, guarantee provisions and
other provisions) and certain items included in other income (gain on sale of subsidiaries and associates, and other). Adjusted EBITDA margin
isadjusted EBITDA divided by revenue. Adjusted EBITDA and adjusted EBITDA margin are a non-IFRS measures that are not measurements
of financial performance under IFRS and should not be considered as an alternative to cash flows from operating activities or as measures of
liquidity or an indicator of the Company’s operating performance or any other measures of performance derived in accordance with IFRS. The
Company includes adjusted EBITDA, adjusted EBITDA margin and other non-1IFRS measures in this Prospectus because it believes that they
are useful measures of the Company’s performance and liquidity. Other companies, including those in the Company’s industry, may calculate
similarly titled financial measures differently from the Company. Because all companies do not calculate these financial measures in the same
manner, the Company’s presentation of such financial measures may not be comparable to other similarly titled measures of other companies.
See “Selected Historical Financial and Operating Information—Reconciliation of EBITDA and Adjusted EBITDA” for a discussion of the
Company’s use of EBITDA and adjusted EBITDA and areconciliation of these figures to profit and total comprehensive income for the period.
Debt is comprised of current loans and borrowings and non-current loans and borrowings.




For the Years ended 31 December 2011, 2010 and 2009

For the year ended 31 December

2011 2010 2009
(U.S$ millions, except  (GEL millions, except (GEL millions, except (GEL millions,
as noted)® as noted) as noted) except as noted)

Other Financial Data
EBITDA® ... 154.2 259.9 194.8 1189
EBITDA Margin®@(per cent.)................... — 54.4 481 37.3
Adjusted EBITDA® .......c.oovveeeereennan 154.6 260.6 204.4 124.1
Adjusted EBITDA Margin® (per cent.).. — 54.6 50.5 38.9
Selected Ratios
Net cash from operations to debt® ......... — 0.5 0.5 4.1
Debt™® to Adjusted EBITDA® ............... — 1.7 22 0.2
Debt™ to total eqUItY ........ovveveeeeereereenees — 0.24 0.28 0.02
Selected Operating Data
Freight volume (million tonnes) — 20.1 199 171
Number of passengers (millions) — 33 32 31
Number of working freight cars — 8,122 7,659 7,910
Number of employees..........cccccoeveneenene. — 13,227 14,335 15,100
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For convenience, these figures have been translated into U.S.$ at the average GEL/U.S.$ exchange rate, based on rates published by the NBG,
for 2011, which was GEL 1.6860 per U.S.$1.00. Such translation should not be construed as a representation that the Lari amounts have been
or could be converted into U.S. Dollars at thisrate or any other rate.

EBITDA, as calculated by the Company, represents results from operating activities before depreciation and amortisation expenses. EBITDA
margin is EBITDA divided by revenue. EBITDA and EBITDA margin are a non-IFRS measures that are not measurements of financial
performance under IFRS and should not be considered as an dlternative to results from operating activities or cash flows from operating
activities or as a measure of liquidity or as an indicator of the Company’s operating performance or any other measure of performance derived
in accordance with IFRS. The Company includes EBITDA, EBITDA margin and other non-IFRS measures in this Prospectus because it
believes that they are useful measures of the Company’s performance and liquidity. Other companies, including those in the Company’s
industry, may calculate similarly titled financial measures differently from the Company. Because al companies do not calculate these
financial measures in the same manner, the Company’s presentation of such financial measures may not be comparable to other similarly titled
measures of other companies. See “Selected Historical Financial and Operating Information—Reconciliation of EBITDA and Adjusted
EBITDA” for a discussion of the Company’s use of EBITDA and adjusted EBITDA and a reconciliation of these figures to profit and total
comprehensive income for the period.

Adjusted EBITDA, as calculated by the Company, represents results from operating activities before depreciation and amortisation expenses,
certain items included in other expenses (write-off of non-current assets, inventory write-downs due to obsolescence, guarantee provisions and
other provisions) and certain items included in other income (gain on sale of subsidiaries and associates, and other). Adjusted EBITDA margin
isadjusted EBITDA divided by revenue. Adjusted EBITDA and adjusted EBITDA margin are a non-IFRS measures that are not measurements
of financial performance under IFRS and should not be considered as an alternative to cash flows from operating activities or as measures of
liquidity or an indicator of the Company’s operating performance or any other measures of performance derived in accordance with IFRS. The
Company includes adjusted EBITDA, adjusted EBITDA margin and other non-IFRS measures in this Prospectus because it believes that they
are useful measures of the Company’s performance and liquidity. Other companies, including those in the Company’s industry, may calculate
similarly titled financial measures differently from the Company. Because all companies do not calculate these financial measures in the same
manner, the Company’s presentation of such financial measures may not be comparable to other similarly titled measures of other companies.
See “Selected Historical Financial and Operating Information—Reconciliation of EBITDA and Adjusted EBITDA” for a discussion of the
Company’s use of EBITDA and adjusted EBITDA and areconciliation of these figures to profit and total comprehensive income for the period.
Debt is comprised of current loans and borrowings and non-current loans and borrowings. See Note 19 to the 2011 Audited Consolidated
Financial Statements.




OVERVIEW OF THE OFFERING

The following is an overview of the terms of the Notes. This overview is derived from, and should be read in conjunction
with, the full text of the Terms and Conditions of the Notes, which prevail to the extent of any inconsistency with the
terms set out in this overview. Capitalised terms used herein and not otherwise defined have the respective meanings
given to such termsin the relevant Terms and Conditions of the Notes.

Maturity Date......cccceveeveererinrrsese e

Use Of Proceeds.......ccovveveeeieicieeeiis e

Joint Lead Managers.......ccccoevvvvvrvereeeenen

Fiscal Agent and Principal Paying and
Transfer Agent .....cceceeveeeeevevceve s

Registrar and Paying and Transfer Agent

Negative Pledge; Restriction on Certain

Corporate  Reorganisations,  Financial
Reporting Obligations; Limitation on
Incurrence of Financial Indebtedness,

Limitation on Restricted Payments...........

Redemption by Noteholder ..........ccccevuneee.

JSC Georgian Railway
U.S.$500,000,000 7.75 per cent. Notes due 2022
99.998 per cent. of the principal amount of the Notes.

The Notes will bear interest at the rate of 7.75 per cent. per annum
from and including 5 July 2012 (the Issue Date) to but excluding 11
July 2022 (subject to early redemption). Interest on the Notes will be
payable semi-annually in arrear on 11 January and 11 July in each
year, except that the first payment of interest will be made on
11 January 2013 in respect of the period from and including the Issue
Date to but excluding 11 January 2013.

11 July 2022

The Company intends to use the net proceeds of the issue of the Notes
for general corporate and liquidity management purposes, which may
include (i) financing of such amounts (if any) as may become payable
in connection with the 2010 Notes Tender and (ii) the payment of
dividends in respect of cumulative profits for 2011 and prior years to
the extent such dividends may be recommended by the Company and
approved by its shareholders. See “Use of Proceeds’.

Goldman Sachs International, J.P. Morgan Securities Ltd. and Merrill
Lynch International

Citibank, N.A., London Branch

Citigroup Globa Markets Deutschland AG

The Terms and Conditions of the Notes will contain a negative pledge
provision, a restriction on certain corporate reorganisations, financial
reporting obligations, a covenant restricting the incurrence of
Financial Indebtedness (as defined in Condition 3) by reference to a
Net Financia Indebtedness (as defined in Condition 3) to EBITDA
ratio and a covenant limiting Restricted Payments (as defined in
Condition 3). See “Terms and Conditions of the Notes—Covenants’.

If, at any time, Georgia ceases to own, directly or indirectly, more than
50 per cent. of the Company’s issued share capital or otherwise ceases
to control, directly or indirectly, the Company, the Company shall, at
the option of any Noteholder, upon such Noteholder giving notice at
any time during the relevant period, redeem the Notes held by such
Noteholder on the relevant date at the principal amount thereof,
together (if applicable) with accrued and unpaid interest thereon to but
excluding the date fixed for redemption, as further described in
“Terms and Conditions of the Notes—Redemption and Purchase”.
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Cross-acCeleration........coceeeeevereeeveeesiveeseenn

Form and Denomination ...........ccceeveveeueennne

Taxation......

Listingand Trading......cccccoeevevevenenicenene

Selling Restr

(o1 { 0] 1T

GOVErNING LW ..ocvvceeeeeeeereerece e

Ratings........

Risk Factors.

The Terms and Conditions of the Notes will contain a cross
acceleration provision. See “Terms and Conditions of the Notes—
Events of Default”.

The Notes will be offered and sold in registered form, in
denominations of U.S.$200,000 and integral multiples of U.S.$1,000
in excess thereof.

The Notes will initially be issued in the form of an Unrestricted Global
Note and a Restricted Global Note, each in registered form and
without interest coupons. The Unrestricted Global Note will be
deposited with, and registered in the name of, a nominee for a
common depositary for Euroclear and Clearstream, L uxembourg.

The Restricted Global Note will be deposited with a custodian for, and
registered in the name of Cede & Co., as nominee for, DTC.
Ownership interests in the Unrestricted Global Note and the Restricted
Globa Note will be shown on, and transfers thereof will be effected
only through, records maintained by DTC, Euroclear, Clearstream,
Luxembourg and their respective participants. Notes in definitive form
will beissued only in very limited circumstances.

All payments of principal and interest by or on behalf of the Company
in respect of the Notes shall be made free and clear of, and without
withholding or deduction for, any taxes, duties, assessments or
governmental charges of whatever nature imposed, levied, collected,
withheld or assessed by or within Georgia or any political subdivision
thereof or any authority therein or thereof having power to tax, in
accordance with “Terms and Conditions of the Notes—Taxation”,
unless such withholding is required by law, in which event, the
Company shall, save in certain circumstances provided in “ Terms and
Conditions of the Notes—Taxation”, pay such additional amounts as
will result in receipt by the Noteholders of such amounts as would
have been received by them had no such withholding or deduction
been required.

Application has been made to the UK Listing Authority for the Notes
to be admitted to the Official List and to the London Stock Exchange
for the Notes to be admitted to trading on the Market.

There are restrictions on the offer, sale and transfer of the Notes in the
United States, the United Kingdom and Georgia. See “Subscription
and Sale”.

The Notes will be governed by, and shall be construed in accordance
with, English law.

The Notes are expected to be rated BB- (outlook: stable) by Fitch and
BB- (outlook: stable) by S&P. A rating is not a recommendation to
buy, sell or hold securities and may be subject to revision, suspension
or withdrawal at any time by the assigning rating organisation. Any
change in the rating of the Notes could adversely affect the price that a
purchaser would be willing to pay for the Notes. As at the date of this
Prospectus, both Fitch and S& P are established in the European Union
and registered under the CRA Regulation.

Prospective purchasers of the Notes should consider carefully all of
the information set forth in this Prospectus and, in particular, the
information set forth under “Risk Factors’ below before making an
investment in the Notes.
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Security Codes

Unrestricted Notes:

ISIN: XS0800346362

Common Code: 080034636

Restricted Notes:

ISIN: US37363BAA61

Common Code: 080082215

CUSIP: 37363B AAG
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RISK FACTORS

An investment in the Notes involves a high degree of risk. Prospective investors should carefully consider the risks
described below and the other information contained in this Prospectus before making a decision to invest in the Notes.
Any of the following risks, individually or together, could adversely affect the Company's business, results of
operations, financial condition and prospects, in which case the trading price of the Notes could decline and investors
could lose all or part of their investment.

The Company has described the risks and uncertainties that the Company believes are material, but these risks and
uncertainties may not be the only ones the Company faces. Additional risks and uncertainties of which the Company is
currently not aware or which the Company currently deems immaterial may also have a material adverse effect on the
Company’s business, results of operations, financial condition and prospects. Prospective investors should be aware
that the value of the Notes may go down as well as up and that investors may not be able to realise their initial
investment.

Risks Related to the Company’s Business

The Company's results of operations and financial condition are affected by economic and political conditions
globally, in the Caucasus region and in Georgia

The Company’s railway network comprises a key segment of the TRACECA corridor, the shortest route from the
Caspian Sea and Central Asia to the Black Sea and the Mediterranean basin. A significant portion of the Company’s
freight operations (which accounted for 95.3 per cent. of the Company’s total revenue in the year ended 31 December
2011 and 93.4 per cent. in the year ended 31 December 2010) are derived from the transport of goods through Georgia
from or to neighbouring countries whose rail networks, together with Georgia's, comprise the TRACECA corridor. The
Company’s financial condition and results of operations are, therefore, significantly influenced by the overall economic
and political conditions affecting both Georgia and neighbouring countries. The Company is aso affected by economic
and political conditions in other countries to or from which goods that transit through the TRACECA corridor are
ultimately shipped. The Company’s transportation of liquid cargoes (crude oil and oil products) accounted for 52.0 per
cent. and 57.8 per cent. of the Company’ stotal freight transportation volumes in the years ended 31 December 2011 and
2010, respectively. Transit of crude oil across the Company’s rail network is an alternative to oil pipelines, and the
Company’s liquid cargo transit shipments accounted for 45.5 per cent. and 51.4 per cent. of the Company’s total freight
transportation volumes in the years ended 31 December 2011 and 2010, respectively. Crude oil transported by the
Company principally originates in Kazakhstan and Azerbaijan, while a significant percentage of oil products
(approximately 66.5 per cent. for the year ended 31 December 2011) originate in Azerbaijan and Turkmenistan. The
Company also tranships goods from west to east across its network for onward delivery to support military operationsin
Afghanistan.

The worldwide economic downturn, which began in mid-2008, adversely affected the Company’s operations in 2008
and 2009. Many of the goods originating in the Caucasus region and Central Asia and transhipped through the
TRACECA corridor, such as oil, ores and various oil products, are important raw materials for industry. Asaresult, the
Company’s railway freight transportation volumes are sensitive to changes in GDP and industrial production of
TRACECA countries and their end markets. According to data compiled by Eurostat, GDP in the EU (an important
market for goods shipped through the TRACECA corridor) decreased by 1.9 per cent. between the fourth quarter of
2008 and the fourth quarter of 2009, while industrial production decreased by 3.6 per cent. in 2009, as compared to
2008. The Georgian economy was also affected by the global economic crisis, with real GDP and industrial production
in Georgia decreasing by 3.8 per cent. and 0.6 per cent., respectively in 2009, as compared to 2008, according to the
Geostat. See “—Risks Related to Georgia—Emerging markets such as Georgia are generally subject to greater risks
than more developed markets’ and “ —Risks Related to Georgia—Fluctuations in exchange rates and inflation could
have a material adverse effect on the Company’ s business’.

As a consequence of the crisis, the Company’s freight transportation volumes and passenger numbers decreased by 19.3
per cent. and 8.8 per cent., respectively, in 2009, as compared to 2008. The Company’s revenue and operating profit
also decreased in 2009, as compared to 2008, as aresult of the crisis. The Company might not be able to maintain the
return to growth in freight transportation volumes, passenger numbers and revenue that began in 2010. During the
second half of the year 2011 and to date in 2012, news reports have indicated that a number of countries, particularly in
Europe, were experiencing slower than expected growth and that there were and are worries that certain of these
countries may experience “double-dip” or prolonged recessions. Furthermore, during 2011 and 2012, there has been
turmoil in the European banking system and a deterioration of sovereign credit among governments in Greece, Ireland,
Italy, Spain, Portugal and a number of other European economies. Adverse economic developments in Georgia, the
surrounding region or globally could reduce demand for the Company’s services. Moreover, a number of countries in
the region have in the recent past experienced, or, in the case of Afghanistan, are currently experiencing, political, social
and economic instability, terrorist acts or war. Such economic, socia and political unrest could reduce transportation
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volumes along parts of the TRACECA corridor, in turn potentially reducing demand for the Company’s services.
Conversely, any changes in the political and military situation in Afghanistan could reduce the demand for the
Company’s services on this route. Reduced demand for the Company’s services could have a material adverse effect on
the Company’s business, financial condition, results of operations and prospects, as well as on the trading price of the
Notes.

The Company faces competition from oil pipelines

The Company faces competition from oil pipelines in transporting crude oil. Transport of crude oil accounted for 26.8
per cent. and 31.7 per cent. of the Company’stotal freight transportation volumes in the years ended 31 December 2011
and 2010, respectively. Transport of crude oil across the Company’s rail network is an aternative to oil pipelines.
Pipelines often have lower transport and operational costs, particularly for large oil producers that participate in their
congtruction, and are more efficient than rail in transporting large volumes of crude oil. Pipelines in the region, such as
the Caspian Pipeline Consortium pipeline (the “CPC Pipeling”), the Baku-Thilisi-Ceyhan pipeline (the “BTC
Pipeline’), the Baku-Novorossiysk pipeline and the Baku-Supsa pipeline, compete with the Company directly. In
particular, part of the decrease in the Company’s liquid cargo volumes in 2009, as compared to 2008, resulted from the
opening of the BTC Pipeline. This competition also limits the tariffs the Company is able to charge in its liquid cargo
transportation business. To help offset competition from pipelines, the Company must attract the business of smaller oil
producers, particularly those who either do not benefit from costs savings in using the pipelines or produce grades of
crude oil that cannot be transported through the pipelines. To the extent that the Company cannot attract this business,
competition from pipelines may adversely affect its business. In addition, the BTC Pipeline has unused capacity. Plans
to increase the capacity of the BTC Pipeline and the CPC Pipeline were postponed due to the economic crisis.
However, it is currently expected that capacity increases for the CPC Pipeline will be completed in 2015 or 2016, and
plans to expand capacity for the BTC Pipeline could also be reinitiated in the future. There can be no assurance that
intense competition from oil pipelines will not have a material adverse effect on the Company’s business, financial
condition, results of operations and prospects, as well as on the trading price of the Notes. See “Description of the
Company’ s Business—Business Operations—Freight SBU—Freight Competition—Competition from pipelines’.

The Company faces competition from alternative rail transit routes and providers of other methods of transportation

The Company faces competition from alternative rail transit routes and providers of other methods of transportation,
and such competition may increase in the future. The Company’s competitors may have more resources and better
access to customers than the Company does. In particular, the existence of alternative railway routes through Russia
and Iran, including routes providing access or onward transportation to or from Aktau port in Kazakhstan,
Turkmenbashi port in Turkmenistan, Makhachkala and Novorossiysk ports in Russia, Bandar Anzali port in Iran and
the Sea of Azov port in Ukraine, could pose competition to the Company’s Freight SBU. If, in the future, rail operators
of these routes significantly increase the number of railcars that they operate throughout the year or significantly reduce
the tariffs they apply, the Company may be unable to successfully compete with them. In addition, any improvement in
political relations between Iran and western jurisdictions could result in an increase of freight traffic using routes
through Iran rather than Georgia. See “Description of the Company’' s Business—Business Operations—Freight SBU—
Freight Competition—Competition from alternative rail routes’.

The Freight SBU also faces competition from other methods of transport for its freight transportation services, including
transport by truck and oil pipelines. The Company’s Passenger SBU faces competition in passenger transportation
services from other forms of domestic transport, such as buses, mini-buses, passenger automobiles and airplanes.
Intense competition from alternative transit routes and other methods of transportation may have a material adverse
effect on the Company’s business, financial condition, results of operations and prospects, as well as on the trading
price of the Notes. See “—The Company faces competition from oil pipelines’, “Description of the Company's
Business—Business Operations—Freight SBU—Freight Competition—Competition from other modes of transport” and
“Description of the Company's Business—Business Operations—Freight SBU—Freight Competition—Competition
from pipelines’ and “Description of the Company's Business—Business Operations—Passenger SBU—Freight
Competition—Passenger Competition”.

The Company providesits freight servicesto a limited number of customers

The Company has well-established ties with a number of large customers for its freight services, including Georgia
Transit, BSI Trans, PACE Georgia and subsidiaries of Heidelberg Cement. The Company has historically earned, and
expects to continue to earn, a significant portion of its revenues from a relatively small pool of large customers. A
single customer of the Freight SBU accounted for approximately 30 per cent. of the Company’stotal revenue in each of
the years ended 31 December 2011 and 2010.

A number of factors, including pricing and market demand for the Company’s services, could cause the loss of a
customer. Some of these factors may be unforeseeable. Moreover, in its liquid cargo transportation services in
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particular, the Company largely works with freight forwarders, who aggregate volumes for the Company to transport.
The Company does not have long-term contracts with the ultimate owners whose cargo the freight forwarders
aggregate. As a result, there can be no assurance that cargo owners will continue to use the services of the freight
forwarders with which the Company has relations. In addition, the crude oil the Company transports originates
primarily from alimited number of ail fieldsin Kazakhstan and Azerbaijan. Any disruption in oil production from such
fields, whether planned or as a result of accidents, decreased demand or other unforeseen factors, or the loss of end-
customers producing in such fields could decrease the volumes of liquid cargo transported by the Company.

The Company may be unable to retain its customersin the future. If the Company loses customers, it may be unable to
replace the lost business with that of other customers on comparable terms and at comparable volume levels or at all.
Future decisions by these customers not to use the Company’s services or to use them to a lesser degree could have a
material adverse effect on the Company’s business, financial condition, results of operations and prospects, as well as
on the trading price of the Notes.

The Company’s infrastructure is ageing and requires continual maintenance and improvements and may require
replacement in the future

A substantial portion of the infrastructure owned and operated by the Company, including its track network and the
related engineering technology (including signalling and rolling stock maintenance depots), dates back to the Soviet era.
Although the condition of this infrastructure is sufficient to carry out the Company’s current and planned railway
operations without significant disruptions, the Company continues to carry out extensive maintenance and i mprovement
works on much of its network. The Company has aready made, and intends to continue making, substantial
investments to modernise its infrastructure, including the Modernisation Project and the Bypass Project. See
“Description of the Company’s Business—Modernisation Project”, “Description of the Company’s Business—Bypass
Project” and “—Current and future projects designed to improve the Company's infrastructure, including the
Modernisation Project and the Bypass Project, are still in the early stages of implementation and may be subject to
delays or, in relation to the Modernisation Project and the Bypass Project, higher than anticipated costs’. The
Company had capital expenditures and other additions to non-current assets related to its infrastructure and headquarters
of GEL 355.6 million and GEL 231.1 million in the years ended 31 December 2011 and 2010, respectively. There can
be no assurance that portions of the Company’s network and other infrastructure assets are not now or will not become
outdated or require significant further improvements or replacement, which would require additional capital
expenditure. Any failure of the Company’s infrastructure to operate properly, or accidents attributable to poor
conditions of the rail infrastructure, could lead to materia disruptions in the Company’s business, increase the
Company’s operating expenses or require significant additional capital expenditures, which could have a material
adverse effect on the Company’ s business, financial condition, results of operations and prospects, as well as the trading
price of the Notes.

The Company’s rolling stock and related assets require continual maintenance and improvements and may require
replacement in the future

The Company owns and operates various freight and passenger transportation assets, including locomotives, railcars,
EMUs and other equipment. Although the condition of the Company’s rolling stock and related assets is sufficient to
carry out the Company’s railway operations without significant disruptions, the Company continues to carry out
refurbishment works and, to the extent such rolling stock and related assets reach the end of their useful operating life
(as extended by any capital repairs), they will require replacement in the future. The Company’s Freight SBU and
Passenger SBU had combined capital expenditures and other additions to non-current assets of GEL 62.7 million and
GEL 41.7 million in the years ended 31 December 2011 and 2010, respectively, principally for capital repairs to
locomotives and acquisition of railcars. Any failure of the Company’s rolling stock to operate properly could lead to
material disruptions in the Company’s business, increase the Company’s operating expenses or require significant
capital expenditures. Moreover, in the event that any of the Company’s rolling stock needs to be replaced, there can be
no assurance that the Company will continue to be able to source sufficient supplies of suitable new rolling stock on
commercially acceptable terms, or at all. Any requirement to replace or repair a significant portion of the Company’s
railway assets, such asrolling stock and related assets, could have a material adverse effect on the Company’ s business,
financial condition, results of operations and prospects, as well as the trading price of the Notes.
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I nsufficient supply of, or increasesin the price of, rolling stock may limit the operations of the Company

There is a relatively limited number of quality rolling stock manufacturers in Georgia and the CIS and their output is
limited. In addition, the adaptability of these manufacturers' production facilities from one type of railcar to another is
limited. A significant part of the rolling stock fleet operated by the Company is ageing and may require replacement.
Although the Company has recently entered into an agreement to lease up to 1,000 tank cars until 1 April 2015, the
Company has historically, from time to time, including in the first quarter of 2012, experienced shortages of rolling
stock and there can be no assurance that the Company will continue to be able to source sufficient supplies of new
rolling stock for its fleet on commercially acceptable terms, or at all. Failure by the Company to procure the requisite
amount of rolling stock could have a material adverse effect on the Company’s business, financial condition, results of
operations and prospects, as well as on the trading price of the Notes.

Current and future projects designed to improve the Company’s infrastructure, including the Modernisation Project
and the Bypass Project, are till in the early stages of implementation and may be subject to delays or higher than
anticipated costs

The Company is in the early stages of implementing the Modernisation Project, which it currently expects to complete
by 2016. Implementation of projects such as the Modernisation Project involve many potential risks and uncertainties.
These include work stoppages and interruptions resulting from inclement weather (particularly in the winter),
unforeseen engineering difficulties and geological problems. Any of these developments could cause delays or may
result in the Company’s desired or anticipated results not being achieved. These developments, as well as unanticipated
cost increases, could also cause cost overruns in relation to the Modernisation Project. Any material deviations from
the Company’s expectations and assumptions for the Modernisation Project, including delays in completion of the
project or higher than expected costs, could have a material adverse effect on the Company’s business, financial
condition, results of operations and prospects, as well as on the trading price of the Notes. See “Description of the
Company’ s Business—Moder nisation Project”.

In addition, the Company is engaging in the Bypass Project, in connection with which the Government, acting through
the Ministry of Finance and the MESD, and the Company have entered into the Bypass Project Memorandum. The
Bypass Project Memorandum creates a set-off mechanism for the Company to be reimbursed by the State for the
Company’s future expenses in relation to the Bypass Project out of dividends that would otherwise be payable to the
State in respect of its shares in the Company and in exchange for the transfer, by the Company to the State, of the
Existing Railway Land. The amount to be reimbursed to the Company does not cover an instaiment of
CHF 36.1 million due to be paid by the Company to its contractor in 2012 and is subject to an aggregate cap of CHF
138.0 million. In May 2012 and to date in June 2012, the Company paid to its contractor approximately
GEL 20.4 million (CHF 11.9 million) and GEL 5.0 million (CHF 2.9 million), respectively, of the CHF 36.1 million not
covered by the reimbursement obligations and the balance shall be paid by the Company out of its existing cash flows
upon the completion of the corresponding work by the contractor. The Existing Railway Land will be transferred to the
State upon completion of the Bypass Project or, if later, upon the full reimbursement of reimbursable expenses by the
Government. If the dividends payable to the State are insufficient to cover the reimbursable expenses in full, the
Company has the right to retain a pro rata ownership interest in the Existing Railway Land. Separately, the relocation
of certain rail infrastructure to a different part of the city in connection with the Bypass Project could result in
complaints from nearby residents, whether due to noise, environmental or other reasons. Any material deviations from
the Company’ s expectations and assumptions for the Bypass Project, including any failure of the set-off mechanism set
out in the Bypass Project Memorandum or in the incurrence of expensesin relation to the project in excess of the cap of
CHF 138.0 million, could have a material adverse effect on the Company’s business, financial condition, results of
operations and prospects, as well as on the trading price of the Notes. See “Description of the Company’ s Business—
Bypass Project”.

The Company’'s capital investment programme may not be successfully implemented on schedule, its cost may
fluctuate or the Company's operating cash flows may be insufficient to finance its planned capital investments or
meet other significant needs and the Company may be unable to obtain necessary alternative financing

The Company plans to continue to invest in its infrastructure and operations, including by undertaking the
Modernisation Project and the Bypass Project. The Company’s cash flows used in the acquisition of property, plant and
equipment were GEL 436.0 million and GEL 281.7 million in the years ended 31 December 2011 and 2010,
respectively. The Company began incurring expenses for the Modernisation Project and the Bypass Project in
September 2010 and November 2010, respectively. These amounts are expected to increase substantially going forward.
The Company’s currently budgeted capital expenditures between 2012 and 2014 are approximately CHF 482.0 million
(GEL 880.1 million), including approximately CHF 153.1 million (GEL 272.2 million) for the Modernisation Project
and approximately CHF 151.0 million (GEL 268.5 million) for the Bypass Project (out of total incurred and budgeted
expenses for the Bypass Project, approximately CHF 36.1 million is to be paid by the Company independently from its
dividends in 2012 and the remaining expenses of up to CHF 138.0 million are to be reimbursed by the State from the

16



Company’s dividends pursuant to the Bypass Project Memorandum). Such factors as changes in economic conditions
in Georgia or the region, higher capital costs than expected, slower than anticipated revenue growth, regulatory
developments, delays in project completion, cost overruns and defects in design or construction could impair the
Company’s ability to implement its capital investment programme on time and within budget. See “Management’s
Discussion and Analysis of Results of Operations and Financial Condition—Liquidity and Capital Resources—Capital
expenditures’.

Save as described above in relation to the reimbursement of certain expenses for the Bypass Project, the Company’s
capital investment programme is expected to be funded from internally-generated cash flows, as well as from existing
external financings and new externa financings, such as the proceeds of the Notes. In the past, the Company has
experienced negative free cash flow as a result of both the level of the Company’s capital investment programme and
the payment of dividends in respect of the Company's share capital and there can be no assurance that the Company will
not experience negative free cash flow in the future for the same or other reasons. In particular, the use by the
Company of cash generated by operations for the payment of dividends (to the extent permitted by the Terms and
Conditions of the Notes) may mean that the Company may again experience negative free cash flow in future periods
and, accordingly, cash generated by operations may be insufficient to finance the Company’s capital investment
programme. |f the Company is unable to finance its planned capital investments as anticipated, it may need to seek
further financing from the capital markets, through bilateral or syndicated loans or from the State, through further
capital contributions or otherwise. There can be no assurance that such financing can be arranged on terms acceptable to
the Company in an amount sufficient to finance any balance of capital expenditures not otherwise provided for. An
inability to finance planned capital investments, to finance such investments at an acceptable cost or to implement its
capital investment programme for any other reason could have a material adverse effect on the Company’s business,
financial condition, results of operations and prospects, as well as on the trading price of the Notes. See “Overview of
the Company—Strategic Projects’. Moreover, if the Company were to experience persistent negative free cash flow
following necessary funding of its capital investment programme and the payment of dividends or for other reasons, this
could adversely affect the Company’s ability to repay principa of, and make payments of interest on, the Notes, as well
as having a material adverse effect on the trading price of the Notes.

The Modernisation Project and Bypass Project may put a strain on the Company’ s management resources

Each of the Modernisation Project and the Bypass Project is a multi-year, discretionary, complex project in the early
stages of implementation. These two projects will require the Company’s management to devote time to monitoring
their respective progress and development, in addition to their current tasks. To the extent that there are any problems,
delays or unanticipated complexities with the Modernisation Project or the Bypass Project, further management time or
resources may need to be devoted to these projects, which could put further strain on the Company’ s management and
management systems and could divert management’ s attention from effectively overseeing the day-to-day operations of
the Company’s business. Any failure by the Company to deploy and maintain adequate management resources to
support the Modernisation Project and Bypass Project could have a material adverse effect on the Company’ s business,
financial condition, results of operations and prospects, as well as on the trading price of the Notes. See “Overview of
the Company—Strategic Projects’.

The Company is exposed to foreign currency exchange risk

The Company’ s reporting currency isthe Lari. To amaterial extent, the Company enters into transactions denominated
in Swiss Francs and U.S. Dollars, and carries a portion of its liabilities and assets in these currencies and the remainder
in Lari. Therefore, variations between the rate of exchange among the Swiss Franc, the U.S. Dollar and the Lari have
had and will continue to have some effect on the Company’ s results of operations. See “Management’ s Discussion and
Analysis of Results of Operations and Financial Condition—Current Trading and Prospects, Trends—Swiss Franc
Exchange Rates” and “Management’s Discussion and Analysis of Results of Operations and Financial Condition—
Factors Affecting the Company’ s Results of Operations—Exchange Rates’.

For al periods under review in this Prospectus, the Company has quoted its freight tariffs in Swiss Francs only, except
for tariffs for freight services, which, since 1 February 2012, the Company quotesin U.S. Dollars due to the volatility of
the exchange rates between the Swiss Franc, the Lari and other currencies and also to better align costs and revenues for
its customers and suppliers which mainly trade in U.S. Dollars or Lari. In addition, a significant part of the Company’s
capital expenditures and of its operating expenses, including the Company’s rental charges for using the railcars of
other national railway operators, have been and continue to be denominated in Swiss Francs.
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During the periods discussed herein, the Swiss Franc has experienced average year-on-year appreciation relative to the
Lari. Such appreciation was a significant contributor to the revenue growth in the year ended 31 December 2011, as
compared to the year ended 31 December 2010, and in the year ended 31 December 2010, as compared to the year
ended 31 December 2009. The appreciation of the Swiss Franc during the periods under the review, however, has also
had the effect of contributing to increasesin capital expenditures and costs of materials used for repair and maintenance.
See “Management’s Discussion and Analysis of Results of Operations and Financial Condition—Current Trading and
Prospects; Trends— Change in freight tariffs and volume-based discounts”.

In addition, as at 31 December 2011, the Company’ s outstanding loans and borrowings, which were GEL 432.7 million,
were denominated in U.S. Dollars. The Company also incurs a portion of its trade payables in U.S. Dollars. In the
period from 1 January 2009 to 31 December 2010, the U.S. Dollar experienced average year-on-year appreciation
relative to the Lari. Such appreciation had a tendency to increase operating expenses and finance costs. In the year
ended 31 December 2011, the U.S. Dollar depreciated relative to the Lari.

Historically, the Company has not utilised forward exchange contracts, currency swaps or other hedging arrangements
in respect of its foreign currency risk. In April 2012, the Company engaged a consultant with a view to evaluating its
options in respect of hedging, including in respect of the Company’s exposure to fluctuations in the value of the Swiss
Franc and the U.S. Dollar and, as at the date of this Prospectus, the Company isin the process of negotiating appropriate
hedging agreements under the guidance of this consultant. There can be no assurance that this or other strategies will be
implemented or, if implemented, that the Company will be fully or partialy able to offset negative effects arising from
the currency fluctuations to which it is exposed. Therefore, fluctuations in the values of these currencies could have a
material adverse effect on the Company’s business, financial condition, results of operations and prospects, as well as
the trading price of the Notes. See “Management’s Discussion and Analysis of Results of Operations and Financial
Condition—Factors Affecting the Company’'s Results of Operations—Exchange Rates’ and “—The Company's
operations may be restricted by its loan covenants’, and “Management’s Discussion and Analysis of Results of
Operations and Financial Condition—Factors Affecting the Company’ s Results of Operations—Exchange rates’.

The Company may not be able to offset the impact of a declinein freight volumes by increasing tariffs

The Freight SBU accounted for over 90 per cent. of the Company’ stotal revenue in the first quarter of 2012 and each of
the three years ended 31 December 2011. While freight traffic volumes increased by 16.4 per cent. in 2010, as
compared to 2009, and then increased by a further 1.0 per cent. in 2011, as compared to 2010, historically, volumes
transported by the Freight SBU have fluctuated. In the first quarter of 2012, total volumes transported by the Company
decreased by 0.9 per cent., as compared to the same period of 2011. As the Company is not currently subject to any
mandatory statutory or regulatory tariff restrictions, the Company may increase the tariffs it sets in respect of its freight
operations in order to offset any declines in freight volumes, as it did in 2009. However, such tariff increases may not
be sufficient to compensate fully for decreased freight volumes. Although the Company has further increased its freight
tariffs by two per cent., except on discounted tariffs for liquid cargo, with effect from 1 January 2012, the Company’s
ability to offset decreased volumes by increasing prices is limited by the Company’s need to remain competitive with
alternative transit routes, including oil pipelines. There can be no assurance the Company will be able to return to the
growth in freight volumes that began in 2010 or, if volumes continue to decrease, that the Company will be able to
increase its freight tariffs to offset any such decreased volumes. Decreases in volumes that cannot be offset by
increased tariffs could have a material adverse effect on the Company’s business, financial condition, results of
operations and prospects, as well as on the trading price of the Notes. See “Management’s Discussion and Analysis of
Results of Operations and Financial Condition—Current Trading and Prospects; Trends— Change in freight tariffs
and volume-based discounts’.

A major accident, derailment or other incident could result in loss of the Company's rolling stock, disruption to
services, environmental remediation costs and damage to the Company’ s reputation

The Company owns and operates the tracks, stations and other infrastructure and rolling stock comprising Georgia' s
entire national railway. As a result, the Company’s infrastructure and transportation operations may be adversely
affected by many factors, including accidents, derailments, the breakdown or failure of equipment or processes, natural
disasters, terrorist attacks or sabotage. A major rail accident, derailment or other incident involving the Company’s
railway operations could result in damage to or loss of the Company’s infrastructure or rolling stock and may also
disrupt the Company’s services, which could give rise to potential claims by freight shippers, injured passengers and
others. A major rail accident or derailment involving oil or oil products cargo could also result in substantial
environmental remediation costs. In July 2011, the Company experienced three freight train derailments. Although
none of these derailments caused death or injury, each involved the derailment of loaded tank cars. Oil products were
spilled in two of the incidents, and there can be no assurance that subsequent investigation will confirm the Company’s
initial assessment that no significant environmental damage resulted from these spills. In addition, railcars not owned
by the Company may be used on the Company’s rail network, as parties to the tariff agreement among the Company,
the railway companies of a number of CIS member states and the railway companies of certain other states (the “Tariff
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Agreement”) have the right to utilise their own railcars on freight routes throughout the rail network of the member
states. Such rolling stock may not be maintained to the same standard as the Company’s rolling stock and could be
more prone to accidents or breakdowns. For example, following preliminary investigations, the Company believes that
two of the July 2011 derailments were caused by technical problems in railcars owned by third parties. Negative
publicity concerning any accident or derailment, even if caused by rolling stock not owned by the Company, could aso
have a material adverse effect on the Company’ s reputation and the attractiveness of its services in the future.

Moreover, as set out below under “—The Company is largely self-insured”, the Company does not carry liability
insurance or business interruption insurance in relation to these matters. A significant uninsured event would cause the
Company to incur additional expenses and the Company may not be able to rebuild or repair itsinfrastructure or rolling
stock or restore operations in a timely fashion. Accordingly, a major accident, derailment or other incident involving
the Company’s railway operations could have a material adverse effect on the Company’s business, financial condition,
results of operations and prospects, as well as on the trading price of the Notes.

The Company islargely self-insured

The insurance industry in Georgia is in a developing state and many forms of insurance protection common in other
parts of the world are not yet generally available. Moreover, to the extent insurance may be available to the Company
outside Georgia (if at all), the Company understands that such insurance would be prohibitively expensive and, as such,
based on statistics relating to past failures on the railway, the Company does not believe it would be cost effective to
purchase insurance services for its infrastructure assets. Accordingly, in common with other state-owned enterprises,
the Company does not have any insurance coverage for its infrastructure and other assets, business interruption or third-
party liability in respect of property or environmental damage arising from accidents on the Company’s property or
relating to the Company’s operations. The Company also does not maintain insurance for terrorism or war risk. The
Company’s customers typically purchase insurance covering the cargo transported by the Company. There can be no
assurance that claims or losses will not increase in the future or that insurance coverage (if any) that it may carry in the
future will be sufficient to cover its exposures. The Company’s failure to carry business interruption insurance also
means that, if the Company suffers an interruption in its ability to operate, the Company will have reduced income
available to pay its obligations. Until and unless the Company obtains adequate insurance coverage, there is arisk that
the loss or destruction of certain assets could have a material adverse effect on the Company’s business, financial
condition, results of operations and prospects, as well as on the trading price of the Notes.

Disruption on the Company’s mainline could affect its business

In operating its business, and particularly its freight transportation business, the Company depends on its ability to
provide continuous service along the Company’s railtrack. The Company’s main rail line is a 527 kilometre fully-
electrified mainline from the Azerbaijan and Armenian borders to the Black Sea (of which 293 kilometres are double-
track line). The eectricity supply along this route runs in parallel with the Company’s rail track. In addition, an
important section of this line is a single-track line running through a gorge in mountainous terrain. The Company’s
ability to provide service along this mainline could be affected by various natural disasters or other unforeseen events
such as flooding, disruption of the electricity supply, fires, terrorism, sabotage and human error. The section of track
running through the mountainous gorge area is also subject to the additional risk of rock falls and other geological shifts
in the mountains surrounding the railtrack, which could block the track, interrupt the electricity supply or otherwise
prevent the Company from running its service along this line. Any disruption or lasting damage caused to the
Company’s railtrack, particularly the mainline route for freight transportation running from the Azerbaijan and
Armenian borders to the Black Sea, could have a material adverse effect on the Company’s business, financial
condition, results of operations and prospects, as well as on the trading price of the Notes. See also “—The Company is
largely self-insured”.

The Company' s operations may be affected by operational decisions and limitationsin capacity of other regional rail
operators

The Company’s mainline rail network comprises a key segment of the TRACECA corridor and, together with
Azerbaijan Railway, forms the Caucasus corridor. Because the rail networks of TRACECA members are interlinked,
capacity or other limitations of other regiona rail networks, particularly Azerbaijan Railway, can constrain the
Company’s operations. Transit shipments are a significant portion of the Company’s transportation volumes,
accounting for 62.5 per. cent and 66.3 per cent. of the Company’s total transportation volumes in the years ended 31
December 2011 and 2010, respectively. Capacity or other transhipment limitations elsewhere along the TRACECA or
Caucasus corridor, as aresult of, for example, insufficient rolling stock or underinvestment in infrastructure that limits
speed or otherwise reduces track capacity, could limit the volume of cargo reaching the Company’s network and thus
reduce the volume of cargo shipped by the Company.
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Similarly, railcars not owned by the Company may be used on the Company’s rail network, as parties to the Tariff
Agreement have the right to use their own railcars on freight routes throughout the rail network of the member states.
Third-party rolling stock may not be maintained to the same standard as the Company’ srolling stock and could be more
prone to accidents or breakdowns, which could result in damage or loss of the Company’s infrastructure or rolling
stock. Operationa decisions of other regional rail networks that result in capacity or other limitations could have a
material adverse effect on the Company’s business, financial condition, results of operations and prospects, as well as
on the trading price of the Notes.

The Company iswholly owned by the State, which could act inconsistently with the best interests of the Noteholders

The Company is wholly owned by the State (directly and indirectly through the JSC Partnership Fund (the “PF"), which
has the power to replace the members of the Supervisory Board and elect new members, to influence the Company’s
operational and financial decisions and to control the outcome of all matters to be decided by a vote of shareholders of
the Company. As a consequence of its role as controlling shareholder, the State would be effectively able to overturn
any decision of the Supervisory Board or its committees. The State may also influence the Company’s operations in
other ways. For example, the Company is required to get approval from the General Shareholders Meeting (the
“GMS") for matters such as approval of its annual accounts, borrowings in excess of one per cent. of the Company’s
authorised capital and capital-related matters (such as dividend payments). The interests of the State could conflict with
those of the Noteholders, potentially having a material adverse effect on the trading price of the Notes. The State may
require the Company to engage in business practices that could materially affect the Company’s ability to operate on a
commercial basis or in a way that is inconsistent with the best interests of the holders of the Notes. See “—The
Georgian Government has the power to start establishing tariffs and could otherwise require the Company to operate
on a non-commercial basis’ and “Shareholders’.

The Georgian Government has the power to start establishing tariffs and could otherwise require the Company to
operate on a non-commercial basis

The Company is not currently subject to mandatory statutory or regulatory tariffs and, under the Railway Code of
Georgia, No. 1911, dated 28 December 2002 (as amended) (the “Railway Code"), the Company is able to set its own
tariff policies. The Railway Code, however, also authorises the State to establish a Rail Transport Authority (the “Rail
Transport Authority”) that would have the power to set tariffs. Although the Company is not aware of any plans of
the State to create the Rail Transport Authority, there can be no assurance that the State will not establish the Rail
Transport Authority or otherwise take steps limiting the Company’s ability to set its own tariffs, including through its
influence as the Company’s principal shareholder. In particular, asin cases of other state-owned infrastructure assets,
the State could use passenger tariffs to support public policy initiatives without regard to the impact on the Company.
For example, athough the State does not explicitly mandate pricing, the significant social importance to the State of
providing affordable passenger transportation services has constrained the Company from setting passenger
transportation tariffs wholly on the basis of market forces. It has also constrained the Company from removing or
reducing services on certain passenger routes. Asaresult, the Company has focused on decreasing passenger operating
costs, while average passenger tariffs have remained relatively stable, with fares unchanged for travel in older railcars.
See “Description of the Company’ s Business—Business Oper ations—Passenger SBU—Passenger Tariffs’.

In addition, the Government has established the State Transportation Committee, an advisory body of the Government,
with the objective of discussing all major transport issues within the country and to make strategic decisions concerning
the development of the transportation industry, including the nationa railway. The Government may influence
decisions of the Company’s management in respect of the Passenger SBU in connection with providing affordable
passenger transportation services through the policies of the State Transportation Committee, which is headed by the
Prime Minister and includes the Minister of Finance, the Minister of Economy and Sustainable Development, the
Minister of Infrastructural Development, the Chief Executive Officer of the Company, the Head of the Roads
Department and representatives of Black Sea port operators. The Government may also suggest that the Company
undertake certain actions or projectsin respect of the Passenger SBU.

There can aso be no assurance that the Government will not in the future implement tariff regulationsin order to reflect
various EU directives related to rail transportation and rail authorities. The Company is not aware of any plans to
implement such regulations, although the Government is currently in discussions with the EU in relation to the potential
entering into of an EU association agreement.

Any limitations on the Company’s ability to control its own tariffs, or any other action of the Government that requires
the Company to operate on a hon-commercial basis, could hamper the Company’ s ability to increase tariffs in response
to increasesin its costs of operations or otherwise impact its ability to react to market forces. This could have a material
adverse effect on the Company’s business, financial condition, results of operations and prospects, as well as on the
trading price of the Notes. See “—The Company is wholly owned by the State which could act inconsistently with the
best interests of the Noteholders’.
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The Company' s operations may be restricted by its loan covenants

The Company is obliged to comply with various covenants and restrictions contained in its financing arrangements,
including the Notes and, to the extent any of the 2010 Notes remain outstanding following the 2010 Notes Tender, the
2010 Notes. Such covenants include the requirement to meet certain financial ratios, such as financial indebtedness to
EBITDA, as well as restrictions on the creation of security interests. In addition, until the repayment of the Notes and,
to the extent any of the 2010 Notes remain outstanding following the 2010 Notes Tender, the 2010 Notes, the Company
may not incur any secured financial debt, except as permitted thereunder. To the extent that the Company’s existing
credit facilities, including the Notes, and the Company’s internal cash flow are not sufficient for the Company’ s planned
capital expenditure requirements, the Company may have to seek additional forms of financing. Moreover, it may
become impossible or difficult to comply with, or obtain consent for deviation from, the covenants set out in the
Company’s financing arrangements, which could require the Company to restructure its indebtedness or refinance its
existing debt. Any failure in these respects could be costly and could have a material adverse effect on the Company’s
business, financial condition, results of operations, and prospects, as well as on the trading price of the Notes. See
“Management’s Discussion and Analysis of Results of Operations and Financial Condition—Liquidity and Capital
Resources—Borrowings’.

The Company may be unable to obtain refinancing for its current loans and borrowings on commercially acceptable
terms, if at all

As at 31 December 2011, the Company’ s total outstanding loans and borrowings were GEL 432.7 million, including the
2010 Notes. The Company evaluates its options in respect of such loans and borrowings based on its actual
performance in any given year and is currently intending to repay the principal and interest amounts under such loans
and borrowings from its operating cash flows as and when they become due. If the Company’s cash flows are
insufficient to repay its loans and borrowings, the Company will need to renegotiate its loans or seek alternative
financing from the capital markets. See “Management’s Discussion and Analysis of Results of Operations and
Financial Condition—Liquidity and Capital Resources—Borrowings’.

The Company’s ability to raise alternative financing or to renegotiate loans on commercially acceptable terms, or at al,
depends on, among other factors, the general condition of the international capital markets and the overall economic
conditions in Georgia, as well as the financial condition of the Company. There can be no assurance that, if alternative
financing becomes necessary, the Company will be able to obtain such financing on commercialy acceptable terms, if
at al. Seealso “—The Company’s operations may be restricted by itsloan covenants”.

The ratings assigned to the Company, among other things, are dependent on those assigned to Georgia (for so long as
the State maintains a sufficient ownership interest in the Company), as well as on the overall economic and financial
conditions in Georgia. In the event that the ratings agencies downgrade Georgia's ratings, decouple the Company’s
rating from Georgia's rating or downgrade the Company’s ratings, the Company’s ability to obtain debt or equity
financing may be materially adversely affected and any debt financing the Company were then able to obtain would
likely bear higher interest than would have been the case had the rating not declined.

Pursuant to the 2010 Notes (to the extent any of the 2010 Notes remain outstanding following completion of the 2010
Notes Tender), failure to pay amounts due, whether principal or interest, or failure by the Company to pay other
indebtedness in excess of U.S.$10 million or more in the aggregate will, among other matters, constitute an event of
default. In addition, pursuant to the Notes, failure to pay amounts due, whether principal or interest, or failure by the
Company to pay other indebtedness in excess of U.S.$25 million or more in the aggregate will, among other matters,
congtitute an Event of Default. Under the 2010 Notes and the Notes, such an event will, upon notice given by 25 per
cent. of the holders of the 2010 Notes or the Notes, as the case may be, cause the 2010 Notes or the Notes (as the case
may be) to become immediately due and payable without further action or formality. Such default or any failure to
generate sufficient funds from operating cash flows or obtain sufficient debt financing on commercially acceptable
terms to repay its loans and borrowings could have a material adverse effect on the Company’s business, financial
condition, results of operations and prospects, as well as on the trading price of the Notes.

The Company' s passenger services have historically generated net losses

One of the Company’s medium-term strategic objectives is to transform the Passenger SBU into a profitable operation.
Historically, however, the Company’s passenger transportation services have generated net losses. The Passenger SBU
had a loss before infrastructure costs, net interest costs and income tax of GEL 10.9 million and of GEL 10.8 million in
the years ended 31 December 2011 and 2010, respectively. There can be no assurance that the Company’s planned
investment in new rolling stock to increase speed, decrease maintenance expenses and improve travel comfort will
enable it to increase passenger transportation tariffs or to generate profit from its passenger rail operations. Historically,
passenger tariffs have remained relatively low due to the social importance to the State of the Company’s provision of
affordable passenger transportation services. Moreover, given the social importance of its passenger services, the

21



Company may be constrained in removing or reducing services on certain passenger routes, even where such routes are
not economical. Failure by the Passenger SBU to achieve profitability could have a material adverse effect on the
Company’s business, financial condition, results of operations and prospects, as well as on the trading price of the
Notes.

The Company is subject to risks relating to operations at sea ports and terminals

Three of the Company’s railway lines terminate at cargo or oil terminals at the Black Sea ports of Batumi, Poti and
Kulevi, through or at which the substantial majority of the freight the Company transports is received, stored or on-
shipped. Accordingly, the Company’s freight operations are exposed to the risk of interruption at the ports or terminals,
which may prevent the Company from delivering or receiving cargo to be transported at the ports or stored at the
terminals. Any sustained disruption at the port or terminal facilities, including with respect to the transportation of
cargo to and from the Company’ s operations to the ships or terminal facilities, for example, due to strikes or inclement
weather (particularly in the winter, as happened in 2012), could impede the Company’s ability to provide its freight
services on time, or at a reasonable cost, which could, in turn, have a material adverse effect on the Company’s
business, financial condition, results of operations and prospects, as well as on the trading price of the Notes.

The Company' s energy costs could increase

Costs related to energy, and particularly electricity, constitute a significant portion of the Company’s operating
expenses, making its operating expenses sensitive to changes in energy prices. Electricity costs include principaly the
costs of the electricity used to move the Company’ s locomotives and vehicles and the electricity used in the Company’s
buildings. Approximately 94.0 per cent. of the Company’s railway network is electrified. The Company also uses
diesel-powered locomotives. Significant increases in the cost of electricity or diesel fuel, including as a consequence of
increased regulation or taxation of greenhouse gases, could adversely affect the Company’s operating expenses and
results. Following tariff increases, the Company’s average electricity tariffs increased by 14.8 per cent. in the year
ended 31 December 2011, as compared to 2010, and by 3.3 per cent. in the year ended 31 December 2010, as compared
to 2009. In September 2011, the Company entered into an agreement for the purchase and sale of electricity with JSC
EnergoPro Georgia (“EnergoPro Georgia’), which fixes tariffs for electricity for five years (the “Electricity
Agreement”). After theinitia five year period, the agreement provides that the tariff will be fixed again for a further
five year period. The tariff may be adjusted upwards in the limited circumstances provided for in the agreement.
Management estimates that electricity delivered under this contract will satisfy almost 90 per cent. of the Company’s
total electricity requirements. However, future increases in electricity tariffs payable to EnergoPro Georgia after the
initial five year contract period, continued increases in electricity tariffs in respect of the electricity not supplied by
EnergoPro Georgia or increases in other energy prices could have a material adverse effect on the Company’ s business,
financial condition, results of operations and prospects, as well as on the trading price of the Notes. See “Management’s
Discussion and Analysis of Results of Operations and Financial Condition—Factors Affecting the Company’ s Results of
Operations—Cost of electricity and materials’.

Failure to comply with applicable environmental and health and safety laws and regulations may give rise to
significant liabilities

The Company is subject to various environmental protection and occupational health and safety laws and regulations
relating to protection of the environment and protection of human health and safety in Georgia. These laws and
regulations set various standards regulating certain aspects of health, safety, security and environmental quality and they
provide for civil and criminal penalties and other liabilities for the violation of such standards and may in certain
circumstances impose obligations to remediate current and former facilities and locations where operations are or were
carried out. The cost of environmental and health and safety compliance in the future and potential liability due to any
environmental damage that may be caused by the Company or that may already exist on land owned by the Company or
any health and safety violations committed by the Company could be material. Moreover, the Company could be
adversely affected by future actions and fines imposed on the Company by environmental authorities. To the extent that
any provision in the Company’s financial statements relating to remediation costs for environmental or health and
safety liabilities proves to be insufficient, this could have a material adverse effect on the Company’ s business, financial
condition, results of operations and prospects, as well as on the trading price of the Notes.

The Company cannot guarantee that it will be in compliance at all times with all applicable environmental and health
and safety laws and regulations, which could change from time to time. Any failure to comply with these
environmental and health and safety requirements could subject the Company to, among other things, civil liabilities,
administrative sanctions and penalty fees and possibly temporary or permanent shutdown of the Company’s operations.
Any imposition of fines or increases in the costs associated with compliance with environmental and health and safety
laws and regulations could have a material adverse effect on the Company’s business, financial condition, results of
operations and prospects, as well as on the trading price of the Notes.
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The Company’ s business may be adversely affected by strikes, lockouts and labour legidation

The Company is the largest corporate employer in Georgia, with 13,227 employees as at 31 December 2011. As at the
date of this Prospectus, the Company does not have any collective bargaining agreements with its employees or a trade
union, although the Company has in the past been party to arrangements with the Railway Workers Trade Union of
Georgia. If, in the future, the Company decides to implement any programme that, in an effort to further improve its
operations and profitability, affects the size or organisation of the workforce, there can be no assurance that the
Company’s business will not be subject to the threat of interruptions through strikes or lockouts. Moreover, as the
largest employer in Georgia, the Company and its subsidiaries are subject to certain social and political constraints with
respect to its workforce and, therefore, may be unable to make any rapid or significant reductions in the number of its
employees, if required. Any such interruptions or restrictions (real or perceived) on its ability to restructure its
workforce could have a material adverse effect on the Company’s business, financial condition, results of operations
and prospects, as well as on the trading price of the Notes. See “Description of the Company's Business— egal
Proceedings’ and “ Description of the Company’ s Business—Employees and Pensions”.

The Company may be unable to attract and retain qualified and key personnel

The Company’ s success depends to a significant extent on the services of its senior management and skilled engineering
team. There can be no assurance, however, that these individuals will continue to make their services available to the
Company in the future. The Company’s ability to achieve its business objectives depends to a large degree on the
services of its senior management team. The loss or unavailability of these personnel for an extended period of time
could have a material adverse effect on the Company’s business, financial condition, results of operations, future
prospects and the trading price of the Notes. The Company does not have key-man insurance in place in respect of its
senior managers.

In addition, the Company employs a number of highly qualified engineers and other personnel. However, competition
in Georgia for suitably qualified and experienced executives and other personnel is intense due to the relatively small
number of available qualified individuals. The Company’s ability to retain its existing senior management and
engineering personnel or attract additional suitably qualified personnel in the future may be limited and may depend on
its ability to meet demands for higher wages. As a result, the departure of members of the Company’s senior
management or other highly qualified personnel, or the Company’s inability to attract, employ and retain the necessary
skilled and experienced personnel, could have a material adverse effect on the Company’s business, financial condition,
results of operations and prospects, as well as on the trading price of the Notes.

The Company's accounting systems and internal controls may not be as advanced as those of companies in more
developed countries

The Company’ s management information system, financial reporting function and system of internal controls relating to
the preparation of IFRS financial statements may be less developed in certain respects, and may not provide
management with as detailed or as accurate information, as those of rail companies in more developed markets.
However, management believes that they are sufficient for a company whose Notes are listed on the Official List and
permit the Company to comply with its ongoing obligations as a listed company.

Although the Company has established an internal audit department, the internal audit department is relatively new and
is staffed by personnel with limited internal audit-specific knowledge. Furthermore, thisinternal audit department has a
limited remit and excludes the Company’s subsidiaries from its work programme. In addition, while the Company
maintains accounting software, it does not have computerised accounting or reporting systems designed for the
preparation of stand-alone or consolidated IFRS financial statements. A number of the Company’s subsidiaries also do
not currently maintain computerised accounting software or software that is compatible with that used by the Company.
Accordingly, the preparation of annual or interim IFRS consolidated financial statements may require more time for the
Company than it does for companies in more developed countries. There are a number of additional areas where the
introduction of automated and integrated processes could improve the Company’sinternal control systems, for example
for the reconciliation of management accounts and in its treasury and budgeting processes, as well as in relation to its
monthly cash flow budgets. Delays in preparing management accounts, or management being provided with
insufficiently detailed information or inappropriate controls over monthly cash flow projections, could impact the
decision-making process of senior management, as well as the management of the Company’s liquidity. Moreover, the
Company’s ability to generate financial information in a timely manner is dependent on a small group of accounting
personnel who currently fulfil both the accounting and reporting functions. There is a shortage of qualified personnel
with IFRS accounting experience in Georgia. If, for any reason, the Company failed to maintain an adequate
management information system, financial reporting function or system of internal controls, or experienced delays in
preparing |FRS consolidated financial statements, this could have a material adverse effect on the Company’ s business,
financial condition, results of operations and prospects, as well as on the trading price of the Notes.
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Notwithstanding anything in this risk factor, this risk factor should not be taken as implying that the Company will be
unable to comply with its obligations as a company with its securities admitted to the Official List. The Company is
committed to taking appropriate action to ensure that it complies with its ongoing obligations as a listed company.

The Company relies heavily on information systems to operate its business, and any failure of these systems could
have a material adverse effect on the Company’ s operations

The Company’s business is dependent on the successful and uninterrupted functioning of its information technology
systems. The Company relies on these systems for complex logistical, dispatching and tracking tasks critical for its
customers' transportation needs and central to the Company’s business. The Company’s information management
systems do not include off-site system redundancy. There can be no assurance that the Company will be able to avoid
significant failures or interruptions of its information systems in the future. Failures or interruptions in the Company’s
information technology systems may compromise the Company’s ability to provide its value-added transportation,
logistics and tracking services, as well as result in costly delays in the shipment of customer cargo, or otherwise lead to
asignificant loss of customer business, which could have a material adverse effect on the Company’ s business, financial
condition, results of operations and prospects, as well as on the trading price of the Notes.

The Company is not subject to mandatory corporate governance requirements

Georgia has not adopted a code of corporate governance, and corporate governance standards in Georgia may be less
robust than in western jurisdictions. Furthermore, as a company incorporated in Georgia, the Company is not subject to
the U.K. Corporate Governance Code issued by the Financia Reporting Council. As a matter of best practice, the
Company has adopted and is committed to complying with certain corporate governance structures and procedures,
including the appointment of independent directors to the Supervisory Board. The Company established a Nomination
Committee and a Remuneration Committee in September 2011 and established an Audit Committee in February 2010.
New terms of reference for the Audit Committee were adopted in September 2011. Each of these committees includes
independent directors. See “Management and Corporate Governance— Corporate Governance”. However, members
of these committees may not possess the same qualifications, including auditing and financial reporting qualificationsin
respect of Audit Committee members, as members of similar committee members of companies in western
jurisdictions. There can be no assurance that the Company will successfully identify independent directorsin the future
or that future committee members will acquire or possess the relevant qualifications, which could limit the effectiveness
of the committees. Moreover, there can be no assurance that the Government, in its capacity as controlling shareholder
or regulator, will not hamper the proper function of the committees or the Supervisory Board. |n addition, the Company
has adopted these measures voluntarily and is not subject to specific legal or regulatory corporate governance
requirements. There can be no assurance that the Company will not in the future adopt governance structures and
procedures that may be deemed to provide a lower level of assurance to investors than its current corporate governance
structures and procedures.

Risks Related to Geor gia
Emerging markets such as Georgia are generally subject to greater risks than more devel oped markets

Investing in securities involving emerging markets, such as Georgia, involves a higher degree of risk than investments
in securities of corporate or sovereign issuers of more developed markets. These higher risks include, but are not
limited to, higher volatility, limited liquidity, a narrow export base, current account deficits and changes in the political,
economic, social, legal and regulatory environment. Emerging economies, such as the Georgian economy, are subject
to rapid change and are vulnerable to market conditions and economic downturns el sewhere in the world. Although the
Government has been successful in its efforts to reduce corruption, emerging markets in general may experience more
instances of corruption of government officials and misuse of public funds than more mature markets.

In addition, international investors reactions to events occurring in one emerging market country or region sometimes
appear to demonstrate a “contagion” effect, in which an entire region or class of investment is disfavoured by such
investors. If such a “contagion” effect occurs, Georgia could be adversely affected by negative economic or financia
developments in other emerging market countries. Georgia has been adversely affected by “contagion” effects in the
past, including following the 1998 Russian financial crisis and the more recent global financial crisis. No assurance can
be given that it will not be affected by similar effects in the future, including the recent volatility in the Middle East.
See “—A continuation of the turmoil in global credit markets as a result of the global financial crisis has adversely
affected, and may continue to adversely affect, the Georgian economy”.
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As a consequence, an investment in the Company carries risks that are not typically associated with investing in more
mature markets. These risks may be compounded by incomplete, unreliable or unavailable economic and statistical
data on Georgia, including elements of information provided in this Prospectus. Prospective investors should also note
that emerging economies such as Georgia's are subject to rapid change and that the information set out in this
Prospectus may become outdated relatively quickly. Accordingly, prospective investors should exercise particular care
in evaluating the risks involved and must decide for themselves whether, in light of those risks, their investment is
appropriate. Generally, investment in emerging marketsis suitable only for sophisticated investors who fully appreciate
the significance of the risks involved. Prospective investors are urged to consult with their own legal and financial
advisers before making an investment decision.

A continuation of the turmoil in global credit markets as a result of the global financial crisis has adversely affected,
and may continue to adversely affect, the Georgian economy

The global financial crisis, which commenced in 2008, has severely affected global markets. Financial markets in the
United States, Europe and Asia experienced, and in some cases continue to experience, a period of unprecedented
turmoil and upheaval characterised by extreme volatility and declines in security prices, severely diminished liquidity
and credit availability, inability to access capital markets, the bankruptcy, default, failure, collapse or sale of various
financial institutions and an unprecedented level of intervention from the United States federal government and other
governments.  Unemployment has risen while business, economic activity and consumer confidence have declined,
resulting in a severe global recession. In addition to the global financia crisis, the need for many governments to
finance large and growing budget deficits and other factors have negatively affected the financial standing and the credit
ratings of sovereign and quasi-sovereign issuers, particularly in Europe and the Persian Gulf region. The continuation
of turmoil in global credit markets may continue to adversely affect Georgia's economy, which could, in turn, have a
material adverse effect on the Company’s business, financial condition, results of operations and prospects, as well as
on the trading price of the Notes.

Therisk of palitical instability in Georgia could have a material adverse effect on the Company’s business

Since the restoration of its independence in 1991, Georgia has had an on-going substantial political transformation from
aconstituent republic in afederal sociaist state to an independent sovereign democracy. Poalitical conditionsin Georgia
were highly volatile in the 1990s and in the early part of the 2000s. Since January 2004, following the peaceful uprising
in November 2003, known as the “Rose Revolution”, Mikheil Saakashvili has served as President of Georgia. While
Georgia has introduced policies oriented towards the acceleration of political and economic reforms, there can be no
assurance that current Government policies or economic or regulatory reforms will continue at the same pace or at all.
Georgia faces several challenges, including ongoing tensions with Russia and the need to implement further economic
and political reforms. No assurance can be given that such reforms and economic growth will not be hindered as a
result of the disruption of government continuity or any other changes affecting the stability of the Government or as a
result of a rejection or reversal of reform policies. Political instability in Georgia could have negative effects on the
economy and this could have a material adverse effect on the Company’s business, financial condition, results of
operations and prospects, as well as on the trading price of the Notes.

The next presidential elections are scheduled to be held in 2013. Pursuant to the provisions of Georgid s constitution
dated 24 August 1995 (as amended) (the “Constitution”), President Saakashvili cannot stand for a third term in office.
A change in President may lead to political instability within the country. A number of measures of electoral reform
have been passed by the Parliament in recent years, partialy in response to protests following the parliamentary
elections in 2008, and further reforms are being considered by the Parliament in consultation with international
advisers. During its monitoring of municipal elections in May 2010, while the Organisation for Security and
Cooperation in Europe (the “OSCE") noted significant improvements to Georgia s compliance with OSCE and the
Council of Europe’s standards in relation to elections, certain significant shortcomings were also cited.

The next parliamentary elections are scheduled to be held in October 2012. Any protests or criticism in relation to the

conduct of such elections may lead to political instability within the country. In addition, there can be no assurance that
members of the next Parliament will continue the current Parliament’s economic and fiscal policies.
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In 2010, a State Commission proposed significant amendments to the Constitution of Georgia (the “Constitutional
Amendments’). Parliament approved the Constitutional Amendments in October 2010. Among the effects of the
Constitutional Amendments is an enhancement of the primary governing responsibility of the Parliament and a
concomitant reduction of the powers of the Presidency. Most provisions of the Constitutional Amendments will
become effective after the next presidential elections, scheduled for 2013. Certain provisions relating to local self-
government entered into force on 1 January 2011. There can be no assurance that the implementation of the
Constitutional Amendments will not create political disruption or instability or otherwise negatively affect the political
climate in Georgia.

In light of such recent political developments, there can be no assurance that the Government will be able to maintain
political and civil stability or that reform and economic growth will not be hindered as a result of any such events. Any
of the events referred to above could have negative effects on the economy in Georgia, which could, in turn, have a
material adverse effect on the Company’s business, financial condition, results of operations and prospects, as well as
on the trading price of the Notes.

Regional tensions could have a material adverse effect on the Company’ s business

Since the restoration of its independence in 1991, Georgia has had on-going disputes in the Georgian regions of
Abkhazia and Tskhinvali and with Russia. These disputes have led to sporadic violence and breaches of peace-keeping
operations. In August 2008, the conflict in the Tskhinvali Region, Georgia (the “2008 Conflict”) escalated as Georgian
troops engaged with local militias and Russian forces that crossed the international border. In the days that followed the
initial outbreak of hodtilities, Georgia declared a state of war as Russian forces launched bombing raids deep into
Georgia, targeted and destroyed Georgian infrastructure (including railway assets of the Company), blockaded part of
the Georgian coast, took control of the Tskhinvali Region, Georgia (the regional administrative centre) and Abkhazia,
Georgia and landed marines on the Abkhaz coast. After five days of heavy fighting, the Georgian forces were defeated,
enabling the Russians to enter Georgia uncontested and occupy the cities of Poti, Gori, Senaki and Zugdidi. In August
2008, Georgia and Russia signed a French-brokered ceasefire that called for the withdrawal of Russian forces. Russian
troops, however, continue to occupy Abkhazia, Georgia and the Tskhinvali Region, Georgia, and tensions continue.
Russia's subsequent recognition of the independence of Abkhazia, Georgia and the Tskhinvali Region, Georgia was
rejected by Georgia. Georgia withdrew from the CIS in August 2009.

Russia has indicated that it views the eastward expansion of the North Atlantic Treaty Organisation (“NATQ"),
potentially including ex-Soviet republics, such as Georgia, as hostile. Any future deterioration or worsening of
Georgia s relationship with Russia, including any major changes in Georgia's relations with Western governments and
institutions, in particular in terms of national security, Georgia's importance to Western energy supplies, the amount of
aid granted to Georgia or the ability of Georgian manufacturers to access world export markets, may have a negative
effect on the stability of Georgia, both in political and economic terms, which could, in turn, have a material adverse
effect on the Company’s business, financial condition, results of operations and prospects, as well as on the trading
price of the Notes.

Economic instability in Georgia could have a material adverse effect on the Company’s business

Since the dissolution of the Soviet Union in the early 1990s, Georgia's society and economy have undergone a rapid
transformation from a one-party state with a centrally-planned economy to a pluralist democracy with a market
economy. This transformation has been marked by periods of significant instability resulting at various times in
declines in GDP, hyperinflation, an unstable currency, high levels of state debt relative to GDP, the existence of a
“black” and “grey” market economy, high unemployment and underemployment and the impoverishment of a portion
of the Georgian population.

The combined effects of the 2008 Conflict and the global financia crisis on the Georgian economy resulted in a
recession from the second half of 2008 through the first half of 2009, ending several years of relatively high economic
growth following the implementation of a series of economic reforms by the Government beginning in 2004. The
economy returned to growth in the second half of 2009, and this recovery has continued through the date of this
Prospectus. There can be no assurance, however, that this more recent economic growth will continue or will not be
reversed.

Georgia' s current account deficit was 22.1 per cent. of nominal GDP in 2008, before declining to 10.6 per cent. of
nominal GDP in 2009, 10.3 per cent. in 2010 and an estimated 11.7 per cent. of nominal GDP in 2011. As aresult of
the decrease in net foreign direct investment (“FDI”) inflows beginning in the second half of 2008, in recent years, the
current account deficit has been financed, in part, by increased borrowing. In general, a significant increase in the
current account deficit, which is not accompanied by a recovery in net FDI inflows, may result in a further increase in
the levels of Government borrowing to finance the current account deficit, a revaluation of the Lari or a reduction in
imports, any of which could have a material adverse effect on the Georgian economy.

26



In addition, the Georgian economy is highly dollarised. Prior to 2008, the dollarisation rate had been declining with
foreign currency deposits accounting for approximately 65 per cent. of all deposits as at 31 December 2007. Asaresult
of the combined effects of the 2008 Conflict and the global financia crisis on Georgia, however, the dollarisation rate
increased to approximately 76 per cent. as at 31 December 2008, although it has since decreased to 59.0 per cent. as at
31 December 2011. Although the NBG has adopted measures to support the development of Georgia's domestic
money markets, the dollarisation rate could adversely impact the effectiveness of the implementation of the NBG's
monetary and exchange rate policies.

Beginning in 2008, the Lari generally depreciated against the U.S. Dollar and other currencies, although it has generally
appreciated against the U.S. Dollar and other currencies since October 2010. See “—Fluctuations in exchange rates
and inflation could have a material adverse effect on the Company’s business’. Inflation had increased to an annual
rate of 11.2 per cent. by the end of 2010, although it decreased to 2.0 per cent. as at 31 December 2011. A material
depreciation of the Lari relative to the U.S. Dollar or the Euro, changes in monetary policy, inflation or the occurrence
of other negative factors could adversely affect Georgia's economy. This, in turn, could have a material adverse effect
on the Company’s business, financial condition, results of operations and prospects, as well as on the trading price of
the Notes.

Certain of the Company’s costs, such as materials, maintenance and repairs, energy costs and wages are sensitive to
risesin general price levelsin Georgia. However, due to competitive pressures, the Company may not be able to pass
along the increased costs to its customers. Accordingly, if high rates of inflation return, there can be no assurance that
the Company will be able to maintain or increase its margins to cover such cost increases, which could have a material
adverse effect on the Company’s business, financial condition, results of operations and prospects, as well as on the
trading price of the Notes.

Fluctuationsin exchange rates and inflation could have a material adverse effect on the Company’s business

There was significant instability in the Lari-U.S. Dollar exchange rate and the Lari-Swiss Franc exchange rate following
the Russian financial crisis of August 1998 and the 2008 Conflict. While the Lari generally appreciated against the U.S.
Dallar, the Swiss Franc and other major international currencies from 2001 to 2008, the Lari had generally then
depreciated until October 2010. Since October 2010, however, the Lari has generally appreciated against such
currencies. In addition, in November 2008, the NBG devalued the Lari by 16 per cent., a measure aimed at alleviating
the negative impact of the global financial crisis on the Georgian economy. The ability of the Government and the
NBG to limit any volatility of the Lari will depend on a number of political and economic factors, including the NBG's
and the Government’s ability to control inflation, the availability of foreign currency reserves and FDI inflows, and any
failure to do so or a major depreciation or further devaluation of the Lari could adversely affect Georgia' s economy.
According to estimates provided by Geostat, annual inflation, as measured by the end-of-period consumer price index,
in Georgia was 3.0 per cent. in 2009, 11.2 per cent. in 2010 and 2.0 per cent. in 2011. A return to high and sustained
inflation could lead to market instability, a financial crisis, a reduction in consumer purchasing power and erosion of
consumer confidence. Any of these events could lead to deterioration in the performance of Georgia's economy, which
could, in turn, have a material adverse effect on the Company’s business, financial condition, results of operations and
prospects, as well as on the trading price of the Notes.

Weaknesses relating to the Georgian legal system and legislation create an uncertain environment for investment
and business activity in Georgia

Georgia is still developing an adequate legal framework required for the proper functioning of a market economy.
Several fundamental Georgian civil, criminal, tax, administrative and commercial laws have only recently become
effective. The recent nature of much of Georgian legidation and the rapid evolution of the Georgian legal system place
the quality and the enforceability of laws in doubt and result in ambiguities and inconsistenciesin their application.

In addition, the court system is understaffed and has been undergoing significant reforms. Judges and courts in Georgia
are generaly less experienced in the area of business and corporate law than is the case in certain other countries,
particularly the United States and EU countries. Most court decisions are not easily available to the general public, and
enforcement of court judgments may, in practice, be difficult in Georgia. The uncertainties of the Georgian judicial
system could have a negative effect on the economy, which could, in turn, have a material adverse effect on the
Company’s business, financial condition, results of operations and prospects, as well as on the trading price of the
Notes.
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The Company may experience increasesin itsincome taxes

During the three years ended 31 December 2011 and as at the date of this Prospectus, the corporate income tax rate in
Georgia has been 15 per cent. This tax rate is generally lower than the tax rate applicable to other of the Company’s
peer companies, particularly those operating in more developed Western countries. Furthermore, by virtue of the
Economic Liberty Act passed by Parliament in July 2011 and scheduled to enter into force on 31 December 2013,
subject to certain exceptions, referenda are required to be held before raising taxes and tax rates. Georgiais, however, a
parliamentary democracy and any change in the composition of the Government could result in a change to such
taxation policies. The next parliamentary elections are due to be held in October 2012. In addition, while President
Saakashvili has been a supporter of the free market and an environment of lower tax rates, he will not be eligible to
stand at the next presidential elections scheduled to be held in 2013. A change in President may also lead to a change to
taxation policy in Georgia. Any significant increase in the rate of corporate income tax in Georgia could have a
material adverse effect on the Company’s business, financial condition, results of operations and prospects, as well as
on the trading price of the Notes.

The uncertainties of the Georgian tax system could have a material adverse effect on the Company’ s business and on
taxation of the Notes

A new Tax Code was adopted in Georgia on 17 September 2010 and came into effect on 1 January 2011 (the “Tax
Code of Georgia”). Differing opinions regarding the interpretation of various provisions exist both among and within
Governmental ministries and organisations, including the tax authorities, creating uncertainties, inconsistencies and
areas of conflict. While the Company believes that it is currently in compliance with the tax laws affecting its
operations, it is possible that the relevant authorities could take differing positions with regard to interpretative issues,
which may result in the Company facing tax adjustments or fines. In addition, there can be no assurance that the current
tax laws or Government tax policies will not be subject to change in the future, including changes introduced as a result
of a change of government. Such changes, among other things, could include the introduction of new taxes or an
increase in the tax rates applicable to the Company. Any such changes in the tax laws or governmental tax policies may
have a material adverse effect on the Company’s business, financial condition, results of operations and prospects, as
well as on the trading price of the Notes. See also “—The Company may experience increasesin itsincome taxes’.

The Tax Code of Georgia does not provide a clear definition of the place of sale (or supply) of the Notes for the
purposes of determining profit/income tax exposure, and, accordingly, while it is unlikely that the sale of Notes, absent
asae of Notes on the territory of Georgia or to a Georgian tax resident, will trigger any Georgian tax obligations on the
part of Noteholders, there is a risk that this trigger may be interpreted differently by the tax authorities. The relative
novelty of the offering of debt securities out of Georgia, as well as the ambiguities noted above concerning the
application of the respective provisions of the Tax Code of Georgia, combined with the absence of established practices,
may result in varying interpretations of the applicable provisions of the Tax Code of Georgia by the tax authorities. In
addition, there are past instances in which the tax authorities have been known to apply varying interpretations to the
respective provisions of the Tax Code of Georgia to address the impracticability or unenforceability of certain
provisions with respect to non-resident tax payers.

Foreign judgments and arbitral awards may not be enforceable against the Company.

On the basis of certain precedents established by foreign judiciaries, it may not be possible to effect service of process
against the Company in courts outside Georgia or in ajurisdiction to which the Company has not explicitly submitted.
Pursuant to Article 68.2 of the Law of Georgia on Private International Law, foreign court judgments against the
Company will not be recognised and enforceable in Georgian courtsif: (i) the matter is within exclusive competence of
Georgia; (ii) there isaviolation in the service of process or other procedures under the law of the country of the court
which rendered the judgment; (iii) a dispute involving the same subject matter between the same parties has aready
been decided by a Georgian court or by a foreign court, judgment of which has been recognised in Georgia; (iv) the
court rendering the judgment is not considered competent to adjudicate the dispute under Georgian legidation; (v) the
country whose court has rendered the judgment does not recognise the judgments of Georgian courts; (vi) a dispute
involving the same subject matter between the same parties is already being heard in a Georgian court; or (vii) the
judgment of the foreign court contradicts fundamental principles of Georgian law. Pursuant to Article 45.1 of the Law
of Georgia on Arhitration, arbitral awards against the Company may not be recognised and enforceable in Georgia if:
(i) the party against whom the award is made proves before Georgian courts that: (a) a party to the arbitration lacked
lega capacity; (b) the arbitration agreement is void or set aside pursuant to the law specified by the parties in the
arbitration agreement or, in the absence of such, based on the laws of the place where the award was made; (c) a party
was not duly informed about the appointment of an arbitrator or the arbitration proceedings, or was not able to
participate in the proceedings for other valid reasons; (d) the arbitral tribunal issued the award on a subject matter
beyond the scope of the arbitration agreement; (€) the composition of the arbitral tribunal or the procedure of the
arbitration was not in accordance with the arbitration agreement, or, in the absence of such agreement, the arbitration
was conducted in violation of the laws of the place of arbitration; or (f) the arbitral award has not yet become binding or
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has been set aside or suspended by the courts of the state in which, or under the laws of which, the award was made; or
(i) the court establishes that: (a) the subject matter of the dispute is not subject to arbitration under Georgian law; or (b)
the award is contrary to public policy. No treaty exists between Georgia and many Western jurisdictions, including
many EU jurisdictions, for the reciprocal enforcement of foreign court judgments.

In addition, the Terms and Conditions of the Notes are governed by English law and provide that disputes arising from
or in connection with the Notes may be settled by arbitration. Georgia is a party to the New York Convention.
Therefore, an arbitration award obtained in a country which is also a party to the New York Convention, such as the
United Kingdom, would be enforceable in Georgia, subject to the terms of the New Y ork Convention and compliance
with Georgian civil procedure regulations, the Law of Georgia on Arbitration and other procedures and requirements
established by Georgian legidation. It may be difficult, however, to enforce arbitral awards in Georgia due to a number
of factors, including the lack of experience of Georgian courts in international commercia transactions, certain
procedural ambiguities and Georgian courts' inability to enforce such orders, all of which could introduce delay and
unpredictability into the process of enforcing any foreign arbitral award in Georgia.

Furthermore, the choice of English law as the governing law of the Terms and Conditions of the Notes and the
transaction documents may not be given effect, and the recognition or enforcement of foreign court judgments and
arbitral awards may be limited, by application of the Georgian law principle requiring compliance with mandatory
provisions of the law of the country most closely connected to the transaction, including mandatory provisions of
Georgian law. The nature and scope of such mandatory provisions are subject to a considerable degree of discretionary
authority of the court in which recognition or enforcement of the judgment or arbitral award is being sought.

Risks Related to the Notes
Payments on the Notes could be subject to EU withholding tax in certain circumstances.

Under EC Council Directive 2003/48/EC on the taxation of savings income (the “EU Savings Directive”), each
Member State is required to provide to the tax authorities of another Member State details of payments of interest
(and/or other similar income) paid by a person within its jurisdiction to an individual or to certain other personsin that
other Member State. However, for a transitional period, Luxembourg and Austria are instead required (unless during
that period they elect otherwise) to operate a withholding system in relation to such payments (the ending of such
transitional period being dependent upon the conclusion of certain other agreements relating to information exchange
with certain other countries). A number of non-EU countries and territories, including Switzerland, have adopted
similar measures (a withholding system in the case of Switzerland).

The European Commission has proposed certain amendments to the EU Savings Directive, which may, if implemented,
amend or broaden the scope of the requirements described above.

If a payment is made or collected through a Member State that has opted for a withholding system and an amount of, or
in respect of, tax were to be withheld from that payment, neither the Company nor any Transfer Agent (as defined in
“Terms and Conditions of the Notes”) nor any other person is obliged to pay additiona amounts with respect to any
Note as a result of the imposition of such withholding tax. Under the Terms and Conditions of the Notes, the Company
isrequired to maintain a Paying and Transfer Agent in a Member State that would not be obliged to withhold or deduct
tax pursuant to the EU Savings Directive.

The trading price of the Notes may be volatile.

The market for the Notes will be influenced by economic and market conditions in Georgia and, to varying degrees,
interest rates, currency exchange rates and inflation rates in other countries, such as the United States, the Member
States of the EU and elsewhere. There can be no assurance that an active trading market for the Notes will develop, or,
if one does develop, that eventsin Georgia or elsewhere will not cause market volatility or that such volatility will not
adversely affect the liquidity or the price of the Notes or that economic and market conditions will not have any other
adverse effect. If the Notes are traded after their initial issuance, they may trade at a discount to their offering price,
depending upon prevailing interest rates, the market for similar securities, general economic conditions, the financial
condition of the Company or other factors. Any such volatility could have a material adverse effect on the Company’s
business, financial condition, results of operations and prospects, as well as on the trading price of the Notes.
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The Terms and Conditions of the Notes include only a limited restriction on the Company's ability to incur
additional indebtedness

Although the Terms and Conditions of the Notes include a covenant limiting the ability of the Company and its
Subsidiaries to incur additional Financial Indebtednesss (as defined in Condition 3), subject to certain conditions, this
covenant nevertheless permits the Company and its Subsidiaries to incur substantial additional Indebtedness in addition
to the Notes. See “Terms and Conditions of the Notes—Condition 3(d)— ncurrence of Financial Indebtedness’. The
incurrence of such additional Indebtedness may reduce the amount investors may recover in respect of the Notes in
certain circumstances by adversely affecting the Company's ability to repay principal of, and make payments of interest
on, the Notes. This could also have a material adverse effect on the trading price of the Notes.

Unsecured obligations.

The Notes congtitute unsecured obligations of the Company, save to the extent required to be secured as set out in
“Terms and Conditions of the Notes— Condition 3(a) Negative Pledge’.

Changes in respect of the credit ratings of the Notes may materially and adversely affect the trading price of the
Notes.

The Notes are expected to be rated BB- (outlook: stable) by Fitch and BB- (outlook: stable) by S& P. Each of Fitch and
S& P is established in the European Union and is registered under the CRA Regulation. The Company cannot be certain
that a credit rating will remain for any given period of time or that a credit rating will not be downgraded or withdrawn
entirely by the relevant rating organisation if, in its judgment, circumstances in the future so warrant. Neither the
Company nor any of the Joint Lead Managers has any obligation to inform the holders of the Notes (the “Noteholders™)
of any such revision, downgrade or withdrawal. Any adverse change in an applicable credit rating could have a material
adverse effect on the trading price of the Notes.

The ratings may not reflect the potential impact of the risks discussed above, as well as any other factors that may affect
the value of the Notes. A credit rating is not a recommendation by the rating organisation or any other person to buy,
sell or hold securities and may be subject to revisions or withdrawal at any time by the assigning rating organisation and
each should be eval uated independently from the other.

The Notes are subject to exchange rate risks and exchange contrals.

The Company will pay principal and interest on the Notes in U.S. Dollars. This presents certain risks relating to
currency conversionsif an investor’s financial activities are denominated principally in a currency or currency unit (the
“Investor’s Currency”) other than U.S. Dollars. These include the risk that exchange rates may significantly change
(including changes due to the depreciation of the U.S. Dollar or appreciation of the Investor’s Currency) and the risk
that authorities with jurisdiction over the Investor's Currency may impose or modify exchange controls. An
appreciation in the value of the Investor’'s Currency relative to the U.S. Dollar would decrease: (i) the Investor's
Currency-equivalent yield on the Notes; (ii) the Investor’s Currency-equivalent value of the principal payable on the
Notes; and (iii) the Investor’s Currency-equivalent market value of the Notes.

Governments and monetary authorities may impose (as some have done in the past) exchange controls that could
materially adversely affect an applicable exchange rate. As aresult, investors may receive less interest or principal than
expected, or no interest or principal at all. This could have a material adverse effect on the trading price of the Notes.

The Notes are subject to interest rate risks.

An investment in the Notes involves the risk that subsequent changes in market interest rates could have a material
adverse effect on the value and trading price of the Notes.

The Terms and Conditions of the Notes provide for decisions of majoritiesto bind all Noteholders.
The Terms and Conditions of the Notes contain provisions for calling meetings of Noteholders to consider matters
affecting their interests generally. These provisions permit defined majorities to bind all Noteholders, including

Noteholders who did not attend and vote at the relevant meeting and Noteholders who voted in a manner contrary to the
majority.
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The Terms and Conditions of the Notes provide significant flexibility for value to |leave the Company

The Terms and Conditions of the Notes include a covenant restricting the declaration or payment of dividends, and the
making of other distributions, in respect of the Company’s share capital, as well as voluntary repurchases, redemptions
and repayments of the Company’s share capital or subordinated indebtedness. This covenant does not prohibit,
however, a variety of investments and distributions by the Company and its Subsidiaries, which, if made or paid, could
reduce amounts that would otherwise be available to the Company to make payments in respect of the Notes. See
“Terms and Conditions of the Notes—Condition 3(f)—Limitation on Restricted Payments.”
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USE OF PROCEEDS

The net proceeds of the issue of the Notes, expected to be approximately U.S.$497,834,520, will be used for general
corporate and liquidity management purposes, which may include (i) financing of such amounts (if any) as may become
payable in connection with the 2010 Notes Tender and (ii) the payment of dividends in respect of cumulative profits for
2011 and prior years to the extent such dividends may be recommended by the Company and approved by its
shareholders.

Subject to the successful completion of the issue of the Notes, the Company expects to declare a dividend in the
aggregate amount of up to GEL 350 million in respect of cumulative profits for 2011 and prior years, which will, if
declared, be paid, in one or more instalments. If such dividend is declared and paid, to the extent expenses are due to be
reimbursed by the State under the terms of the Bypass Project Memorandum at the time of any such instalment (see
“Management’s Discussion and Analysis of Results of Operations and Financial Condition—Current Trading and
Prospects; Trends—Bypass Project Memorandum’), the Company may retain an amount in respect thereof equivalent
to CHF 138 million (approximately GEL 237.5 million) and pay out only the balance of up to approximately GEL 102.5
million in cash.
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CAPITALISATION

The following table sets forth the cash and cash equivalents, bank deposits and capitalisation of the Company as at
31 December 2011.

Asat 31 December 2011

(U.S$ millions)™® (GEL millions)

Cash and cash eqUIVAIENES ........cccciiiiicccc e e e ens 38.6 64.5
BANK GEPOSIESD ...ttt 457 76.4
Debt
Total current 10anS and DOMTOWINGS® ..........ovviveireeeeeeeeeese s 11.1 18.6
Total non-current 10ans and BOTOWINGS™ ..o 247.9 414.1
NEE DB ...t 174.7 291.8
Equity

Charter CapItal ......cceieeeeeece et s enn 599.0 1,000.5

Non-cash owner CoNtribULION FESEIVE.........c.ccoiiiiieieieeeee et 228 38.0

RELAINEA EBIMINGS. ... c.eiieeeeeeeeie et e e st st see e enene 457.1 763.5
QLI L= = o (U1 SR 1,078.8 1,802.0
Total capitaliSALION ..ot 1,337.9 2,234.7

(1) For convenience, these figures have been trandlated into U.S.$ at the period-end GEL/U.S.$ exchange rates published by the NBG for 31
December 2011, which was GEL 1.6703 per U.S.$1.00. Such translation should not be construed as a representation that the Lari amounts have
been or could be converted into U.S. Dollars at this rate or any other rate.

(2) Bank deposits are money held in demand deposit accounts.

(3) Total current loans and borrowings are the current portion of non-current loans and borrowings.

(4) Tota non-current loans and borrowings are the long-term loans and borrowings, net of current portion.

(5) Net debt (“Net debt”) is calculated by subtracting cash and cash equivalents and bank deposits from the sum of total non-current loans and
borrowings and total current loans and borrowings.

(6) Tota capitalisation isthe sum of total current loans and borrowings, total non-current loans and borrowings and total equity.

Prospective investors should read the above table in conjunction with “Selected Historical Financial and Operating
Information”, “Management’s Discussion and Analysis of Results of Operations and Financial Condition” and the
Consolidated Financial Statements, together with the respective notes thereto, included in this Prospectus beginning on

page F-1.

Since 31 December 2011, the following changes to the Company’s capital have occurred:

e On 2 March 2012, the Company transferred severa land plots in the town of Samtredia, in the region
surrounding Samtredia and Senaki, with an aggregate value of approximately GEL 0.1 million and which the
Company treated as a non-core asset, to the State. This transaction has been treated as a withdrawal from
capital.

e On 23 March 2012, the Company transferred a land plot in Thilisi and resolved to transfer the buildings
erected on it, with a value of approximately GEL 9.8 million and which the Company treated as a non-core
asset, to the State. The transaction has been treated as a withdrawal from capital.

e InMarch 2012, as part of the Modernisation Project, aland plot in Khashuri and a building erected on it, with
avalue of approximately GEL 0.03 million were contributed by the State to the Company’s capital.

e In March 2012, the Company declared a dividend in the total amount of GEL 28 million in respect of the
Company’s 2011 profits. The Company paid GEL 10 million of this dividend in April 2012 and the balance of
GEL 18 million in a second instalment in May 2012.

e InApril 2012, as part of the Modernisation Project, 33 land plots (including six buildings and a reservoir), with
an aggregate value of approximately GEL 11.2 million, were contributed by the State to the Company’s
capital.

e In April 2012, land plots and assets located in Kulevi, with an aggregate value of approximately
GEL 48.0 million were contributed by the State to the Company’s capital .
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In April 2012, the Company transferred to the State the partially constructed Batumi Tower, as well as the land
plots upon which the building is being constructed, all of the rights and obligations under the construction
agreement and all other agreements executed in connection with this project, as well as cash in the amount of
approximately GEL 3 million for the purposes of implementation of the project. The total value of such assets

transferred to the State amounted to GEL 33.6 million.
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SELECTED HISTORICAL FINANCIAL AND OPERATING INFORMATION

This section should be read together with the information contained in “ Presentation of Financial and Other
Information” , “ Use of Proceeds’, “ Capitalisation” , “ Management’s Discussion and Analysis of Results of Operations
and Financial Condition”, the Consolidated Financial Statements and the respective notes thereto included elsewhere
in this Prospectus.

The following selected consolidated historical financial information as at and for the three-month periods ended 31
March 2012 and 2011 and as at and for the years ended 31 December 2011, 2010 and 2009 has been extracted from the
Consolidated Financial Statements, which are included elsewhere in this Prospectus, other than non-IFRS measures and
to the extent such financial information has been trandated into U.S. Dollars.

Summary Statement of Comprehensive | ncome Data

For the Three-Month Periods ended 31 March 2012 and 2011

For thethree-month period ended 31 March

2012 2011
(U.S$ millions)™® (GEL millions)

REVENUE.......ooiiteee s 63.7 105.8 103.4
Other INCOME.....oviuiirieiriec e 34 5.7 4.0
Employee benefits expense.........cccovveeveceenceninen (14.3) (23.8) (26.3)
Depreciation and amortisation expense................... (14.9) (24.8) (23.0)
Electricity and materials used...........ccooeveerinennnns (7.9 (12.3) (12.7)
Other eXPENSES ....oviieeeeeieeeerc e (8.9 24.7) (20.5)
Results from operating activities.........c...coueeenne. 216 359 24.9
FiNanCeinCome ..........ccoeernirnenrere e 6.3 104 10.9
FiNBNCE COSES ...t eeee e aeeeeeeeeeeeeae s (4.0) (6.6) (1.5)
Net fiNANCEINCOME ....eeeeeeeeeeeeeeeeeeeeeeeeeeeeeeen 2.3 3.9 9.4
Profit beforeinCome taX........oovevveeveeeserreesees 239 39.7 343
INCOME taX EXPENSES.....coveveeeeererieerieereereseeneseesenenes (4.0 (6.6) (5.7)
Profit and total comprehensive incomefor the

0L T IO OTUORO 19.9 331 285

(1) For convenience, these figures have been translated into U.S.$ at the average GEL/U.S.$ exchange rate, based on rates published by the NBG,
for the first three months of 2012, which was GEL 1.6604 per U.S.$1.00. Such translation should not be construed as a representation that the
Lari amounts have been or could be converted into U.S. Dollars at thisrate or any other rate.
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For the Years ended 31 December 2011, 2010 and 2009

For the year ended 31 December

2011 2010 2009
(U.S$ millions)® (GEL millions) (GEL millions) (GEL millions)

REVENUE.......eoeeieer e 283.2 477.4 404.7 318.8
Other income.......... 7.1 120 17.8 10.7
Payroll expenses (64.4) (108.5) (111.3) (106.1)
Depreciation and amortisation

EXPENSE. ..vveeveerrete e ste e ee e ere e (54.6) (92.1) (98.7) (96.1)
Raw materials and consumables used .. (28.4) (47.8) (44.6) (40.3)
Other EXPENSES......cuvvveveeceeeieecee e (43.4) (73.2) (71.8) (64.1)
Results from operating activities....... 99.5 167.8 96.1 22.8
Finance income 16.0 27.0 454 0.6
Finance COSES.......covuvimirineieeereereerenes (6.2) (10.5) 17.7) (4.8
Net finance income/(Costs) ................. 9.8 16.5 271.7 (4.2
Profit beforeincometax .................... 109.3 184.3 123.8 18.7
INCOMeE tax EXPENSE.......ccccveveverrrrerenan. (5.9) (9.9 (22.3) (2.9)
Profit and total comprehensive

incomefor theyear..........cc.ccccveuene.. 1034 1744 101.5 15.8

(1) For convenience, these figures have been translated into U.S.$ at the average GEL/U.S.$ exchange rate, based on rates published by the NBG,
for 2011, which was GEL 1.6860 per U.S.$1.00. Such translation should not be construed as a representation that the Lari amounts have been
or could be converted into U.S. Dollars at thisrate or any other rate.
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Summary Statement of Financial Position Data

ASSETS
Non-current assets

Property, plant and equipment......................
INVestMeNt ProPErtY .........cceeererirerereeeeeeenenes
Other non-current assets.......coeveeveeeiiennens

Total non-current assets........coevvevveeveenenne

Current assets
Non-current assets held for distribution

101775 01 (0] (1= P
Current taX aSSetS.......eeeeeveeeeeieee e e
Trade and other receivables...........cccccveen....
Prepayments and other current assets...........
Cash and cash equivalents...........ccccceeevriennne
Bank deposits......cccoorerereieeree e
Total current assetS......ccoceeveeeveeeeeeveennenns
Total aSSELS....ccevveeeeirecie et

EQUITY AND LIABILITIES
Equity

Charter capital .......ccooevoeiirenereeeeecc e
Non-cash owner contribution reserve...........
Retained €arnings........ccocoeverereeinienenc e
Total €QUITY .ovveeeeeiceci e

Non-current liabilities

Loans and borrowings.........cccceeveveeeennennnn
Trade and other payables..........ccccceeirennne.
Deferred tax liabilities........occcvveeveivccniinnns
Total non-current liabilities.......................

Current liabilities

Loans and borrowings.........cccceeveveeeeirenenn
Trade and other payables.........cccceeveviennnen.
Liabilitiesto the owner.........cccccveveevvecinrinnns
Provisions........cccocvevveiieeieseeie e
Other taxes payable........ccocovoevevrinniiee
Dividends payable.........ccccooereneinicncncnene
Other current liabilities.........coveeerecireeennn

Current tax liabilities..........
Total current liabilities
Total liabilities......ccceeveevenenee

Total equity and liabilities..........ccccoeenenee.

Asat 31 March Asat 31 December
2012 2011 2010 2009
(US$ (GEL (US$ (GEL (GEL (GEL
millions)®  millions)  millionsf®  millions)  millions)  millions)

1,1925 1,979.5 1,145.4 1,913.2 1,725.6 1,699.9
— — 41 6.8 9.9 9.9
137.2 227.8 165.2 276.0 136.4 12.8
1,329.7 2,207.3 1,314.8 2,196.1 1,871.9 1,722.7
19.9 33.0 — — — —
139 23.1 14.2 237 18.0 237
— — 0.3 05 — 46
19.2 31.8 16.4 274 26.9 222
34.6 57.4 16.6 2717 a7 35.1
25.4 421 38.6 64.5 335.9 1.4
525 87.2 457 76.4 38.0 —
165.4 274.6 131.9 220.3 461.4 87.0
1,495.1 2,481.9 1,446.7 2,416.4 2,333.4 1,809.6
596.7 990.6 599.0 1,000.5 985.4 967.2
229 38.0 22.8 38.0 35.4 25.3
463.0 768.6 457.1 763.5 612.3 556.2
1,082.7 1,797.2 1,078.8 1,802.0 1,633.0 1,548.7
248.1 411.8 247.9 414.1 4384 24.9
0.0 0.0 0.0 0.05 0.05 28.9
36.1 60.0 365 60.9 66.5 74.8
284.2 471.7 284.4 475.0 504.9 128.6
5.0 8.3 111 18.6 19.3 39
48.9 81.2 275 46.0 61.9 66.0
134 223 7.9 132 29.2 26.6
11.9 19.8 122 20.3 216 6.1
20.1 334 16.1 26.9 27.2 21.8
7.8 129 — — — —
16.9 28.0 8.6 14.4 15.0 8.0
45 75 0.0 — 21.2 —
128.6 2134 83.4 139.3 195.4 1324
412.5 684.7 367.8 614.3 700.3 261.0
1,495.1 2,481.9 1,446.7 2,416.4 2,333.4 1,809.6

(1) For convenience, these figures have been translated into U.S.$ at the period-end GEL/U.S.$ exchange rate published by the NBG for 31 March
2012, which was GEL 1.6600 per U.S.$1.00. Such translation should not be construed as a representation that the Lari amounts have been or
could be converted into U.S. Dollars at thisrate or any other rate.

(2) For convenience, these figures have been translated into U.S.$ at the period-end GEL/U.S.$ exchange rate published by the NBG for 31
December 2011, which was GEL 1.6703 per U.S.$1.00. Such translation should not be construed as a representation that the Lari amounts have
been or could be converted into U.S. Dollars at this rate or any other rate.

37



Summary Cash Flow Data
For the Three-Month Periods ended 31 March 2012 and 2011

For thethree-month period ended 31 March

2012 2011
(U.S$ millions)® (GEL millions)

Net cash from operating activities........... 30.5 50.7 49.1
Net cash used ininvesting activities........ (33.5) (55.7) (91.7)
Net cash used in financing activities........ (12.3) (20.5) (22.3)
Net decrease in cash and cash

EQUIVAIBNES. ..o (15.4) (25.5) (64.9)
Cash and cash equivalents at 1 January ... 371 61.6 323.9
Effect of exchange rate fluctuations on

cash and cash equivalents...........cc.cceveuee 18 3.0 (6.7)
Cash and cash equivalents at 31 March... 235 39.0 252.3

(1) For convenience, these figures have been translated into U.S.$ at the average GEL/U.S.$ exchange rate, based on rates published by the NBG,
for the first three months of 2012, which was GEL 1.6604 per U.S.$1.00. Such translation should not be construed as a representation that the
Lari amounts have been or could be converted into U.S. Dollars at thisrate or any other rate.

For the Years ended 31 December 2011, 2010 and 2009

For the year ended 31 December

2011 2010 2009

(U.S$ millions)™® (GEL millions) (GEL millions) (GEL millions)
Net cash from operating activities........... 134.0 225.9 2315 116.7
Net cash used in investing activities........ (270.2) (455.6) (322.0) (89.4)
Net cash from/(used in) financing
ACHVITIES .. (14.2) (23.9) 390.1 (29.2)
Net increase/(decrease) in cash and
cash equUIVAlENtS........ccoeereinieenec e (150.4) (253.6) 299.6 (1.9
Cash and cash equivalents at 1 January ... 192.1 323.9 14 32
Effect of exchange rate fluctuations on
cash and cash equivalents...........cc.cceveuee (5.2 (8.8) 23.0 0.1
Cash and cash equivalents at 31
DECEMbES ... 36.5 61.6 3239 14

(1) For convenience, these figures have been trandated into U.S.$ at the average GEL/U.S.$ exchange rate, based on rates published by the NBG,
for 2011, which was GEL 1.6860 per U.S.$1.00. Such translation should not be construed as a representation that the Lari amounts have been
or could be converted into U.S. Dollars at thisrate or any other rate.
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Other Financial and Operating Data

For the Three-Month Periods ended 31 March 2012 and 2011

For thethree-month period ended 31 March

2012 2011
(U.S$ millions)® (GEL millions)

Other Financial Data

EBITDA®D ... 365 60.6 47.9
EBITDA Margin®(per Cent.) ......cocooevevevrereresreenenenes — 57.3 46.4
Adjusted EBITDA® ... 35.7 59.3 50.1
Adjusted EBITDA Margin® (per cent.) .....ccccocvvvevenenee — 56.0 484
Selected Operating Data

Freight volume (million tonnes) — 45 4.6
Number of passengers (millions) — 0.7 0.7
Number of working freight cars — 8,269 8,002
Number of empIOYEES.........ccovireirerieeeere e — 12,698 13,997

@

@

©)

4

For convenience, these figures have been trandated into U.S.$ at the average GEL/U.S.$ exchange rate, based on rates published by the NBG,
for the first three months of 2012, which was GEL 1.6604 per U.S.$1.00. Such translation should not be construed as a representation that the
Lari amounts have been or could be converted into U.S. Dollars at thisrate or any other rate.

EBITDA, as calculated by the Company, represents results from operating activities before depreciation and amortisation expenses. EBITDA
margin is EBITDA divided by revenue. EBITDA and EBITDA margin are a non-IFRS measures that are not measurements of financial
performance under IFRS and should not be considered as an alternative to results from operating activities or cash flows from operating
activities or as a measure of liquidity or as an indicator of the Company’s operating performance or any other measure of performance derived
in accordance with IFRS. The Company includes EBITDA, EBITDA margin and other non-IFRS measures in this Prospectus because it
believes that they are useful measures of the Company’s performance and liquidity. Other companies, including those in the Company’s
industry, may calculate similarly titled financial measures differently from the Company. Because al companies do not calculate these
financial measures in the same manner, the Company’s presentation of such financial measures may not be comparable to other similarly titled
measures of other companies. See “Selected Historical Financial and Operating Information—Reconciliation of EBITDA and Adjusted
EBITDA” for a discussion of the Company’s use of EBITDA and adjusted EBITDA and a reconciliation of these figures to profit and total
comprehensive income for the period.

Adjusted EBITDA, as calculated by the Company, represents results from operating activities before depreciation and amortisation expenses,
certain items included in other expenses (write-off of non-current assets, inventory write-downs due to obsolescence, guarantee provisions and
other provisions) and certain items included in other income (gain on sale of subsidiaries and associates, and other). Adjusted EBITDA margin
isadjusted EBITDA divided by revenue. Adjusted EBITDA and adjusted EBITDA margin are a non-IFRS measures that are not measurements
of financial performance under IFRS and should not be considered as an alternative to cash flows from operating activities or as measures of
liquidity or an indicator of the Company’s operating performance or any other measures of performance derived in accordance with IFRS. The
Company includes adjusted EBITDA, adjusted EBITDA margin and other non-1IFRS measures in this Prospectus because it believes that they
are useful measures of the Company’s performance and liquidity. Other companies, including those in the Company’s industry, may calculate
similarly titled financial measures differently from the Company. Because all companies do not calculate these financial measures in the same
manner, the Company’s presentation of such financial measures may not be comparable to other similarly titled measures of other companies.
See “Selected Historical Financial and Operating Information—Reconciliation of EBITDA and Adjusted EBITDA” for a discussion of the
Company’s use of EBITDA and adjusted EBITDA and areconciliation of these figures to profit and total comprehensive income for the period.
Debt is comprised of current loans and borrowings and non-current loans and borrowings.

39



For the Years ended 31 December 2011, 2010 and 2009

For the year ended 31 December

2011 2010 2009
(U.S$ millions, except  (GEL millions, except (GEL millions, except (GEL millions,
as noted)® as noted) as noted) except as noted)

Other Financial Data
EBITDA® ... 154.2 259.9 194.8 1189
EBITDA Margin®@(per cent.)................... — 54.4 481 37.3
Adjusted EBITDA® .......c.oovveeeereennan 154.6 260.6 204.4 124.1
Adjusted EBITDA Margin® (per cent.).. — 54.6 50.5 38.9
Selected Ratios
Net cash from operations to debt® ......... — 0.5 0.5 4.1
Debt™® to Adjusted EBITDA® ............... — 1.7 2.2 0.2
Debt™ to total eqUItY ........ovveveeeeereereenees — 0.24 0.28 0.02
Selected Operating Data
Freight volume (million tonnes) — 20.1 19.9 171
Number of passengers (millions) — 33 32 31
Number of working freight cars.............. — 8,122 7,659 7,910
Number of employees..........cccccoeveneenene. — 13,227 14,335 15,100

@

@

©)

4

For convenience, these figures have been translated into U.S.$ at the average GEL/U.S.$ exchange rate, based on rates published by the NBG,
for 2011, which was GEL 1.6860 per U.S.$1.00. Such translation should not be construed as a representation that the Lari amounts have been
or could be converted into U.S. Dollars at thisrate or any other rate.

EBITDA, as calculated by the Company, represents results from operating activities before depreciation and amortisation expenses. EBITDA
margin is EBITDA divided by revenue. EBITDA and EBITDA margin are a non-IFRS measures that are not measurements of financial
performance under IFRS and should not be considered as an alternative to results from operating activities or cash flows from operating
activities or as a measure of liquidity or as an indicator of the Company’s operating performance or any other measure of performance derived
in accordance with IFRS. The Company includes EBITDA, EBITDA margin and other non-IFRS measures in this Prospectus because it
believes that they are useful measures of the Company’s performance and liquidity. Other companies, including those in the Company’s
industry, may calculate similarly titled financial measures differently from the Company. Because all companies do not calculate these
financial measures in the same manner, the Company’s presentation of such financial measures may not be comparable to other similarly titled
measures of other companies. See “Selected Historical Financial and Operating Information—Reconciliation of EBITDA and Adjusted
EBITDA” for a discussion of the Company’s use of EBITDA and adjusted EBITDA and a reconciliation of these figures to profit and total
comprehensive income for the period.

Adjusted EBITDA, as calculated by the Company, represents results from operating activities before depreciation and amortisation expenses,
certain items included in other expenses (write-off of non-current assets, inventory write-downs due to obsol escence, guarantee provisions and
other provisions) and certain items included in other income (gain on sale of subsidiaries and associates, and other). Adjusted EBITDA margin
isadjusted EBITDA divided by revenue. Adjusted EBITDA and adjusted EBITDA margin are a non-IFRS measures that are not measurements
of financial performance under IFRS and should not be considered as an alternative to cash flows from operating activities or as measures of
liquidity or an indicator of the Company’s operating performance or any other measures of performance derived in accordance with IFRS. The
Company includes adjusted EBITDA, adjusted EBITDA margin and other non-IFRS measures in this Prospectus because it believes that they
are useful measures of the Company’s performance and liquidity. Other companies, including those in the Company’s industry, may calculate
similarly titled financial measures differently from the Company. Because al companies do not calculate these financial measures in the same
manner, the Company’s presentation of such financial measures may not be comparable to other similarly titled measures of other companies.
See “Selected Historical Financial and Operating Information—Reconciliation of EBITDA and Adjusted EBITDA” for a discussion of the
Company’s use of EBITDA and adjusted EBITDA and areconciliation of these figures to profit and total comprehensive income for the period.
Debt is comprised of current loans and borrowings and non-current loans and borrowings. See Note 19 to the 2011 Audited Consolidated
Financial Statements.
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Reconciliation of EBITDA and Adjusted EBITDA

The following tables present a reconciliation of profit and total comprehensive income for the periods to EBITDA and
adjusted EBITDA. EBITDA and adjusted EBITDA are not measures of financial performance under IFRS. EBITDA,
adjusted EBITDA and other non-IFRS measures should not be considered in isolation or as an aternative to results
from operating activities, cash flows from operating activities or other financial measures of the Company’s results of
operations or liquidity derived in accordance with IFRS. The Company includes EBITDA, adjusted EBITDA and other
non-1FRS measures in this Prospectus because it believes that they are useful measures of the Company’s performance
and liquidity. Other companies, including those in the Company’s industry, may calculate similarly titled financial
measures differently from the Company. Because all companies do not calculate these financial measures in the same
manner, the Company’s presentation of such financial measures may not be comparable to other similarly titled
measures of other companies.

For the Three-Month Periods ended 31 March 2012 and 2011

For thethree-month period ended 31 March

2012 2011
(U.S$ millions)™® (GEL millions)

Profit and total comprehensiveincomefor theyear .... 199 331 285
Add back:

Income tax expense 4.0 6.6 5.7

Net finance income (2.3) (3.9 (9.4)
Resultsfrom operating activities..........ccocevueveevveencrenn 21.6 35.9 24.9
Add back:

Depreciation and amortisation exXpenses..........cccceeevenee. 14.9 24.8 23.0
=] I T 36.5 60.6 47.9

Adjustmentsfor:
Write-off of non-current assetS®...........cooovveveeererernennn. — — 41
Inventory write-downs due to obsolescence................... — — —
GUAraNtEe ProViSIONS. .....ccveeeeeereereiteseesreseesaeeeeereeesresees — — —
Gain on sale of subsidiaries and associates.............c...... — — —

Other inCoOME: OthES .......eoeeeeee e (0.8) 1.3 (2.0
AJUSLED EBITDA ..o 35.7 59.3 50.1
EBITDA Margin®@(per Cent.).......ooeeveeeerereeeeeeseseenens — 57.3 46.4
Adjusted EBITDA margin®(per cent.) .......ccoeveeereurreenne — 56.0 484

(1) For convenience, these figures have been translated into U.S.$ at the average GEL/U.S.$ exchange rate, based on rates published by the NBG,
for the first three months of 2012, which was GEL 1.6604 per U.S.$1.00. Such translation should not be construed as a representation that the
Lari amounts have been or could be converted into U.S. Dollars at thisrate or any cther rate.

(2) Write-off of non-current assets is a component of other expenses.

(3) EBITDA marginis EBITDA divided by revenue.

(4) Adjusted EBITDA margin is adjusted EBITDA divided by revenue.

The following table sets forth a breakdown of other income for the three month periods ended 31 March 2012 and 2011:

For thethree-month period ended 31 March

2012 2011
(U.S$ millions)® (GEL millions)
Other INCOME.......ccueeeeeecteeceecee et 3.4 5.7 4.0
Income from continuing operations............ccccceeeenee 2.6 44 20
Gain on sale of subsidiaries and associates................ — — —
Other iNCOME: OthEr .......ccveeeeeeeeceeecee e, 0.8 1.3 2.0

(1) For convenience, these figures have been translated into U.S.$ at the average GEL/U.S.$ exchange rate, based on rates published by the NBG,
for the first three months of 2012, which was GEL 1.6604 per U.S.$1.00. Such translation should not be construed as a representation that the
Lari amounts have been or could be converted into U.S. Dollars at thisrate or any other rate.
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For the Years ended 31 December 2011, 2010 and 2009

For the year ended 31 December
2011 2010 2009
(U.S$ millions, (GEL millions, (GEL millions, (GEL millions,
except as noted)® except as noted) except as noted) except as noted)

Profit and total comprehensive income for the

VBB ..ottt 103.4 174.4 101.5 15.8
Add back:
INCOME taX EXPENSE ....ovvveiicieeie e 5.9 9.9 22.3 29
Net finance iNCOME/(COSES) ....vvevrrereererererieereeienerienens (9.8 (16.5) (27.7) 42
Results from operating activities..........ccceeeenvinennnne 99.5 167.8 96.1 228
Add back:
Depreciation and amortisation expenses.............c.oenene 54.6 92.1 98.7 96.1
EBITDA . ..ot 154.2 259.9 194.8 1189
Adjustmentsfor:
Write-off of non-current assets®...........ccoceevvveereenenn. 2.4 41 48 6.6
Inventory write-downs due to obsolescence® ..... — — — 27

Guarantee provisions™® ..........cccoevevveveerenennnn. — — 155 —
Gain on sale of subsidiaries and associates®. — — 4.3) —
Other income: other ..... (2.0 3.9 (6.5) 4.0
Adjusted EBITDA .....ovvveveeriere et iessssssssnens 154.6 260.6 204.4 124.1
EBITDA margin®(per cent.)......cccoovevvvevsvenesrrsnenn, — 54.4 481 37.3
Adjusted EBITDA margin®(per cent.) ......cccoouveveneen. — 54.6 50.5 389

(1) For convenience, these figures have been trandlated into U.S.$ at the average GEL/U.S.$ exchange rate, based on rates published by the NBG, for
2011, which was GEL 1.6860 per U.S.$1.00. Such trandlation should not be construed as a representation that the Lari amounts have been or
could be converted into U.S. Dollars at thisrate or any other rate.

(2) Write-off of non-current assets is a component of other expenses; see Note 9 of the 2011 Audited Consolidated Financial Statements and Note 8
of the 2010 Audited Consolidated Financial Statements.

(3) Inventory write-downs due to obsolescence is a component of other expenses. See Note 9 of the 2011 Audited Consolidated Financial
Statements and Note 8 of the 2010 Audited Consolidated Financial Statements.

(4) Guarantee provisions is a component of other expenses and principally reflects the provision for a guarantee of indebtedness. The Company
provided the guarantee for the benefit of a film production company, which had borrowed GEL 15.3 million to finance a film shot in Georgia.
See Note 8 of the 2010 Audited Consolidated Financial Statements and “Management’s Discussion and Analysis of Results of Operations and
Financial Condition—Explanation of Key Comprehensive Income Items—Other expenses”.

(5) Gain on sale of subsidiaries and associates is a component of other income. Gain on sale of subsidiary represents the gain to the Company from
the sale of JSC Chitakhevi-Borjomi (“Chitakhevi”). See “Management’s Discussion and Analysis of Results of Operations and Financial
Condition—Factors Affecting the Company’s Results of Operations—Disposals and write-offs in connection with the 2005 Restructuring
Programme”. Seethe table below for a breakdown of other income for the years ended 31 December 2011, 2010 and 2009.

(6) EBITDA marginis EBITDA divided by revenue.

(7) Adjusted EBITDA margin is adjusted EBITDA divided by revenue.

The following table sets forth a breakdown of other income for the years ended 31 December 2011, 2010 and 2009:

For the year ended 31 December

2011 2010 2009
(U.s$
millions)™® (GEL millions) ~ (GEL millions)  (GEL millions)
Other INCOME.......ccooiiiiieee e 71 120 17.8 10.7
Income from continuing operations 51 8.6 7.0 6.6
Gain on sale of subsidiaries and associates — — 43 —
Other income: Other ... 20 34 6.5 41
(0] For convenience, these figures have been transated into U.S.$ at the average GEL/U.S.$ exchange rate, based on rates

published by the NBG, for 2011, which was GEL 1.6860 per U.S.$1.00. Such trandation should not be construed as a
representation that the Lari amounts have been or could be converted into U.S. Dollars at thisrate or any other rate.
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MANAGEMENT’SDISCUSSION AND ANALYSISOF RESULTS OF OPERATIONS AND FINANCIAL
CONDITION

The following discussion and analysis of the Company’s operating and financial results and prospects is based on the
Consolidated Financial Satements prepared in accordance with IFRS, as well as the Company’s internal financial and
operating records. Prospective investors should read the following discussion together with the whole of this
Prospectus, including “ Risk Factors’ and the Consolidated Financial Satements (including the related notes), and
should not rely solely on the information set out in this section.

The following discussion includes certain forward-looking statements that, although based on assumptions that the
Company’s management considers to be reasonable, are subject to risks and uncertainties that could cause actual
events or conditions to differ materially from those expressed or implied in this Prospectus. Among the important
factors that could cause the Company’s actual results, performance or achievements to differ materially from those
expressed in such forward-looking statements are those factors that are discussed in “ Forward-Looking Statements’
and “ Risk Factors’ in this Prospectus. All statements other than statements of historical fact, such as statements
regarding the Company’'s future financial position, risks and uncertainties related to the Company’s business, plans
and objectives for future operations, are forward-looking statements.

Overview

JSC Georgian Railway is, by statute, Georgia's only railway operator. It principally provides freight services,
transhipping a variety of cargo, including oil, oil products, ores and grains, originating principally in the east from the
Caspian Sea and Central Asia to the Black Sea. The Company aso provides passenger services. It has a vertically
integrated business model, owning and operating the tracks, stations, other infrastructure and rolling stock comprising
Georgia s entire national railway system, as well as the land adjoining the tracks. The Company sets its own tariffs
without the need to obtain governmental approval.

The Company generates revenues from two principal business segments. the freight transportation segment (the Freight
SBU), which provides freight traffic (transportation and handling) and freight car rental services; and the passenger
transportation segment (the Passenger SBU), which primarily transports passengers within Georgia. The Freight SBU
accounted for 95.6 per cent. of the Company’s total revenue for the three-month period ended 31 March 2012 and 95.3
per cent., 93.4 per cent. and 91.4 per cent. of the Company’s total revenues for the years ended 31 December 2011,
2010 and 2009, respectively.

The Company’s mainline rail network, together with that of Azerbaijan Railway, forms the Caucasus corridor, a key
segment of the TRACECA corridor. The Company’s mainline rail network is thus a link in the shortest route from the
Caspian Sea and Central Asia to the Black Sea and the Mediterranean basin. As a key link in the transportation chain
between Europe and Central Asia, the Company believes that it is uniquely positioned to capitalise on trade between
Europe, the Caspian Region and Central Asia. Three of the Company’s lines terminate at the Black Sea, at the port
cities of Batumi, Kulevi and Poti. Access to these ports allows easy on-shipment of transit cargo to the Mediterranean
basin and Europe.

The Company transports both liquid cargoes (primarily, crude oil and oil products) and dry cargoes, with liquid cargoes
accounting for 48.8 per cent. of the Company’s total freight transportation volumes in the three-month period ended 31
March 2012 and 52.0 per cent. and 57.5 per cent. of the Company’s total freight transportation volumes in the years
ended 31 December 2011 and 2010, respectively. Of the Company’s liquid cargoes, transit shipments accounted for
89.4 per cent. of the Company’s total freight transportation volumes in the three-month period ended 31 March 2012
and 45.5 per cent. and 51.4 per cent. of the Company’s total freight transportation volumes in the years ended 31
December 2011 and 2010, respectively.

For the year ended 31 December 2011, the Company had consolidated revenue of GEL 477.4 million, profit and total
comprehensive income of GEL 174.4 million and EBITDA of GEL 259.9 million, as compared to consolidated revenue
of GEL 404.7 million, profit and total comprehensive income of GEL 101.5 million and EBITDA of GEL 194.8 million
for the year ended 31 December 2010. For the three month period ended 31 March 2012, the Company had consolidated
revenue of GEL 105.8 million and profit and total comprehensive income of GEL 33.1 million, as compared to
consolidated revenue of GEL 103.4 million and profit and total comprehensive income of GEL 28.5 miillion for the
three-month period ended 31 March 2011.
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Current Trading and Prospects; Trends

There has been no significant change in the Company’s financial or trading position since 31 March 2012, being the
date of the most recent financial statements of the Company, which are included in this Prospectus.

The following information contains management’s views of developments that have occurred since 31 December 2011
with known effects on the Company’s financial condition and results of operations in future financial periods relative to
the periods under review, and management’s assessment, based on current trends and management’s extrapolations, of
the likelihood of certain developments in key factors affecting its business, financial condition and results of operations.
For certain factors that may intervene to cause actua results to differ materially from management’s expectations, see
also “Risk Factors—Risks Related to the Company’ s Business'.

2010 Notes Tender

On 18 June 2012, the Company invited certain holders of the 2010 Notes to tender any and all such notes for purchase
by the Company for cash pursuant to the 2010 Notes Tender at a price of U.S.$1,112.50 for each U.S.$1,000 in
principal amount, together with accrued and unpaid interest to the relevant settlement date for tender, subject to certain
terms and conditions and restrictions, as set out in a Tender Offer Memorandum dated 18 June 2012 relating to such
invitation. On 26 June 2012, the Company announced that, subject to its receipt of sufficient proceeds from the issue of
the Notes to provide financing for the payment of the amounts payable under the 2010 Notes Tender, it will accept for
purchase U.S.$222,480,000 in aggregate principal amount of 2010 Notes pursuant to the 2010 Notes Tender. Subject as
described above, the 2010 Notes Tender is expected to be completed on or about 5 July 2012,

Changein freight tariffs and volume-based discounts

With effect from 1 January 2012, the Company increased its freight tariffs by two per cent. This increase, however,
does not apply to discounted tariffs for liquid cargo (which discounts the Company expects to reduce by U.S.$1.50 per
tonne with effect from 1 July 2012). With effect from 1 February 2012, the Company reduced the volume-based
discount offered on the transport of crude oil and oil products by U.S.$0.50 per tonne transported. See “Description of
the Company’ s Business—Freight SBU—Freight Tariffs.”

Also with effect from 1 February 2012, the Company changed its freight tariff currency from Swiss Francs to U.S.
Dollars. See “—Factors Affecting the Company’ s Results of Operation—Exchange Rates’. The Company may change
the tariff currency again at any time on one month’s notice to its customers.

The following table sets forth, in Swiss Francs and U.S. Dollars, the Company’s average tariffs for April to December
2011 and for January, February and March 2012:

April-December

2011 January 2012 February 2012 March 2012
(CHF) (U.S9%)

Average Tariffs per 1,000 tonne

kilometre®®

Crud@ Ol .....occveeeeeeeeeeeecee e 19.3 195 229 229
Ol Products.......ccccoviivienieieieece e 35.0 33.1 394 41.2
Total liquid cargo .....ccevveveveeiiceserieeen 26.2 25.6 30.2 30.1
Q) Average tariffs are calculated as freight traffic revenue (not including any handling charges) per thousand tonne-kilometre. The Company

uses a detailed formula for each individual transportation order that takes into consideration factors including the type and weight of
freight and the distance over which the cargo is carried. Amounts stated are CHF per 1,000 tonne-kilometre, unless otherwise indicated.

Trendsin Freight Volumes

This following discussion on trends that management expects in respect of freight volumes should be read in
conjunction with the sections titled “Factors Affecting the Company’'s Results of Operations—Freight Volumes’ and
“Industry—Key drivers of freight traffic— nfrastructure Developments”.



First five months of 2012

In the first three months of 2012, volumes transported by the Company decreased by 0.9 per cent., as compared to the
same period of 2011. This performance was driven primarily by a decrease in liquid cargo volumes by 13.8 per cent. in
the first three months of 2012, as compared to the first three months of 2011, as sustained demand in transportation
services for crude oil and oil products was offset by a lack of availability of rolling stock to the Company, as well as
adverse weather conditions, particularly in the first two months of the year, creating bottlenecks in ports and other
infrastructure and thereby reducing cargo turnover and transportation performance. In the first three months of 2012,
dry cargo volumes continued their positive development observed throughout 2011, increasing by 15.4 per cent., as
compared to the first three months of 2011, despite the adverse weather conditions. Thisincreasein the first quarter was
particularly driven by year-on-year increases between the first quarter of 2012 and the first quarter of 2011,
respectively, in grain products (35.8 per cent.), construction freight (29.0 per cent.) and ores (31.6 per cent.).

Beginning in April 2012 and continuing in May 2012, total volumes transported by the Company recovered from the
relatively low level experienced in the first quarter of 2012 to the effect that volumes transported by the
Company increased overall by 1.7 per cent. in the first five months of 2012, as compared to the same period of 2011.
Thisincreasein total volumes, however, was driven largely by an increase in dry cargo volumes by 22.2 per cent. in the
first five months of 2012, as compared to the first five months of 2011, primarily reflecting the ongoing economic
recovery in the region, which has, in turn, resulted in increased demand for grain products, construction materials, ores
and other goods generally transported by the Company. This increase in dry cargo volumes was mostly offset by a
decrease by 14.6 per cent. in liquid cargo volumes in the first five months of 2012, as compared to the first five months
of 2011, primarily as a result of the lack of availability of rolling stock and the adverse weather conditions early in the
year as described above. Volumes of liquid cargo transported in April and May 2012, however, increased by 2.9 per
cent. and 9.6 per cent., respectively, as compared to the average monthly volumes of liquid cargo transported in the first
three months of 2012, as the Company has begun to experience the positive effects of the Tank Car Lease Agreement
entered into in March 2012, which provides the Company with access to additional rolling stock, as well as the effects
of improved weather conditions as winter ended. See “—Tank Car Lease Agreement”. Volumes of dry cargo
transported further continued their increasing trend in April and May 2012, increasing by 28.0 per cent. and 26.4 per
cent., respectively, as compared to the average monthly volumes of dry cargo transported in the first three months of
2012. These increases primarily reflected continuing higher levels of demand for the types of dry cargo transported by
the Company during the ongoing economic recovery.

The following table sets forth the Company’ s freight volumes, stated on a million tonnes basis, by type of freight for the
periods indicated:

For thefive-month period ended  For thethree-month period ended
31 May 31 March
2012 2011 2012 2011
(million tonnes)

Freight Cargoes ...

of which:

Liquid Cargoes........coerueruereenereriese e e 3.8 44 22 2.6

Dry cargoes 4.3 35 2.3 20
TOLA oo 81 8.0 45 46

Liquid volumes

Over the next three to five years, management anticipates that crude oil volumes will experience sustained moderate
growth, as compared to the 6.3 million tonnes of crude oil it transported in the year 2010 and 5.4 million tonnes of
crude ail it transported in the year 2011. Management believes, on the basis of informal discussions with its customers,
that this growth will mainly result from increases in crude oil originating in Kazakhstan, with moderate volume growth
from oil originating in Azerbaijan, mostly related to the expansion of the Kulevi oil terminal. In terms of infrastructure,
management estimates that the Company’s current infrastructure is sufficient to support the future increases in crude oil
volumes at least for the next five years, considering that the existing infrastructure has, to management’s knowledge, at
least the same capacity asit did in the year 2006, when crude oil volumes were at the highest in the Company’s history
in the post-Soviet era.

Management also believes that oil products volumes may experience a moderate increase in the long-term, particularly
trangit oil products. The Company expects oil products traffic from Turkmenistan (representing over 50 per cent. of
transit volumes) to increase and, at least partially on the basis of this growth, the Company aims to reach the peak level
of 2006. Management estimates that total production of oil products in Turkmenistan is approximately 8 million tonnes
per annum and that there is scope for the Company to continue to capture an increasing portion of this transit as soon as
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the existing bottlenecks are resolved. In recent years, the available capacity of the limited number of ferries operating
on the Caspian Sea was constrained by the increase in dry cargo volumes, causing a capacity shortage for oil products.
The Company believes that the decision of Azerbaijan to add two additional large ferries will drive an increase in oil
products volumes transported through the TRACECA corridor. The Company believes that this investment by
Azerbaijan may also result in the redirection to the Caspian Sea of some of the Turkmen oil products currently
transiting through Iran en route to European markets.

Dry volumes

Management believes that one of the key enablers of higher dry cargo volumes transported by the Company is the
expansion of the fleet of ferries operating on the Caspian Sea. According to public sources, there are currently two
large and seven small ferries operating on the Caspian Sea. These rail ferries operate between Bulgaria, Russia and
Ukraine, as well as between Azerbaijani ports and the Caspian Sea ports of Aktau and Turkmenbashi in Kazakhstan and
Turkmenistan, respectively. Azerbaijan is currently adding two large ferries to support transportation needs. One of the
ferriesis already operational, and the other one is expected to be operational by the end of 2012. Management believes
that the addition of these two ferries will provide additional dry cargo volumes to be transported through the
TRACECA corridor. Management believes that an additional factor supporting dry volumes growth in the medium and
long-term will be the opening of a new, fully-integrated plant in Azerbaijan that transforms bauxite into aluminium
oxide and then into aluminium. Management believes that it may be able to capture at least a portion of the export
production of this plant.

Management expects other dry cargo, such as construction materials, grain and grain products, ferrous materials and
others, to remain stable or experience moderate growth, as these volumes depend to a large extent on regional economic
growth, which is expected to be moderate at |east in the medium term.

Swiss Franc Exchange Rates

In the periods under review, the appreciation of the Swiss Franc has played a significant role in either increasing or
limiting declines in the Company’ s revenues and increasing operating costs and capital expenditures. On 6 September
2011, the Swiss National Bank announced that it would “no longer tolerate” an exchange rate below CHF 1.20 to the
Euro, that it would “enforce this minimum rate with the utmost determination” and that it was “prepared to buy foreign
currencies in unlimited quantities’. Asaresult, in the period from 6 September 2011 to 14 June 2012, the Swiss Franc
has depreciated against the Lari by approximately 19.2 per cent.

Although a significant portion of the Company’s capital expenditures and operating expenses, including the Company’s
rental charges for using railcars of other national railway operators and many of the costs of materials used for repair
and maintenance, continue to be denominated in Swiss Francs, with effect from 1 February 2012, the Company changed
its freight tariff currency from Swiss Francs to U.S. Dollars. See “—Factors Affecting the Company’s Results of
Operations—Exchange Rates’. Accordingly, in its forecasts, management has assumed that future revenue and profit
growth, if any, will be substantially dependent on volume and tariff increases, rather than the effects of currency
movements.

Bypass Project Memorandum

In April 2012, the Company and the Government, represented by the Ministry of Finance and the MESD, entered into
the Bypass Project Memorandum. The Bypass Project Memorandum creates a set-off mechanism for the Company to be
reimbursed by the State for the Company’ s future expenses in relation to the Bypass Project out of dividends that would
otherwise be payable to the State in respect of its shares in the Company and in exchange for the transfer, by the
Company to the State, of the Existing Railway Land. The amount to be reimbursed to the Company does not cover an
instalment of CHF 36.1 million due to be paid by the Company to its contractor in 2012 and is subject to an aggregate
cap of CHF 138.0 million. In May 2012 and to date in June 2012, the Company paid to its contractor approximately
GEL 20.4 million (CHF 11.9 million) and GEL 5.0 million (CHF 2.9 million), respectively, of the CHF 36.1 million not
covered by the reimbursement obligations and the balance shall be paid by the Company out of its existing cash flows
upon the completion of the corresponding work by the contractor. The Existing Railway Land will be transferred to the
State upon completion of the Bypass Project or, if later, upon the full reimbursement of reimbursable expenses by the
Government. If the dividends payable to the State are insufficient to cover the reimbursable expenses in full, the
Company has the right to retain a pro rata ownership interest in the Existing Railway Land. See “Description of the
Company’ s Business—Bypass Project”.
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Tank Car Lease Agreement

On 30 March 2012, the Company (as lessee) entered into an agreement to lease up to 1,000 tank cars from AS
Spacecom (as lessor) until 1 April 2015 (the “Tank Car Lease Agreement”). Under the Tank Car Lease Agreement,
the lessor isrequired to lease to the Company 425 tank cars within one month from the date of receipt of arequest from
the Company. Upon the Company’s request, the lessor is also required to provide up to a maximum of 575 additional
tank cars within one month of the date of receipt of such request. The daily lease price per tank car under the Tank Car
Lease Agreement is U.S.$45.00. The Tank Car Lease Agreement may be terminated by the written consent of both
parties and AS Spacecom may unilaterally terminate the Tank Car Lease Agreement in the event of non-payment by the
Company for a period of 30 days or more. The Company is responsible for the costs and expenses related to the
ordinary maintenance of tank cars leased under the Tank Car Lease Agreement. In the event that any other repairs are
needed, the costs and expenses in respect of such repairs shall be reimbursed to the Company by AS Spacecom.

As a result of the availability to the Company of an increased supply of tank cars, the Company expects liquid cargo
transported by the Company to increase, which would, in turn, have a positive impact on the Company’s revenue from
freight traffic. The Company also expects its revenue from freight car rental to increase for the same reason. The
Company expects such benefits to outweigh the costs of the leasing arrangements. As at the date of this Prospectus, 375
tank cars have been received pursuant to the Tank Car Lease Agreement, with 50 further tank cars expected to be
received by the end of June 2012.

Factor s Affecting the Company’s Results of Operations

The Company’ s performance and results of operations have been and continue to be affected by a number of factors, the
most significant of which are set out below. See also “Risk Factors’.

Macroeconomic and political factors

The Company’s results have been, and future results are likely to be, affected by global economic activity in general,
and regional and national economic activity in particular. Because substantially all of the Company’s revenues are
derived from freight transportation, the Company’ s results are particularly sensitive to trade flows of commaodities, such
as crude oil, il products, ores, grain and construction materials. Specificaly, freight transit volumes are affected by
trade between and among the EU (and, more broadly, Europe) and the member states of the TRACECA corridor.
Freight volumesin relation to intra-territorial cargoes are affected by economic activity within Georgia. See “Industry—
The Caucasus Transportation Market”.

The Company’s volumes in freight prior to the global recession grew, and since recovery from the global recession
began, have grown to a large extent as a result of growing trade between and among the commodity and energy-rich
emerging market economies in or near the TRACECA corridor, such as Azerbaijan, Kazakhstan and Turkmenistan, on
the one hand, and the EU (and, more broadly, Europe), on the other. The global recession impacted negatively the
levels of economic activity in Europe in particular and in several TRACECA members, including Georgia, and
consequently trade undertaken among and between these countries declined and industrial activity slowed within
Georgia. The Company’s volumes began to suffer a decline in August 2008, due in part to the reduced economic
activity and in part to the 2008 Conflict with Russia. These declines accelerated through the rest of 2008 and peaked in
the first quarter of 2009, resulting in overall reduced freight volumes for the Company in the year ended 31 December
2009. The Company’s freight volumes declined in the year ended 31 December 2009 to 5,383.4 million tonne-
kilometres from 6,485.3 million tonnes per kilometre in the year 2008 as demand for commodities and construction
materials declined both in Georgia and in end markets of the TRACECA corridor.

Passenger volumes, particularly in the more profitable market segment of international travel, are affected by the levels
of disposable income of populations both in Georgia and in the countries neighbouring Georgia. This correlation partly
explains, for example, the decline in the number of passengers during the last global recession to 3.1 million passengers
in the year ended 31 December 2009, from 3.4 million passengers in the year ended 31 December 2008. In particular,
the number of the Company’ s international passengersin the summer season, when international traffic is highest due to
people travelling to Black Sea resorts from Armenia and Azerbaijan, declined significantly in 2009 compared to 2008.
See “Industry—Passenger Traffic Overview”.

The gradual recovery from the global financial crisis has also resulted in increases in international trade, and the
Company’s freight volumes, particularly transit volumes, have recovered, increasing to 5,986.7 million tonne-
kilometresin 2011 and 6,190.8 million tonnes per kilometre in 2010 from 5,383.4 million tonnes per kilometre in 2009.

Political and military intervention can also have an effect on the Company’s business. During the 2008 Conflict, for
example, transit railway traffic through Georgia ceased entirely for four days and did not fully resume until September
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2008. See “Risk Factors—Risks Related to Georgia—Regional tensions could have a material adverse effect on the
Company’s business’.

The war in Afghanistan, conversely, has resulted in greater demand for eastbound freight transit through Georgia due to
the military presence in Afghanistan requiring fuel and other supplies. The Company began to transport such cargo in
the third quarter of 2010 through a freight forwarder, having taken the strategic decision, in light of temporary oil tank
car capacity constraints, to reallocate some of its il tank car fleet previously used for the transport of liquid cargo from
the Azerbaijan westbound route to the eastbound route towards Afghanistan. Such eastbound cargoes travel much
longer distances and return with less tonnage once delivery has been made. They are not subject to any customer
volume-related tariff discounts. As a result, cargoes on this route generate higher revenue and profitability than liquid
cargoes transported from Azerbaijan despite the lower volume base. In order to respond to growing demand for liquid
cargo volumes, the Company has ordered 250 new oil tank cars that it expects to put into operation in the next twelve
months. To ensure an adequate stock of oil tank cars pending delivery of these new tank cars, the Company has agreed
with Ukrainian Railways to exchange up to 1,000 of the Company’s idle dry cargo railcars for 1,000 Ukrainian
Railways oil tank cars over a period of twelve months starting from June 2011. To date, approximately 200 railcars
have been exchanged under this agreement. The Company’s management believes that this number is sufficient to
address its current requirements and to match rail car supply to demand.

As at the date hereof, there is uncertainty in the global markets regarding the prospects for a continuation of the
recovery.

For a description of the Company’s freight volumes and passenger volumes during the periods presented, see
“Description of the Company’ s Business—Business Oper ations—Freight SBU—Freight Composition” and “Description
of the Company’ s Business—Business Operations—Passenger SBU—Passenger Customers’ and “ —Freight volumes’.

Operational efficiency

The Company has undertaken several initiatives with the overall objectives to increase the efficiency of and otherwise
optimise its operations and reduce operational and other costs. In 2005, the Company launched a restructuring
programme (the “2005 Restructuring Programme”) based on the proposals of an independent consultant. The 2005
Restructuring Programme, which was substantially completed in 2008, transformed the Company into an efficient,
vertically-integrated company with a strong focus on its core operations. As part of the 2005 Restructuring Programme,
the Company separated its operations into the three SBUs, each with separate reporting functions; reorganised the
corporate and management systems of the Company; disposed of substantially all of the Company’s non-core and non-
performing assets in order to realign the Company’s asset base; invested in the refurbishment of its assets, particularly
rolling stock and rail tracks, and conducted efforts to increase the profitability and cash-generating potential of the
Company.

In September 2010, the Company began the implementation phase of its Modernisation Project. The key objectives of
the Modernisation Project are:

e optimising freight and passenger traffic;

e optimising stations, depots and infrastructure;

e optimising freight and passenger rolling stock;

e reducing operational expenses;

e improving operational safety;

e improving social and environmental safety;

e increasing train speeds; and

e introducing aclear and defined mai ntenance programme.
The Modernisation Project focuses primarily on the mainline that runs from Thilis to the Black Sea, in particular to the
terminals at the Poti and Batumi ports. Based on its own internal estimates and the results of the feasibility study

completed by SY STRA and SNCFI, the Company expects the Modernisation Project to result in a reduction of capital
expenditures required for maintenance of itsinfrastructure and a decrease in operating costs.
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To improve profitability and efficiency of the Passenger SBU, the Company has taken a series of measures to improve
average revenue per passenger kilometre. These include:

e introducing higher levels of service by investing in new, or improving existing, railcars;
e adjusting schedules with a view to optimising utilisation; and

e adjusting the segmentation of journey pricings, increasing the intervals for price changes from every 50 km to
every 120 km.

In 2010, the Company introduced into operation three new modern trains and set correspondingly higher prices for
tickets on those trains. The Company also attracted and expects to continue to attract new passengers that were
formerly reliant on other modes of transportation, such as mini-buses and private automobiles. There were no other
increases in tariffs during that year, but this introduction contributed to the increase in revenues from passenger services
in 2010, as compared to 2009. Increasing revenue per passenger kilometre is one of the key objectives of the Passenger
SBU.

During the periods presented, the Company has realised reductions, year-on-year, of depreciation and amortisation
expense relating to assets attributable to the Freight SBU and the Passenger SBU, including through the replacement of
older locomotives, railcars and a certain portion of the railway infrastructure, as part of the general effort to modernise
and improve assets.

For a description of the Company’s past and budgeted capital expenditures, including those relating to the
Modernisation Project, see “ —Liquidity and Capital Resources—Capital expenditures’. See also, “ —Depreciation”.

Exchangerates

The Company’ s reporting currency isthe Lari. To amaterial extent, the Company enters into transactions denominated
in U.S. Dollars and Swiss Francs, and carries a portion of its liabilities and assets in these currencies. Therefore,
variations between the rate of exchange between the U.S. Dollar or the Swiss Franc, on the one hand, and the Lari, on
the other, have had and will continue to have an effect on the Company’ s results of operations.

For all periods under review in this Prospectus, the Company has quoted its tariffs in Swiss Francs only, except for
tariffs for freight services, which, since 1 February 2012, the Company quotes in U.S. Dollars. The magjority of the
Company’ s non-Georgian freight customers pay in Swiss Francs or U.S. Dollars while Georgian customers pay in Lari.
In the periods under review, approximately only three to four per cent. of the Company’s freight revenues are Lari-
denominated, representing principally demurrage charges to Georgian customers. In addition, a significant part of the
Company’s capital expenditures related to the Modernisation Project and Bypass Project are denominated in Swiss
Francs, as were, to a certain extent during the period under review, its operating expenses, including rental charges for
using the railcars of other national railway operators and many of the costs of materials used for repair and
maintenance. With effect from 1 February 2012, however, the Company changed its freight tariff currency from Swiss
Francsto U.S. Dollars, although the tariff for freight car rental is still denominated in Swiss Francs. The Company made
such change due to the volatility of the exchange rates between the Swiss Franc and other currencies and also to better
align costs and revenues for its customers, which mainly trade in U.S. Dollars or Lari. In April 2012, the Company
engaged a consultant with a view to evaluating its options in respect of hedging, including its exposure to fluctuationsin
the value of the Swiss Franc and the U.S. Dollar and, as at the date of this Prospectus, the Company is in the process of
negotiating appropriate hedging agreements under the guidance of this consultant. See “—Current Trading and
Prospects; Trends—Change in freight tariffs and volume-based discounts’.

During the periods discussed herein, the Swiss Franc has experienced average year-on-year appreciation relative to the
Lari. Such appreciation has been a significant contributor to the revenue growth in the year ended 31 December 2011
relative to the year ended 31 December 2010, and in the year ended 31 December 2010 relative to the year ended 31
December 2009. The appreciation of the Swiss Franc during the periods under review has also had the effect of
contributing to increases in Lari-denominated capital expenditures and, historically, to a certain extent, costs of
materials used for repair and maintenance. However, as a result of the change by the Company to quote tariffs for
freight transportation in U.S. Dollars, as well as the implementation of the Company’ s hedging strategies, management
expects that future revenue and profit growth, if any, will be substantially dependent on volume and tariff increases
rather than the effects of currency movements. See “—Current Trading and Prospects; Trends—Swiss Franc
Exchange Rates”.

The 2010 Notes (to the extent any of the 2010 Notes remain outstanding following completion of the 2010 Notes
Tender) and the Notes are denominated in U.S. Dallars, and during the periods presented the Company has incurred a

49



portion of its trade payablesin U.S. Doallars. In the period from 1 January 2009 to 31 December 2010, the U.S. Dollar
experienced an average year-on-year appreciation relative to the Lari. Such appreciation has had a tendency to increase
operating expenses and finance costs, although the Company has offset some of these effects by reducing U.S. Dollar
denominated trade payables. In the year ended 31 December 2011, the U.S. Dollar depreciated relative to the Lari.
This depreciation reduced the increase in operating expenses and contributed to the reduction in finance costs. The
effect of these positive developments was, however, offset in part because trade payables were lower compared to the
same period in the prior year.

Fluctuations in the exchange rates between the Lari and the U.S. Dollar and the Lari and the Swiss Franc in the past are
not necessarily indicative of fluctuations that may occur in the future.

See “Exchange Rate Information” and “ —Quantitative and Qualitative Disclosures about Market Risk—Market risk—
Currency risk.”

Freight tariffs

The Company’ s results of operations are driven to a significant degree by freight tariffs. Although rail transportationin
Georgia is a statutory monopoly, the Company’s pricing policies are not subject to direct Government regulation.
Under the Railway Code, the State has the power to establish tariff policies through a Rail Transport Authority. To
date, however, the State has not established any such authority and the Company is not aware of any plans of the State
to do so. Accordingly, as at the date of this Prospectus, the Company is not subject to any mandatory tariffs. Instead,
pursuant to the Railway Code, it sets its own tariff policy independently for all types of services, including tariffs for
freight transportation, freight transportation-related services and passenger services. See “Description of the
Company’ s Business—Business Operations—Freight SBU—Freight tariffs.”

The Company’s tariff policy is driven by a strategic choice to maintain the Caucasus corridor’s competitiveness. The
Company therefore generally aims to set tariffs in line with inflation and to balance out currency fluctuations between
the Swiss Franc and the Lari, with specific tariff changes targeted to specific situations, for example by offering or
removing discounts to specific customers. During the periods under review, the Company has been able to offset the
effects of declining volumes at least in part by adjusting freight tariffs. For example, in 20009, tariff increases partially
offset the 19.3 per cent. decrease in freight volumes resulting from the global recession.

The following table sets forth information in respect of the Company’s freight tariffs, by type of freight, for the periods
indicated:

For the year ended 31 December

Change 2011 vs. Change 2010 vs.
2011 2010 2010 2009 2009
(CHF) (per cent.) (CHF) (per cent.)
Average TariffsV
Crude Oil..cc.eecereenerrceneenn, 18.09 14.2 26.8 13.9 2.2
Oil products.........c..cceveee, 34,24 321 6.5 319 0.6
DIAVAC: (os JO 39.3 408 (3.7) 423 (35@

(1) Average tariffs are calculated as freight traffic revenue (not including any handling charges) per thousand tonne-kilometre. The Company uses
adetailed formula for each individual transportation order that takes into consideration various factors, including the type and weight of freight
and the distance over which the cargo is carried. Amounts stated are CHF per 1,000 tonne-kilometre, unless otherwise indicated.

(2) The 3.5 per cent. decrease in 2010, as compared to 2009, was the result of the Company changing the mix of products that affected the
Company’ s revenue per tonne, and was not the result of adecision of the Company to decrease tariffs applied to such products.

(3) Effective 1 April 2011, the Company reduced the discount it offers on the transport of crude il by 33.0 per cent.

(4) Effective1 April 2011, the Company reduced the discount it offers on oil products by 23.0 per cent.
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The Company offers a 15 per cent. discount on its freight tariffs to customers who transport cargo with their own
railcars and use the Company’s services for infrastructure and locomatives. In April 2011, the Company reduced the
discounts that it offers on the transport of oil and oil products. As a result, the average quarterly tariff on oil increased
to CHF 19.25 per thousand tonne-kilometres in the second quarter of 2011 from CHF 14.47 in the first quarter and the
average quarterly tariff on oil products increased to CHF 34.58 per thousand tonne-kilometres in the second quarter of
2011 from CHF 31.09 in the first quarter. With effect from 1 February 2012, the Company reduced the volume-based
discount offered on the transport of crude oil and oil products by U.S.$0.50 per tonne transported. Also with effect
from 1 January 2012, the Company increased its freight tariffs by 2.0 per cent. Thisincrease, however, does not apply
to discounted tariffs for liquid cargo. The Company may change its tariffs and discounts it applies to its tariffs upon
one month’s notice to its customers. See also “Current Trading and Prospects, Trends—Change in freight tariffs and
volume-based discounts’.

Freight volumes

The Company’s results of operations are also driven to a significant degree by freight volumes, which are, in turn,
driven by global, regional and national economic trends. In the periods presented, volumes for liquid and dry cargo
recovered in the year ended 31 December 2010 from the low levels impacted by the recession in the year ended 31
December 2009, due to the positive impact of the global economic recovery. Total volumes, stated on a million tonne-
kilometre basis, for the year ended 31 December 2011, as compared to the year ended 31 December 2010, showed a
moderate decrease. In the first three months of 2012, volumes transported by the Company further decreased, as
compared to the same period of 2011. Beginning in April 2012 and continuing in May 2012, total volumes transported
by the Company recovered from the relatively low levels experienced, on average, in the first quarter of 2012 to the
effect that volumes transported by the Company increased overall by 1.7 per cent. in the first five months of 2012, as
compared to the same period of 2011.

The following table sets forth the Company’s freight volumes, stated on a million tonne-kilometre basis, by type of
freight, for the periods indicated:

For theyear ended 31 December

2011 2010 2009
(million tonne kilometres)
LiqUid CargoeS.......ccvveuireeiiniiieirieesiee e 3,641.8 4,044.3 3,501.4
of which:
(@0 gU o (X o1 R 2,076.3 2,439.0 2,051.4
Ol ProdUCESY ........ovveeeeeeeeeeeeeee s 1,565.5 1,605.2 1,450.0
DIy CargOES ....cveereeerreiereeieesree e 2,344.9 2,146.5 1,882.0
of which:
OIS ...ttt et 4815 400.5 270.6
Ferrous metalS and SCrap -......cooceereereeseeneeeneniese e 279.5 249.8 202.9
(=T o 336.6 342.0 334.3
Construction freight.........cceeveieiivenesieeecese e 251.7 209.6 163.3
Chemicalsand fertiliSers ..., 173.3 152.8 142.7
SUGAE ..ottt 187.0 204.8 175.0
Industrial freight........coceeevieiieiicies e 1011 105.6 111.8
COMENL ...t 51.7 71.7 141.6
1O 1 1= TS 4825 403.8 339.8
LS 2 T 5,986.7 6,190.8 5,383.4

(1) OQil products include products such as petrol, bitumen, diesel fuel and liquid natural gas (LNG).
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The following table sets forth the Company’s freight volumes, stated on a million tonnes basis, by type of freight, for
the periods indicated:

For the year ended 31 December

2011 2010 2009
(million (million (million (per
tonnes) (per cent.) tonnes) (per cent.) tonnes) cent.)
Liquid Cargoes.......ccorurerereeereeeneneenesieeseeeenenes 105 52.0 115 57.8 9.7 56.7
of which:
Crudeoil.....c.coeeeeciciecieeeese e 54 26.8 6.3 317 5.2 30.4
Qil products 51 251 5.1 25.6 45 26.3
DIy CargoBS ....cocveuiiriiiirieniesie e 9.6 48.0 8.5 427 74 43.3
of which:
(O TR 19 9.6 1.6 8.0 11 6.4
Congtruction freight .........ccoccoeeeenne 16 8.1 12 6.0 11 6.4
Ferrous metals and scrap 12 5.8 1.0 5.0 0.8 47
(=1 o T 12 6.2 14 7.0 11 6.4
Chemicals and fertilisers.......cocovevveieeivennene 0.5 2.6 0.4 2.0 0.4 2.3
COMENL ...t sre s 0.5 25 0.4 2.0 0.7 4.1
Industrial freight .........cccoevveveviveieescee 0.5 2.3 0.5 25 0.6 35
Sugar 0.5 2.7 0.6 3.0 0.5 2.9
Other 17 8.3 14 7.0 11 6.4
o7 TP 201 100.0 199 100.0 171 100.0

In the year ended 31 December 2011, liquid cargoes exceeded dry cargoes by 0.8 million tonnes, or 8.3 per cent. Inthe
years ended 31 December 2010 and 2009, liquid cargoes represented the majority of the Company’s volumes, and, of
these, crude oil represented the majority. Of dry cargoes, ores, grain, ferrous metals and scrap and construction freight
have represented the majority during the periods under review.

Freight volumes increased by 0.2 million tonnes, or 1.0 per cent., in the year ended 31 December 2011, as compared to
the same period in 2010. The increase was principally due to an increase of dry cargoes by 1.1 million tonnes, or 12.9
per cent., led primarily by increased volumes of ores and construction freight as continuing economic recovery resulted
in greater demand for such products, partially offset by the reduction in grain volumesin 2011 as the increased volumes
of shipped grain in 2010 were not sustained. Liquid cargoes volumes, on the other hand, decreased by 1.0 million
tonnes, or 8.7 per cent. The primary cause of this decrease was the Company’s decision, in light of temporary oil tank
car capacity constraints, to reallocate part of the oil tank car fleet previously used to transport liquid cargo on the
westbound route from Azerbaijan to the eastbound transport of cargoes to support military operations in Afghanistan.
These eastbound cargoes travel much longer distances, and their base tariffs are not subject to volume-related discounts.
As a result, they generate higher revenue and profitability than the westbound transports, despite their lower volume
base.

Freight volumes increased by 2.8 million tonnes, or 16.4 per cent., in the year ended 31 December 2010, as compared to
the same period in 2009. The increase was due to the increases of 1.7 million tonnes, or 17.5 per cent., in liquid
cargoes, and 1.1 million tonnes, or 14.9 per cent., in dry cargoes, driven principally by increased demand in the end
markets of these products as recovery from the global recession began.

For a description of the freight volumes transported by the Company in the first five months of 2012, as well as the
Company’s expectations in relation to freight volume developments, see “—Current Trading and Prospects; Trends—
Trendsin Freight Volumes™ above.

I ssue of the 2010 Notes

In July 2010, the Company issued its 2010 Notes pursuant to which it received proceeds of approximately U.S.$250.0
million, which it converted into Swiss Francs. This conversion enabled the Company to record net finance income in
2010, relating principally to gains realised through appreciation of the Swiss Franc relative to the U.S. Dallar (the
denomination currency of the 2010 Notes).

In 2010, the proceeds of the 2010 Notes enabled the Company to fund its capital expenditures and to place cash
generated from operating activities into term deposits. Because the proceeds of the 2010 Notes have been used or
reserved for capital expenditures, mostly in connection with the Modernisation Project and the Bypass Project, the
Company hasto date capitalised the interest accruing on these Notes. See “—Current Trading and Prospects; Trends—
2010 Notes Tender” for a description of the 2010 Notes Tender.
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Disposals and write-offs of certain assets

As part of the Company’s continued implementation of the 2005 Restructuring Programme (which is now complete)
and for other specific reasons that management considers non-recurring, the Company has, during the periods under
review, made a series of disposals and has written off certain assets that management has determined to be non-core or
no longer necessary for future operations. These include:

In April 2012, the Company transferred to the State the partially constructed Batumi Tower, which was a
project of the Company’s subsidiary, Railway Property Management LLC. In addition to the transfer of the
partially constructed building, the Company transferred to the State the land plots upon which the building is
being constructed, all of the rights and obligations under the construction agreement and all other agreements
executed in connection with this project, as well as cash in the amount of approximately GEL 3 million for the
purposes of implementation of the project. The total value of assets transferred to the State amounted to
approximately GEL 33.6 million.

In February 2012, the MESD approached the Company with a request to transfer the Thilis Central Station,
land and other assets fixed to the building to the State. In March 2012, the GMS approved the withdrawal of
the abovementioned assets from the Company’s authorised capital. As the Company uses certain parts of the
Thilisi Central Station, such as the rail platforms and office area, in its current operations, on 28 March 2012,
the Government adopted Decree No. 559 authorising the MESD to enter into a gratuitous usufruct agreement
with the Company in respect of the assets needed by the Company for its current operations. The MESD and
the Company subsequently entered into such an agreement on 6 April 2012, whereby the MESD granted the
Company aright of use over that portion of the Thilisi Central Station necessary for the Company’ s operations.
The agreement will be in effect until the completion of the Bypass Project and the completion of the Didube
and Navtlughi railway stations.

In November 2011, JSC “Nenskra’, which was wholly owned by the Company’s subsidiary, Georgian Railway
Construction JSC (“GRC"), was withdrawn from the Company’s authorised capital with a book value of
approximately GEL 6.2 million and transferred to the State and then to the PF.

In October 2010, the Company sold its 25 per cent. stake in Chitakhevi, a company engaged in the operation of
a hydropower plant (a “HPP"), to EnergoPro Georgia pursuant to a share sale and purchase agreement. The
sale generated a one-time gain of GEL 4.3 million. The Company recognised dividends from this subsidiary of
GEL 0.6 million in 2009.

With effect from 24 May 2010, the Company transferred its shares in Raillway Telecom LLC (“Railway
Telecom”) to the MESD. In exchange, the MESD agreed to contribute cash or in-kind property with a value
of GEL 6.8 million, the fair value attributed to the Railway Telecom shares. During 2010 and the first half of
2011, the MESD contributed certain land plots needed for the Company’s operations. As a result, in
November 2011, the Company and the MESD acknowledged that the MESD had made the requisite level of
in-kind contributions, thereby fulfilling its obligations in connection with the transfer of Railway Telecom.
The income statement for the year ended 31 December 2010 therefore reflects only five months of
communications services provided by this former subsidiary, affecting the comparability of certain income
statement line items, including revenues, as compared to prior years. The effects are explained below in the
discussion and analysis of the annual results for the year ended 31 December 2010, as compared to the same
period in 20009.
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e In 2011, the Company recognised write-offs in the amount of GEL 4.1 million in respect of construction-in-
progress assets relating to electric lines and a supporting wall adjacent to rail tracks that management
determined to be no longer necessary for operations.

e In 2010, the Company recognised write-offs in the amount of GEL 4.8 million in respect of construction-in-
progress assets relating to the cancellation of two low platforms and a supporting wall adjacent to the rail
tracks that management determined to be unnecessary for future operations and a HPP and a hotel that were
determined to be non-core.

e In 2009, the Company recognised write-offs in the amount of GEL 6.6 million in respect of two non-current
assets. The first asset was a station that was previously accounted as investment property that was leased out
to athird party that was declared bankrupt in 2009, and the second was a provision in respect of an incomplete
building near the Thilisi Central Station that management determined to be unnecessary for future operations.

Cost of electricity and materials

Electricity constitutes a significant component of the Company’s operating expenses. Electricity costs include
principally the costs of the electricity used to move the Company’s locomotives and vehicles, and the electricity used in
the Company’s buildings. Approximately 94.0 per cent. of the Company’s railway network is electrified. Until
September 2011, the Company procured most of its electricity in the open market. In September 2011, the Company
signed the Electricity Agreement for the purchase and sale of electricity with EnergoPro Georgia. Management
estimates that the electricity EnergoPro Georgia is obligated to deliver under the Electricity Agreement will satisfy
almost 90 per cent. of its total electricity requirements. The contract has a term of ten years. The contract fixes tariffs
for an initial five year period in line with the upper threshold currently contained in Resolution No. 33 of the Georgian
National Energy and Water Regulatory Commission (the “GNERC”). Based on the GNERC resolutions, the Company
expects that prices for the five years will be (i) 8.274 Lari cents per kilowatt hour for 100/35 kilowatt electricity and (ii)
9.968 Lari cents per kilowatt hour for 6/10 kilowatt electricity. Management estimates that approximately 80 to 83 per
cent. of the electricity it buys is 100/35 kilowatt electricity, with the remaining 17 to 20 per cent. being 6/10 kilowatt
electricity. As a result, management expects that the average price per kilowatt hour for electricity will be
approximately 8.58 Lari cents for the first five years of the Electricity Agreement. From 2016, tariffs will be fixed for a
further five years. The tariffs may be adjusted upwards in the limited circumstances provided for under the Electricity
Agreement. See “Description of the Company’'s Business—Electricity Supply” for a description of the Electricity
Agreement and electricity supply generally to the Company and in Georgia.

Prior to entering into the Electricity Contract, tariffs paid for electricity consisted of three components:
e the portion of the tariff payable to the supplier,
e transmission costs paid to the owner of the transmission lines, and

o fees paid to the Electricity System Commercial Operator (“ESCO”) for the national electricity reserve
mai ntenance.

These components changed from period to period and, in 2011, represented approximately 75.0 per cent., 20.0 per cent.
and 5.0 per cent., respectively, of total electricity costs, as compared to approximately 69.0 per cent., 23.0 per cent. and
8.0 per cent., respectively, in 2010 and 77.0 per cent., 16.0 per cent. and 7.0 per cent. respectively, in 2009.

The following table sets forth the average price of electricity for the periods indicated:

For theyear ended 31 December
2011 2010 2009
(GEL per kilowatt hour)

AVErage PriCe ..ccuveuveieiieiesesieieeeeee e 0.0869 0.0756 0.0732

Average electricity tariffs increased by 14.8 per cent. in the year ended 31 December 2011, as compared to 2010, due
primarily to an increase of 24.7 per cent. in the portion of the electricity tariff attributable to suppliers. This was due
principally to increasing demand for electricity generally in Georgia as a result of continued economic and industrial
growth and as a result of inflation. Average tariffs increased by 3.3 per cent. in the year ended 31 December 2010, as
compared to the same period in 2009 duein part to the effect of the planned tariff increase.
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The Company’s fuel requirements consist principally of the costs of diesel used by support locomotives and vehicles
and other fuel used in operations. Average purchase prices for diesel fuel, on a per kilogram basis, increased
approximately 28.2 per cent., in the year ended 31 December 2011, as compared to the average in 2010 and by 42.4 per
cent. in the year 2010 relative to 2009, in line with global trends.

Except for the year ended 31 December 2009, when the Company’s freight volumes declined due to the effects of the
global recession, and except for the increase in electricity tariffs in the third quarter of 2010 (when transmission costs
were increased), the Company’s electricity and fuel costs have increased throughout the periods presented, generaly in
line with freight volume increases requiring growing consumption of electricity and also due to the increases in
electricity tariffs and fuel prices.

The Company uses steel and other materials in the repair of the rail tracks, railcars and locomotives and other
infrastructure. The cost of such materials has increased during the periods presented. The Company’s use of these
materials has increased throughout the periods presented as the Company began, during 2008, to decrease its reliance on
contractors for asignificant part of the repairs.

Depreciation

The Company’s depreciable assets consist principally of: its rail track infrastructure, including the tracks, tunnels,
bridges and stations; transport, machinery, equipment and other, consisting principaly of railcars, locomotives and
moveable equipment used in freight and passenger operations; and buildings and constructions, such as the Company’s
headquarters, other offices and some stations.

Depreciation is recognised on a straight-line basis over the estimated useful lives of each part of a depreciable asset,
since this most closely reflects the expected pattern of consumption of the future economic benefits embodied in the
asset. Land isnot depreciated. The estimated useful lives for the current and comparative periods are as follows:

e buildings and constructions. 44 years
e rail track infrastructure: 23 years
e transport, machinery, equipment and other: 12 years

During the periods presented, the Company has been carrying out operational improvements under the 2005
Restructuring Programme and, since September 2010, the M odernisation Project and, since November 2010, the Bypass
Project. However, depreciation expense has continued to decrease moderately from period to period, in part due to
some of the Company’s asset base reaching the end of its useful life. The Company has made strategic investments that
enhance the operational efficiency of its assets. These efforts have made some of its older infrastructure redundant or
obsolete.

For a more detailed description of the Company’s infrastructure investments and its depreciable asset base and related
depreciation, see “—Liquidity and Capital Resources—Capital expenditures’ and Note 12 of the 2011 Audited
Consolidated Financia Statements and Note 11 of the 2010 Audited Consolidated Financial Statements.

Passenger tariffs and volumes

During the periods under review, the passenger transportation segment (the Passenger SBU) represented a small
percentage of the Company’s total revenues. 3.9 per cent., 3.7 per cent., 4.3 per cent. and 4.9 per cent. of the
Company’s total revenue for the three-month period ended 31 March 2012 and for the years ended 31 December 2011,
2010 and 2009, respectively.

Passenger revenues are a function of passenger tariffs, which Management measures in terms of average tariffs per
thousand passenger-kilometre and the total number of passenger kilometres, for any given period. The Company’s
revenue per passenger kilometre was GEL 0.024 for the year ended 31 December 2011 and GEL 0.022 Lari cents for
each of the years ended 31 December 2010 and 2009.
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The following table sets forth information in respect of the Company’ s passenger tariffs for the periods indicated:

For theyear ended 31 December
2011 2010 2009
(GEL per passenger kilometre)

Average TariffsV. ..o 0.024 0.022 0.022

Q) Average tariffs are calculated as passenger traffic revenue per passenger-kilometre.
The following table sets forth the number of passenger kilometres for the periods indicated:

For theyear ended 31 December
2011 2010 2009
(passenger kilometres)

DOMESLIC....veeiceeeee e 623.2 636.5 615.9
International 18.2 18.2 10.0
B 0 £ S 641.4 654.7 625.9

Explanation of Key Comprehensive Income Items
Revenue

The Company’s revenue comprises freight traffic, freight car rental, passenger traffic and other income. In addition,
prior to the transfer of Railway Telecom to the MESD in May 2010, the Company also generated revenue from
communication services offered by this subsidiary. The Company generates substantially al of its revenue through the
Freight SBU.

The Freight SBU derives revenue from freight traffic and freight car rental. Freight traffic revenue comprises revenue
from freight transportation services, generated by transporting customer cargoes along the Company’s railway network;
revenue from freight handling, derived from storage, or “demurrage”, charges to customers failing to unload arail car
within 24 hours of arrival at its agreed destination; and revenue from certain other services, including railcar
marshalling and freight pick-up and delivery at customer facilities. A major portion of freight car rental revenue is
generated from leasing railcars to the Company’ s customers, including foreign railway companies using the Company’s
railcars on routes through their countries, and leasing locomotives to other railway companies outside Georgia,
including Azerbaijan Railway.

The Passenger SBU has consistently generated more than 80.0 per cent. of its revenue from passenger traffic. The
substantial majority of passenger traffic revenue derives from the transportation of passengers. To avery limited extent,
passenger traffic revenue also includes revenue from the transport of unaccompanied luggage within Georgia.

Revenue from internet services consists of the revenue generated by the former subsidiary Railway Telecom, which was
disposed of in May 2010, while revenue from fibre optic cables lease consists of lease payments for the rental of
capacity to unrelated parties.

Other revenue, which appearsin Note 7 of the 2011 Audited Consolidated Financial Statements and Note 6 of the 2010
Audited Consolidated Financial Statements, consists of revenue from the sdle of scrap meta that the Company
generates from ongoing maintenance and repair and rental income from real estate to third parties, including at the
Central Thilisi Station.

Other income

Other income is primarily comprised of penalties accrued on creditors and debtors, which consists of penalty payments
under contracts with the Company’s service providers or to parties to which the Company provides services; payments
from legal claims against third parties and gains realised upon the sale of subsidiary and other investments; and charges
for the maintenance of a fibre optic cable in the Company’s network some of whose capacity is owned by third parties
and maintained by the Company.
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Employee benefits expense

Employee benefit expense is primarily comprised of salaries, bonuses and workers compensation for injury or sickness
and business trip expenses.

Depreciation and amortisation expense

Depreciation is based on the cost of an asset lessits residual value. Depreciation is recognised on a straight-line basis
over the estimated useful lives of each major component of an item of property, plant and equipment. Depreciation
methods and useful lives are reviewed at each financial year end and adjusted if appropriate.

The Company’ s amortisation expense isimmaterial.
Electricity and materials used

Electricity and materials used is comprised of electricity, materials and fuel. Electricity costs include principaly the
costs of the electricity used to move the Company’ s locomotives and vehicles and the electricity used in the Company’s
buildings. Material costs comprise the costs of repairs done directly by the Company. Fuel includes the costs of diesel
used by locomotives and vehicles and other fuel used in operations.

Other expenses

Other expenses are primarily comprised of taxes other than income tax, comprising property and land taxes; guarantee
provisions; freight car rental; security; repairs and maintenance; write-offs of non-current assets; communication
services; and inventory write-downs due to obsolescence; and other, comprising principally office expenses,
consultancy expenses, membership costs from the Organisation for the Cooperation of Railways, communications, and
internet and sundry other items.

Land taxes are determined by the municipalities where the land is located, while property taxes are calculated at one per
cent. of the book value of an asset, but railway infrastructure assets such as tracks are exempted from this tax.

Net finance income/(cost)

Finance income comprises interest income on funds invested and foreign currency exchange gains. Finance costs
comprise interest expense on borrowings, impairment losses on trade receivables, foreign currency losses and
impairment losses recognised on financial assets.

Income tax expense

Income tax expense includes the tax charge for the current period measured at the amount expected to be paid to or
recovered from the taxation authorities and income tax related to origination and reversal of temporary differences. The
Company’s applicable income tax rate is the income tax rate of 15.0 per cent. for Georgian companies.

Operating and Financial Results
Business segments

For purposes of its business operations, the Company operates the national railway system through three SBUs. the
Freight SBU, which consists of freight traffic (transportation and handling) and freight car rental services; the Passenger
SBU, which primarily transports passengers and luggage within Georgia; and the Infrastructure SBU, which operates,
maintai ns and manages the Company’ s principal infrastructure assets. The Infrastructure SBU is a cost centre providing
services only to the Freight SBU and the Passenger SBU and does not conduct business with third-party customers.

For IFRS reporting purposes, however, the Company has two reportable segments, the freight transportation segment
(the Freight SBU) and the passenger transportation segment (the Passenger SBU). A reportable segment is a segment of
the Company that engages in business activities from which it may earn revenues and incur expenses. The reporting
segments offer different products and services, and are managed separately because they require different technologies
and marketing strategies. Segment information includes items directly attributable to a segment as well as those that
can be allocated on a reasonable basis.

Items that are not allocated for IFRS reporting purposes to the Freight SBU and the Passenger SBU comprise mainly
railway infrastructure, corporate assets (primarily the Company’s headquarters), head office expenses, financial income
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and expenses, tax expenses and tax assets and liabilities. Items related to infrastructure are not allocated to a reporting
segment as the Company has not implemented systems for such allocations.

During the periods under review, the freight transportation segment (the Freight SBU) generated substantially all of the
Company’ s revenue, accounting for 95.3 per cent., 93.4 per cent. and 91.4 per cent. of total revenue for the years ended
31 December 2011, 2010 and 2009, respectively, and generated GEL 289.2 million, GEL 237.4 million and GEL 155.4
million in reportable segment profit before infrastructure costs, net interest cost and income tax for the years ended 31
December 2011, 2010 and 2009, respectively.

The passenger transportation segment (the Passenger SBU) accounted for 3.7 per cent., 4.3 per cent. and 4.9 per cent. of
total revenue for the years ended 31 December 2011, 2010 and 2009, respectively. During the periods under review, the
passenger transportation segment incurred reportable segment loss before infrastructure costs, net interest cost and
income tax of GEL 10.9 million, GEL 10.8 million and GEL 13.0 million for the years ended 31 December 2011, 2010
and 2009, respectively. The Company aims in the medium-term to transform passenger services in Georgia into a
profitable business.

Substantially all of the Company’s revenue is from Georgia and CIS countries and the non-current assets of the
Company are located in Georgia, and its operations are therefore presented as one geographical segment. For additional
information about the Company’s reportable segments, see Note 6 of the 2011 Audited Consolidated Financial
Statements and Note 5 of the 2010 Audited Financial Statements.

Results of Operationsfor the Three-Month Periods ended 31 March 2012 and 2011

The following table sets forth the Company’s results of operations for the three-month periods ended 31 March 2012
and 2011 derived from the First Quarter Condensed Consolidated Financial Statements:

For the three-month period ended 31 March

Change
2012 2011 2012 vs. 2011
(GEL millions) (per cent.)

REVENUE. ... 105.8 1034 2.3

of which:

Fraight traffict ..o 1011 97.6 36

Passenger traffic .......coovveieieices e 37 32 15.6

OLNEN .o 1.0 2.6 (61.5)
Other INCOME ... vt 5.7 4.0 425
Employee benefits eXpense ... (23.8) (26.3) (9.5)
Depreciation and amortization eXPense........cccoeeeeerereeseereeennes (24.8) (23.0) 7.8
Electricity and materialSUSed.........ccooeieiereieecnc e (12.3) (12.7) 3.1
Other EXPENSES ..ottt (24.7) (20.5) (28.3)
Results from operating actiVities..........c.cvcveveverveverecserennnns 359 24.9 44.2
FiNaNCEINCOME.......ciiicieiirieceee ettt 104 10.9 (4.6)
FiNANCE COSES .....veveeiiceee sttt et sre s (6.6) (1.5) 340.0
Net finance iNCOME/(COSES).......ouvervrerrereeeseereieesesessessesessessenes 3.9 94 (58.5)
Profit DEFOr € iNCOME taX .......vccveevcececieieie e 39.7 34.3 15.7
INCOME tAX EXPENSES. ....eeverereeienereeteresieereeseseesesesseesseneseesesensenes (6.6) (5.7) 15.8
Profit and total comprehensive income for the period ......... 331 285 16.1

(1) Includesrevenue from freight car rental.
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Revenue
The following table sets forth the breakdown of the Company’ s revenue by business line for the periods indicated:

For thethree-month period ended 31 March

Change
2012 2011 2012 vs. 2011
(GEL millions) (per cent.)

FrEIGht ..o e 101.1 97.6 3.6
Of which:

Fraight traffiC.........cccvenecc s 87.3 89.3 (2.2)

Freight car rental 138 8.4 64.3
Passenger traffiC .......cooevere e 3.7 3.2 15.6
(01 11= LR 1.0 26 (615)
TOA ... s 105.8 103.4 23

(1) Includes revenue from realisation of scrap materials.

The Company’s revenue was GEL 105.8 million for the three-month period ended 31 March 2012, as compared to
GEL 103.4 million for the three month period ended 31 March 2011, representing an increase of 2.3 per cent. (or
GEL 2.4 million).

The increase in revenue in the first three months of 2012, as compared to the corresponding period in 2011, was
primarily due to an increase in freight revenue.

Freight revenue, which is comprised of revenue from freight traffic and revenue from freight car rental, was GEL 101.1
million for the three-month period ended 31 March 2012, as compared to GEL 97.6 million for the three-month period
ended 31 March 2011, representing an increase of 3.6 per cent. The increase was primarily due to the increase in
freight car rental revenue, which was only partialy offset by the decrease in freight traffic revenue. See “—Revenue
fromfreight traffic” and “—Revenue fromfreight car rental” below.

Passenger traffic revenue was GEL 3.7 million for the three-month period ended 31 March 2012, as compared to GEL
3.2 million for the three-month period ended 31 March 2011, representing an increase of 15.6per cent. (or GEL 0.5
million). See “—Revenue from passenger traffic” below.

Revenue from freight traffic

The Company’s revenue from freight traffic was GEL 87.3 million for the three-month period ended 31 March 2012, as
compared to GEL 89.3 million for the three-month period ended 31 March 2011, representing a decrease of 2.2 per
cent. (or GEL 2.0 million).

The decrease of 2.2 per cent. in revenue from freight traffic in the three-month period ended 31 March 2012, as
compared to the corresponding period in 2011, was primarily due to a decrease in liquid cargo volumesin the first three
months of 2012 of 13.8 per cent., as compared to the first three months of 2011, as sustained demand in transportation
services for crude oil and oil products was offset by a lack of availability of rolling stock to the Company, as well as
adverse weather conditions, particularly in the first two months of 2012, creating bottlenecks in ports and other
infrastructure and thereby reducing cargo turnover and transportation performance. The decrease in liquid cargo
volumes was partially offset by the reduction, with effect from 1 April 2011, in the discount the Company offers on its
tariffs for the transportation of oil and oil products, as well as the reduction, with effect from 1 February 2012, of the
volume-based discount offered by the Company for the transportation of oil and oil products. See “Management’s
Discussion and Analysis of Results of Operations and Financial Condition—Factors Affecting the Company’ s Results of
Operations—Freight Tariffs’

Revenue from freight car rental
The Company’s revenue from freight car rental was GEL 13.8 million for the three-month period ended 31 March 2012,

as compared to GEL 8.4 million for the three-month period ended 31 March 2011, representing an increase of 64.3 per
cent. (or GEL 5.4 million).
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The increase of 64.3 per cent. in revenue from freight car rental in the three-month period ended 31 March 2012, as
compared to the corresponding period in 2011 was primarily due to the increased usage of company’s own railcars by
other railways, including, in particular, pursuant to an agreement for the rental of 200 dry cargo railcars to Ukrainian
Railways from 1 May 2011 onwards.

Revenue from passenger traffic

The increase of 15.6 per cent. in revenue from passenger traffic operations in the three-month period ended 31 March
2012, as compared to the corresponding period in 2011, was primarily due to overall growth in the Georgian economy,
as well as severe weather conditions in the first months of 2012 that resulted in difficulties for road transportation and,
in turn, increased demand for rail transportation.

Other Revenue

The Company’s other revenue was GEL 1.0 million for the three-month period ended 31 March 2012, as compared to
GEL 2.6 million for the three-month period ended 31 March 2011, representing a decrease of 61.5 per cent. (or GEL
1.6 million). The decrease of 61.5 per cent. in other revenue in the three-month period ended 31 March 2012, as
compared to the corresponding period in 2011, was primarily due to lower volumes of scrap realised.

Other income

The Company’s other income was GEL 5.7 million for the three-month period ended 31 March 2012, as compared to
GEL 4.0 million for the three-month period ended 31 March 2011, representing an increase of 42.5 per cent. (or GEL
1.7 million). The increase of 42.5 per cent. in other income in the three-month period ended 31 March 2012, as
compared to the corresponding period in 2011, was primarily due to an increase in revenue from accrued penalties on
creditors and non-operating income.

Employee benefits expense

The Company’ s employee benefit expense was GEL 23.8 million for the three-month period ended 31 March 2012, as
compared to GEL 26.3 million for the three-month period ended 31 March 2011, representing a decrease of 9.5 per
cent. (or GEL 2.5 million). The decrease of 9.5 per cent. in employee benefits expense in the three-month period ended
31 March 2012, as compared to the corresponding period in 2011, was primarily due to the decrease in the number of
employees during 2011.

Depreciation and amortisation expense

The Company’s depreciation and amortisation expense was GEL 24.8 million for the three-month period ended 31
March 2012, as compared to GEL 23.0 million for the three-month period ended 31 March 2011, representing an
increase of 7.8 per cent. (or GEL 1.8 million). The increase of 7.8 per cent. in depreciation and amortisation expense in
employee benefits expense in the three-month period ended 31 March 2012, as compared to the corresponding period in
2011, was primarily due to increases in the amount of rolling stock owned by the Company in the three-month period
ended 31 March 2012, as compared to the three month period ended 31 March 2011.
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Electricity and materials used

The following table sets forth the breakdown of the Company’s costs for electricity, materials and fuel used for the
periods indicated:

For thethree-month period ended 31 March

Change
2012 2011 2012 vs. 2011
(GEL millions) (per cent.)
6.1 85 (28.2)
4.0 18 122.2
2.3 2.4 4.2
12.3 12.7 (3.1

The Company’s costs for electricity, materials and fuel were GEL 12.3 million for the three-month period ended 31
March 2012, as compared to GEL 12.7 million for the three-month period ended 31 March 2011, representing a
decrease of 3.1 per cent. (or GEL 0.4 million). The decrease in costs for electricity, materials and fuel used in the three-
month period ended 31 March 2012, as compared to the corresponding period in 2011, was principally due to the
Company entering into an agreement for purchase of electricity for a fixed price with EnergoPro Georgia in September
2011, resulting in a decrease in the price of electricity in the first quarter of 2012, as compared to the first quarter of
2011. See “Description of the Company’s Business—Electricity Supply”. This was only partially offset by the increase
in costs for materials of 122.2 per cent. (or GEL 2.2 million) over the same period as a result of increased internal
repairs.

Other expenses
The following table sets forth the breakdown of the Company’ s other expenses for the periods indicated:

For thethree-month period ended 31 March

Change
2012 2011 2012 vs. 2011
(GEL millions) (per cent.)
Freight car rentd.........cccccoevvvveviccnen, 5.0 5.6 (10.7)
Taxes other than income tax 5.0 4.2 19.0
SECUNTY ..oveiviiieieieee e 18 1.9 (5.3
Repairs and maintenanCe..........oueeveveeeieeseseseseeeee e 16 37 (56.8)
Write-off of non-current assets — 41 (100.0)
(@131 ST 1.2 1.0 20.0
TOAL . 14.7 20.5 (28.3)

The Company’s other expenses were GEL 14.7 million for the three-month period ended 31 March 2012, as compared
to GEL 20.5 million for the three-month period ended 31 March 2011, representing a decrease of 28.3 per cent. (or GEL
5.8 million). The decrease was mainly caused by the Company identifying impairment indicators leading to a write-off
of several items of the Company’s construction in progress, whereas no such indicators were identified during the three-
month period ended 31 March 2012 and a decrease in repairs and maintenance as the Company performed a greater
portion of repairsitself rather than outsourcing these repairs to third parties that charge fees.

Results from operating activities

The Company’s results from operating activities were GEL 35.9 million for the three-month period ended 31 March
2012, as compared to GEL 24.9 million for the three-month period ended 31 March 2011, representing an increase of
44.2 per cent. (or GEL 11.0 million), due to the reasons described above. The Company’s margin on its results from
operating activities was 33.9 per cent. for the three-month period ended 31 March 2012, as compared to 24.1 per cent.
for the corresponding period in 2011.

Net finance income/(costs)

The Company recorded net finance income for the three-month period ended 31 March 2012 of GEL 3.9 million and
GEL 9.4 million for the corresponding period in 2011.
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Finance income for the three-month period ended 31 March 2012 was principally due to foreign exchange gain of GEL
6.4 million and interest income of GEL 4.0 million. See Note 9 to the First Quarter Condensed Consolidated Financial
Statements. Finance income during such period was partially offset by provisions of GEL 6.5 million made on doubtful
debts.

Profit before income tax

The Company’s profit before income tax was GEL 39.7 million in the three-month period ended 31 March 2012, as
compared to GEL 34.3 million in the three-month period ended 31 March 2011, representing an increase of 15.7 per
cent. (or GEL 5.4 million), due to the reasons stated above.

I ncome tax expense

The Company’ s income tax is recognised based on management’ s best estimate of the weighted average annual income
tax rate expected for the full financial year applied to the pre-tax income of the interim periods. The Company’sincome
tax expense was GEL 6.6 million for the three-month period ended 31 March 2012, as compared to GEL 5.7 million for
the three-month period ended 31 March 2011, representing an increase of 15.8 per cent. (or GEL 0.9 million). The
increase in income tax expense for the three-month period ended 31 March 2012, as compared to the corresponding
period in 2011 was principally due to increased profit. The Company’s consolidated effective tax rate (calculated as
income tax expense divided by profit before income tax) for the three-month period ended 31 March 2012 was 17
percent (three-month period ended 31 March 2011: 17 percent).

The Company’s deferred tax benefit for the three-month period ended 31 March 2012 was GEL 1.4 million, as
compared to a deferred tax expense of GEL 0.0 million for the three-month period ended 31 March 2011.

Profit and total comprehensiveincome for the year
The Company’s profit and total comprehensive income for the three-month period ended 31 March 2012 was GEL 33.1

million, as compared to GEL 28.5 million for the three-month period ended 31 March 2011, representing an increase of
16.1 per cent. (or GEL 4.6 million), due to the reasons described above.
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Results of Operationsfor the Yearsended 31 December 2011, 2010 and 2009

The following table sets forth the Company’s results of operations for the years ended 31 December 2011, 2010 and
2009 derived from the Audited Consolidated Financial Statements unless otherwise indicated:

For the year ended 31 December

Change Change
2011 2010 2011 vs. 2010 2009 2010 vs. 2009
(GEL
(GEL millions) (per cent.) millions) (per cent.)
REVENUE.......cooiiiiiriee e 4774 404.7 18.0 318.8 26.9
of which:
Fraight traffic ..o 454.9 3779 20.4 290.7 30.0
Passenger traffic ..o veiiienee e 153 147 41 14.0 5.0
Other® 7.2 12.1 (40.5) 14.2 (14.8)
Other INCOME.....c.eceeeeeecr s 12.0 17.8 (32.6) 10.7 66.4
Employee benefits eXpense .......ccevevveeceiicesesicsens (108.5) (111.3) (2.5) (106.1) 4.9
Depreciation and amortization expense . (92.1) (98.7) (6.7) (96.1) 27
Electricity and materials used (47.8) (44.6) 7.2 (40.3) 10.7
Other eXPENSES .....cvvvicieeeee e (73.2) (71.8) 1.9 (64.1) 12.0
Results from operating activities..........cc.ccoovverenencnne 167.8 96.1 74.6 228 3215
FiNanCe iNCOME.......ccveeeieiicese e 27.0 45.4 (40.5) 0.6 7,466.7
Finance costs (10.5) a7.7) (40.7) (4.8) 268.8
Net finance income/(costs) 16.5 277 (40.49) (4.2) 759.5
Profit beforeincometax........occcevveeeeeeecceccerecvee e, 184.3 123.8 48.9 18.7 562.0
INCOME taX EXPENSES.......ccviviirerieieieieeeie e seesaenens (9.9 (22.3) (55.6) (2.9 669.0
Profit and total comprehensive income for the
Y= R 1744 1015 718 158 542.4

(1) Includesrevenue from freight car rental.

(2) Includes communication services, which consists principally of revenue generated by the former subsidiary Railway Telecom, which was
disposed of in May 2010, revenue from lease payments for the rental of fibre optic cable capacity and internet services to unrelated parties, and,
in 2010, revenue from the sale of scrap metal that the Company generates from ongoing maintenance and repair and rental income from real
estate to third parties, including at the Central Thilisi Station.

Revenue
The following table sets forth the breakdown of the Company’ s revenue by business line for the years indicated:

For theyear ended 31 December

Change Change

2011 2010 2011 vs. 2010 2009 2010 vs. 2009
(GEL

(GEL millions) (per cent.) millions) (per cent.)

= T | ST 454.9 377.9 204 290.7 30.0
of which:

Fraight traffiC.......cccocoevieiiveseeeece e 4109 354.6 159 274.2 29.3
Freight car rental..... 44.0 233 88.8 16.5 41.2
Passenger traffic.......... 153 14.7 4.1 14.0 5.0
Other®.....ooviae 7.2 12.1 (40.5) 14.2 (14.8)
1oL | RO 477.4 404.7 18.0 318.8 26.9

(1) Includes communication services, which consists principally of revenue generated by the former subsidiary Railway Telecom, which was
disposed of in May 2010, revenue from lease payments for the rental of fibre optic cable capacity and internet services to unrelated parties, and,
in 2010, revenue from the sale of scrap metal that the Company generates from ongoing maintenance and repair and income from the rental of
real estate to third parties, including at the Central Thilis Station.
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The Company’s revenue was GEL 477.4 million for the year ended 31 December 2011, as compared to GEL 404.7
million and GEL 318.8 million for the years ended 31 December 2010 and 2009, respectively, representing an increase
of 18 per cent. (or GEL 72.7 million) in 2011, as compared to 2010, and an increase of 26.9 per cent. (or GEL 85.9
million) in 2010, as compared to 2009.

The increase in revenue in 2011 was primarily due to the increase in revenue in both freight traffic and freight car rental
services, primarily as a result of the appreciation of the Swiss Franc relative to the Lari, as well as the termination of a
former arrangement whereby Azerbaijan Railway and the Company were not required to pay each other for the first
eight days of use of each other’s railcars. The increase in revenue in 2010 was principally due to the increase in
revenue from freight traffic, as well asincreasesin freight car rental and other sources.

Freight revenue, which is comprised of revenue from freight traffic and revenue from freight car rental, was GEL 454.9
million for the year ended 31 December 2011, as compared to GEL 377.9 million and GEL 290.7 million for the years
ended 31 December 2010 and 2009, respectively, representing an increase of 20.4 per cent. (or GEL 77.0 million) in
2011, as compared to 2010, and an increase of 30.0 per cent. (or GEL 87.2 million) in 2010, as compared to 2009. See
“—Revenue from freight traffic” and “—Revenue from freight car rental” below.

Passenger traffic revenue was GEL 15.3 million for the year ended 31 December 2011, as compared to GEL 14.7
million and GEL 14.0 million for the years ended 31 December 2010 and 2009, respectively, representing an increase of
4.1 per cent. (or GEL 0.6 million) in 2011, as compared to 2010, and an increase of 5.0 per cent. (or GEL 0.7 million) in
2010, as compared to 2009. See “—Revenue from passenger traffic” below.

Revenue from freight traffic

The Company’s revenue from freight traffic was GEL 410.9 million for the year ended 31 December 2011, as compared
to GEL 354.6 million and GEL 274.2 million for the years ended 31 December 2010 and 2009, respectively,
representing an increase of 15.9 per cent. (or GEL 56.3 million) in 2011, as compared to 2010, and an increase of 29.3
per cent. (or GEL 80.4 million) in 2010, as compared to 2009.

The increase of 15.9 per cent. in revenue from freight traffic in the year ended 31 December 2011 was primarily due to
the appreciation by 15.2 per cent., on an average monthly basis for the period, of the Swiss Franc relative to the Lari
and due to an increase in dry cargo volumes of 1.2 million tonnes, or 198.4 million tonne-kilometres, as a result of
increased demand for ores, construction materials and metals, which generate more revenue per tonne compared to
liquid cargoes. This increase in dry cargo volumes was partially offset by a decrease of 1.0 million tonnes, or 402.5
million tonnes per kilometre in liquid cargo volumes, mainly as result of the strategic decision in the third quarter of
2010 to reallocate some of the oil tank car fleet previously used for the transport of liquid cargo from the Azerbaijan
westbound route to the transport of cargoesto Afghanistan. In addition, the increase in average tariffs for liquid cargoes
also contributed to the increase in revenue from freight traffic despite the decrease in volumes of liquid cargoes. These
average tariff increases were: for crude oil, to CHF 18.03 per 1,000 tonne-kilometres in the year ended 31 December
2011 from CHF 14.24 per 1,000 tonne-kilometres in the year ended 31 December 2010; and for oil products, to
CHF 34.19 per 1,000 tonne-kilometres in the year ended 31 December 2011 from CHF 32.13 per 1,000 tonne-
kilometres in the year ended 31 December 2010. Dry cargo tariffs remained unchanged in 2010, although the average
dry cargo tariffs decreased to CHF 39.28 per 1,000 tonne-kilometresin 2011 from CHF 40.8 per 1,000 tonne-kilometres
in 2010 as aresult in the change in product mix of dry cargo volumes transported in 2011, as compared to 2010.

The increase of 29.3 per cent. in revenue from freight traffic in the year ended 31 December 2010 was primarily due to
the increase in freight transportation volumes of 2.8 million tonnes, or 807.4 million tonne-kilometres, of which 1.7
million tonnes, or 542.9 million tonne-kilometres, was an increase in liquid cargoes, both oil and oil products, and 1.1
million tonnes, or 265.4 million tonne-kilometres, was an increase in dry cargoes, across most dry cargo types. The
increase in freight transportation volumes was primarily due to recovery from the economic downturn caused by global
financial crisis. The appreciation of the Swiss Franc relative to the Lari and the increases in the tariffs for crude oil (to
CHF 14.24 per 1,000 tonne-kilometre from CHF 13.93 per 1,000 tonne-kilometre) and for oil products (to CHF 32.13
per 1,000 tonne-kilometre from CHF 31.88 per 1,000 tonne-kilometre) contributed to the increase, while the decrease in
tariff for dry cargo had a partialy offsetting effect (to CHF 40.8 per 1,000 tonne-kilometre from 42.331 per 1,000
tonne-kilometre), in each case in 2010, as compared to 2009.

Revenue from freight car rental
The Company’s revenue from freight car rental was GEL 44.0 million for the year ended 31 December 2011, as
compared to GEL 23.3 million and GEL 16.5 million for the years ended 31 December 2010 and 2009, respectively,

representing an increase of 88.8 per cent. (or GEL 20.7 million) in 2011, as compared to 2010, and an increase of 41.2
per cent. (or GEL 6.8 million) in 2010, as compared to 2009.
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The increase in revenue from freight car rental operations in the year ended 31 December 2011 relative to the same
period in 2010 was due to the appreciation, on an average daily basis, in 2011 relative to 2010, by 15.2 per cent. of the
Swiss Franc relative to the Lari and to the termination of a former arrangement whereby Azerbaijan Railway and the
Company were not required to pay each other for the first eight days of use of each other’srailcars.

The increase in revenue from freight car rental operations in the year ended 31 December 2010 relative to the same
period in 2009 was due to the increase in freight traffic supported by the increased number of railcars of the Company
as aresult of significant investmentsin rolling stock made in 2010 and 2009; the year-on-year appreciation of the Swiss
Franc relative to the Lari; and improved management of rail car movement planning as a result of the Modernisation
Project.

Revenue from passenger traffic

The Company’s revenue from passenger traffic was GEL 15.3 miillion for the year ended 31 December 2011, as
compared to GEL 14.7 million and GEL 14.0 million for the years ended 31 December 2010 and 2009, respectively,
representing an increase of 4.1 per cent. (or GEL 0.6 million) in 2011, as compared to 2010, and an increase of 5.0 per
cent. (or GEL 0.7 million) in 2010, as compared to 2009.

The 4.1 per cent. increase in revenue from passenger traffic operations in the year ended 31 December 2011, as
compared to the year ended 31 December 2010, was mainly due to an increase in average revenue per passenger-km of
5.9 per cent. This increased revenue reflected the greater number of passengers travelling on the more expensive
railcars commissioned in the second and third quarters of 2010.

The 5.0 per cent. increase in revenue from passenger traffic operations in the year ended 31 December 2010, as
compared to the year ended 31 December 2009, was mainly due to an increase of 3.8 per cent. in the number of
passengers and an increase in the average annual revenue per passenger of 1.4 per cent. caused by the growth in the
number of passengers travelling on more expensive railcars compared to 2009 and a greater overall weight in the
passenger volume mix of international passengers, which provide more than three times the revenue per passenger than
local traffic passengers.

Other revenue

The Company’s other revenue was GEL 7.2 million for the year ended 31 December 2011, as compared to GEL
12.1 million and GEL 14.2 million for the years ended 31 December 2010 and 2009, respectively, representing a
decrease of 40.5 per cent. (or GEL 4.9 million) in 2011, as compared to 2010, and decrease of 14.8 per cent. (or GEL
2.1 million) in 2010, as compared to 2009.

In particular, revenue from communication services was generated until May 2010 from the Company’s previous 100
per cent.-owned subsidiary Railway Telecom, which was transferred to the State in that month, and the Company did
not have any revenue from communication services operations in the year ended 31 December 2011. The Company’s
revenue from communication services was GEL 4.4 million for the year ended 31 December 2010, as compared to GEL
10.5 million for the year ended 31 December 2009, representing a decrease of 100.0 per cent. (or GEL 4.4 million) in
2011, as compared to 2010, and a decrease of 58.1 per cent. (or GEL 6.1 million) in 2010, as compared to 2009. As
stated above, the decrease in 2011 and 2010 relative to 2009 is due to the effect of the disposal in May 2010 of the
subsidiary generating thisincome.

Other revenue from sources other than communication services in the year ended 31 December 2011 was primarily
represented by scrap metal sales, as well as a mix of rental income and repair services. The decrease in this other
revenue in the year ended 31 December 2010 relative to the same period in 2009 was mainly due to a decrease in sales
of scrap metals accumulated as aresult of ongoing maintenance and repair.

Other income

The Company’s other income was GEL 12.0 million for the year ended 31 December 2011, as compared to GEL 17.8
million and GEL 10.7 million for the years ended 31 December 2010 and 2009, respectively, representing a decrease of
32.6 per cent. (or GEL 5.8 million) in 2011, as compared to 2010, and an increase of 66.4 per cent. (or GEL 7.1 million)
in 2010, as compared to 2009. The decrease in other income in the year ended 31 December 2011 relative to the same
period in 2010 and the increase in other income in the year ended 31 December 2010 relative to the same period in 2009
were each principally due to the one-time gain of GEL 4.3 million on the sale of the 25 per cent. stake in Chitakhevi in
2010.
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Employee benefits expense

The Company’ s employee benefit expense was GEL 108.5 million for the year ended 31 December 2011, as compared
to GEL 111.3 million and GEL 106.1 million for the years ended 31 December 2010 and 2009, respectively,
representing a decrease of 2.5 per cent. (or GEL 2.8 million) in 2011, as compared to 2010, and an increase of 4.9 per
cent. (or GEL 5.2 million) in 2010, as compared to 2009. The decrease in the employee benefits expense in 2011
relative to the same period in 2010 was principally due to a decrease in the number of personnel as the consequence of
the Company’ s ongoing efficiency initiatives, partially offset by an increase in average wages.

The increases in the employee benefits expense in 2011 and 2010, as compared to 2009 was principally due to the
Company’ s introduction of an economic value added bonus compensation scheme in 2009 (the “New Bonus Scheme”),
pursuant to which the Company evaluates employee performance on an annual basis and determines an appropriate
level of bonus based on the financial results of the Company and the overall operational performance. The New Bonus
Scheme does not set specific bonus levels to targets, but evaluates a number of factors on an annual basis. The year
2010 was the first time that a bonus payment was paid under the New Bonus Scheme. In 2011 and 2010, the Company
recognised GEL 7.8 million and GEL 8.2 million, respectively, of employee benefits expenses in relation to
performance bonuses paid to all employeesin good standing.

Excluding these bonuses, employees benefit expense decreased in 2010, as compared to 2009, by GEL 3.0 million
principally due to a decrease in the number of employees of the Company in connection with the Company’s on-going
efficiency initiatives.

Depreciation and amortisation expense

The Company’s depreciation and amortisation expense was GEL 92.1 million for the year ended 31 December 2011, as
compared to GEL 98.7 million and GEL 96.1 million for the years ended 31 December 2010 and 2009, respectively,
representing a decrease of 6.7 per cent. (or GEL 6.6 million) in 2011, as compared to 2010, and an increase of 2.7 per
cent. (or GEL 2.6 million) in 2010, as compared to 2009. In each of the three years, depreciation and amortisation
principally related to the depreciation of transport, machinery, equipment, rail track infrastructure and other (primarily
buildings). Depreciation and amortisation relating to assets attributable to both freight assets and passenger assets has,
for the historical periods discussed herein, continued to experience moderate decreases year-on-year, primarily as a
result of some of the Company’s assets reaching the end of their useful lives. The effect of these decreases in
depreciation and amortisation in both freight assets and passenger assets was more than offset in the year ended 31
December 2010 by the increase in depreciation and amortisation of infrastructure assets, since in 2009 and 2010 the
greater part of capital expenditures was made in railway infrastructure assets pursuant to the Modernisation Project,
resulting in an overall increase of GEL 2.6 million in 2010, as compared to 2009.

Depreciation and amortisation related to freight assets was GEL 38.0 million for the year ended 31 December 2011, as
compared to GEL 39.5 million and GEL 40.0 million for the years ended 31 December 2010 and 2009, respectively,
representing an decrease of 3.8 per cent. (or GEL 1.5 million) in 2011, as compared to 2010, and a decrease of 1.3 per
cent. (or GEL 0.5 million) in 2010, as compared to 2009. In each of the three years, depreciation and amortisation
related to freight assets principally comprised the depreciation of railcars and locomotives.

Depreciation and amortisation related to passenger assets was GEL 6.7 million for the year ended 31 December 2011,
as compared to GEL 7.8 million and GEL 8.4 million for the years ended 31 December 2010 and 2009, respectively,
representing a decrease of 14.1 per cent. (or GEL 1.1 million) in 2011, as compared to 2010, and a decrease of 7.1 per
cent. (or GEL 0.6 million) in 2010, as compared to 2009.

Depreciation and amortisation related to infrastructure assets (including headquarters) was GEL 45.4 million for the
year ended 31 December 2011, as compared to GEL 51.1 million and GEL 47.0 million for the years ended 31
December 2010 and 2009, respectively, representing a decrease of 11.2 per cent. (or GEL 5.7 million) in 2011, as
compared to 2010, and an increase of 8.7 per cent. (or GEL 4.1 million) in 2010, as compared to 2009. The decreasein
depreciation in 2011, as compared to 2010, was due to the transfers of assets to certain third parties, primarily the
transfer of railway assets, such as rails, stations and other infrastructure, to Marabda-K artsakhi Railway LLC, and the
transfer of assets, including transformers and certain buildings, to JSC EnergoPro Georgia. The increase in depreciation
in 2010, as compared to 2009 was primarily due to an increase in capital expenditures in infrastructure assets under the
Modernisation Project. See “Current Trading and Prospects; Trends; — Disposals and write-offs of certain assets’.
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Electricity and materials used

The following table sets forth the breakdown of the Company’s costs for electricity and materials used for the years
indicated:

For the year ended 31 December

Change Change
2011 vs. 2010 vs.
2011 2010 2010 2009 2009
(GEL
(GEL millions) (per cent.) millions) (per cent.)
ETECLIICITY 1.eveeeeeeeeeeeres et 24.2 21.4 13.1 19.3 10.9
MELENTEIS. ...c.ceeeeeeeeer s 138 13.6 15 13.3 23
FUEL .o 9.7 9.7 0.0 7.7 26.0
L T 47.8 44.6 72 40.3 10.7

The Company’s costs for electricity and materials used (which consist of electricity, materials and fuel) were GEL 47.8
million for the year ended 31 December 2011, as compared to GEL 44.6 million and GEL 40.3 million for the years
ended 31 December 2010 and 2009, respectively, representing an increase of 7.2 per cent. (or GEL 3.2 million) in 2011,
as compared to 2010, and an increase of 10.7 per cent. (or GEL 4.3 million) in 2010, as compared to 2009. The increase
in costs from electricity and materials used in 2011, as compared to 2010, was principally due to an increase by 14.8 per
cent. in average electricity tariffs during 2011, as compared to 2010. The increase in costs from electricity and
materials used in 2010, as compared to 2009, was principally due to the 10.9 per cent. (or GEL 2.1 million) and 26.0 per
cent. (or GEL 2.0 million) increases in costs from electricity and fuel used, respectively. The increase was principaly
due to increased consumption of electricity as aresult of increased traffic and an increase in average electricity tariffs of
3.3 per cent. and to an increase in average fuel costs of approximately 30.5 per cent., respectively, in each case, in 2010
relative to 2009.

Other expenses
The following table sets forth the breakdown of the Company’ s other expenses for the years indicated:

For the year ended 31 December

Change Change
2011 vs. 2010 vs.
2011 2010 2010 2009 2009
(GEL
(GEL millions) (per cent.) millions) (per cent.)

Freight car rental.........cocooiieri e 234 9.0 160.0 6.4 40.6
Taxes other than iNCOME taX .........ccceoerererienerereeeeee e 17.7 16.3 8.6 16.6 (1.8)
Repairs and maintenanCe. ........coeeeeeeerirere e 111 5.0 122.0 9.2 (45.7)
SECUNILY ..ttt ettt st see e 74 1.7 (3.9 6.5 185
Write-off of NnoN-current assets........coeevevveievenereeieeee e 4.1 4.8 (14.6) 6.6 (27.3)
GUArANtEE ProViSIONSY ... — 155 (100.0) — 100.0
COmMMUNICALION SEIVICES......cciveveeeieiesieiesiese e sre e — 3.6 (100.0) 71 (49.3)
Inventory write-downs due to obsolescence.............cccevueneee. — — 0 2.7 (100.0)
OGN oo 9.6 9.9 (3.0) 9.0 100
T Ol oot 73.2 718 19 64.1 12.0
Q) The Company provided the guarantee for the benefit of a film production company, which had borrowed GEL 15.3 million to finance afilm

shot in Georgia. The Company was given production credit for the film and, accordingly, regarded this guarantee as a promotion and
marketing expense. The Company recognised the provision because there were indications that the production company would not be able
to dischargeits obligations.

The Company’s other expenses were GEL 73.2 million for the year ended 31 December 2011, as compared to GEL
71.8 million and GEL 64.1 million for the years ended 31 December 2010 and 2009, respectively, representing an
increase of 1.9 per cent. (or GEL 1.4 million) in 2011, as compared to 2010, and an increase of 12.0 per cent. (or GEL
7.7 million) in 2010, as compared to 2009.
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The increase in other expenses in 2011 relative to 2010 was primarily due to an increase in freight car rental expense.
This increase resulted from the termination of the arrangement between Azerbaijan Railway and the Company under
which each was able to use the other’s railcars without payment for up to eight consecutive days. An additional factor
contributing to the increase was the increase in repair and maintenance costs, due mostly to the appreciation of the
Swiss Franc relative to the Lari. These effects were partially offset by the absence in 2011 of the guarantee provisions
made in 2010 for the benefit of a film production company to finance a film shot in Georgia and of the communication
expense incurred in 2010 in relation to Railway Telecom, which was disposed of in May 2010.

The increase in other expenses in 2010 relative to 2009 was primarily due to the recognition of a provision for a
guarantee of indebtedness. The Company provided the guarantee for the benefit of a film production company, which
had borrowed GEL 15.3 million to finance a film shot in Georgia. The Company was given production credit for the
film and, accordingly, regarded this guarantee as a promotion and marketing expense. The Company recognised the
provision because it was considered probable that the production company would not be able to discharge its
obligations. The increase also reflected a GEL 2.6 million increase in freight car rental, principally as a result of
increased traffic due to the ongoing recovery in the TRACECA region from the globa financia crisis and the
appreciation of the Swiss Franc against the Lari, and an increase of GEL 1.2 million in security costs, mainly resulting
from an increase in the fees charged by the supplier. Thisincrease was partially offset by a decrease of GEL 4.2 million
in repairs and maintenance, principally resulting from the ongoing efforts of the Company to perform its own repairs
and rely less on outsourcing, a decrease of GEL 3.5 million of communication services expenses as a result of the
disposal in May 2010 of the Company’s previously 100.0 per cent.-owned subsidiary, Railway Telecom and a decrease
of GEL 1.8 million in write-offs of non-current assets relating to construction in progress that management decided to
cancel. In addition, in 2010, the Company did not have any inventory write-downs due to obsolescence as a
conseguence of the Company’ s improved inventory management, while, in 2009, the Company had GEL 2.7 million in
inventory write-downs due to obsolescence.

Results from operating activities

The Company’s results from operating activities were GEL 167.8 million for the year ended 31 December 2011, as
compared to GEL 96.1 million and GEL 22.8 million for the years ended 31 December 2010 and 2009, respectively,
representing an increase of 74.6 per cent. (or GEL 71.7 million) in 2011, as compared to 2010, and an increase of 321.5
per cent. (or GEL 73.3 million) in 2010, as compared to 2009, in each case due to the reasons described above. The
Company’s margin on its results from operating activities was 35.1 per cent. for the year ended 31 December 2011, as
compared to 23.7 per cent. and 7.2 per cent. for the years ended 31 December 2010 and 2009, respectively.

Net finance income/(cost)

The Company recorded net finance income in 2011 and 2010 and net finance cost in 2009. The Company’s net finance
income was GEL 16.5 million for the year ended 31 December 2011, as compared to GEL 27.7 million in the year
ended 31 December 2010, while the net finance cost in the year ended 31 December 2009 was GEL 4.2 million.

Net finance income in 2011 was mainly due to a net foreign exchange gain of GEL 16.1 million, reflecting both the
appreciation of the Swiss Franc and the depreciation of the U.S. Dollar relative to the Lari, which resulted in a decrease
of U.S. Dollar-denominated liabilities (principaly, represented by the 2010 Notes), as well as interest income of GEL
10.9 million interest income on the Company’s bank deposits. These gains were partially offset by an impairment loss
on trade receivables of GEL 7.4 million, reflecting provisions for receivables that were overdue, as well as prepaid
finance costs of GEL 3.0 million that were written off in connection with the cancellation by the Company of the loan
entered with the European Bank for Reconstruction and Development (“EBRD”) on March 17, 2010, in order to partly
finance the Bypass Project (the “2010 EBRD Loan”). See “Operating and Financial Results—Borrowings—Other
Credit Facilities’. The impairment loss on trade receivables primarily related to receivables from Azerbaijan Railway,
which had been provisioned due to the expectation of late payment, rather than based on an expectation of non-
payment.

Net finance income in 2010 was mainly due to a net foreign exchange gain of GEL 42.2 million resulting from gains
realised from August 2010, when the proceeds of the Company’s 2010 Notes were exchanged into Swiss Francs, to 31
December 2010, due to the appreciation of the Swiss Franc relative to the Lari and the depreciation of the U.S. Dollar
relative to the Lari during the period. This gain was partially offset by interest expense of GEL 11.6 million on the
GEL 25.0 million of notes issued by the Company in December 2009 (the “2009 Lari Notes’), until their repayment in
August 2010, and on the 2010 Notes from August 2010 to September 2010, when the Company began to capitalise
interest on the 2010 Notes, and an impairment loss on trade receivables of GEL 6.1 million, reflecting provisions for
receivables that were overdue.
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Because the proceeds of the 2010 Notes have been used or reserved for capital expenditures, the Company has
capitalised interest accrued on the principal of the 2010 Notes since it began to implement the Modernisation Project
and the Bypass Project in September and November 2010, respectively.

Profit before income tax

The Company’s profit before income tax was GEL 184.3 million in the year ended 31 December 2011, as compared to
GEL 123.8 million and GEL 18.7 million in the years ended 31 December 2010 and 2009, respectively, representing an
increase of 48.9 per cent. (or GEL 60.5 million) in 2011, as compared to 2010, and an increase of 562.0 per cent. (or
GEL 105.1 million) in 2010, as compared to 2009, in each case, due to the reasons stated above.

I ncome tax expense

The Company’s income tax expense was GEL 9.9 million in the year ended 31 December 2011, as compared to GEL
22.3 million and GEL 2.9 million in the years ended 31 December 2010 and 2009, respectively, representing a decrease
of 55.6 per cent. (or GEL 12.4 million) in 2011, as compared to 2010, and an increase of 669.0 per cent. (or GEL 19.4
million) in 2010, as compared to 2009. The decrease in income tax expense in the year ended 31 December 2011 arose
from the reversal of atax liability in the amount of GEL 13.0 million as a result of a favourable court ruling. Following
the resolution of a tax dispute, the Revenue Service under the Ministry of Finance of Georgia (the “Revenue Service”)
has returned approximately GEL 13 million to the Company. The Revenue Service effected this return by recording an
equivalent surplus on the Company’s taxpayer card. The Company will set this surplus off against future taxes it would
otherwise owe until the amount has been reduced in full. See “Description of the Company's Business—Legal
Proceedings’.

The increase in income tax expense in the year ended 31 December 2010 was due to an increase in profit, partially
offset by an increase in the Company’s effective tax rate to 18.0 per cent. in the year ended 31 December 2010 from
15.0 per cent. in the year ended 31 December 2009, as discussed below. The Company’s statutory income tax rate is,
and has been for all periods under review, 15.0 per cent. The Company’s consolidated effective tax rate for the year
ended 31 December 2011 was 5.4 per cent. and 18.0 per cent. for the year ended 31 December 2010. See “Description
of the Company’s Business—Legal Proceedings’. The greater effective tax rate in 2010 relative to the statutory rate is
due to certain expenses of GEL 3.7 million that are deductible under IFRS but not under the Tax Code.

The Company’s deferred tax expense for each of the years ended 31 December 2011, 2010 and 2009 was GEL 5.6
million, GEL 8.3 million and GEL 7.0 million, respectively.

Profit and total comprehensiveincome for the year

The Company’s profit and total comprehensive income for the year was GEL 174.4 million in the year ended 31
December 2011, as compared to GEL 101.5 million and GEL 15.8 million in the years ended 31 December 2010 and
2009, respectively, representing an increase of 71.8 per cent. (or GEL 72.9 million) in 2011, as compared to 2010, and
an increase of 542.4 per cent. (or GEL 85.7 million) in 2010, as compared to 2009, in each case due to the reasons
described above.

Liquidity and Capital Resources

The Company’s liquidity needs arise principally from the need to finance its working capital and to fund the
Modernisation Project and (subject to the reimbursement provisions of the Bypass Project Memorandum) the Bypass
Project. The Company’s principal sources of liquidity have, for the periods discussed herein, consisted of:

e cash generated from operations representing principally payments from freight customers and passengers;
e inthe year ended 31 December 2010, the proceeds from the 2010 Notes; and
e interest earned on term deposits.

Management expects that, for at least the next three years, it will fund its working capital and the costs of the
Modernisation Project from existing cash, which includes the proceeds of the 2010 Notes, and cash from operations.
Management expects to fund the costs of up to CHF 138.0 million relating to the Bypass Project out of amounts to be
reimbursed to the Company pursuant to the Bypass Project Memorandum and, to the extent such costs are in excess of
such reimbursement, out of existing cash and cash from operations. As at 31 December 2011, the Company had cash
and cash equivalents of GEL 64.5 million and bank deposits of GEL 76.4 million. See “—Borrowing—Other credit
facilities” and “Description of the Company’ s Business—Bypass Project”.
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Management’s policy isto maintain a conservative and prudent approach to leverage and expects leverage will continue
to be an important part of its capital structure. Management’s current target for the long-term is to maintain a capital
structure that comprises a Net debt to EBITDA ratio of no more than 2.5:1 and a Debt to Equity ratio of approximately
no more than 4:1. However, Management may from time to time revise this policy and targets depending on investment
opportunities as they arise. Restrictions on existing and new credit facilities may also be more restrictive than these
target ratios.

Cash flows

The Company’s cash flow management policies focus on maintaining a flexible capital expenditure programme and
maximising cash flow generation, in line with potential future changes in passenger numbers and freight volumes
transported. Through these policies, management aims to permit both the maintenance of infrastructure and the pursuit
of selective growth opportunities. Management seeks to rely on operating cash flows to finance capital expenditures,
but also seeksto maintain a diversified funding structure for strategic initiatives.

The following table sets forth a summary of the Company’ s cash flows for the periods indicated:

For thethree-month period ended 31 March

2012 2011
(GEL millions)

Net cash from operating actiVities ........coeveveeeeeecieie e, 50.7 49.1
Net cash used in investing activities (55.7) (91.7)
Net cash used in financing activities (20.5) (22.3)
Net decrease in cash and cash equivalents...........c.ccocceevereeenne. (25.5) (64.9)
Cash and cash equivalents at 1 January .........cccccceeeeeeseieeneenene 61.6 323.9
Effect of exchange rate fluctuations on cash and cash

EQUIVAIENES. ...ttt sb e nans 3.0 (6.7)
Cash and cash equivalents at 31 March........cccccvevvevieieniesiennens 39.0 252.3

Net cash from operating activities

The Company’s net cash from operating activities was GEL 50.7 million for the three-month period ended 31 March
2012, as compared to GEL 49.1 million for the three-month period ended 31 March 2011, representing an increase of
3.3 per cent. (or GEL 1.6 million). Thisincrease was principally due to a decrease in income tax paid and an increase in
cash paid to suppliers by 6.1 per cent, which was partially offset by the decrease in cash receipts from customers by 9.5
per cent.

In April and May 2012, the Company received GEL 13 million and GEL 10 million, respectively, from the Government
by way of a reimbursement of VAT surplus accumulated by the Company in respect of capital projects undertaken in
2011. Given the level of the accumulated surplus, the tax authorities agreed to return these funds to the Company at its
request rather than to continue to hold the monies as an offset against future VAT obligations.

Net cash used in investing activities

The Company’s net cash used in investing activities was GEL 55.7 million for the three-month period ended 31 March
2012, as compared to GEL 91.7 million for the three-month period ended 31 March 2011, representing a decrease of
39.3 per cent. (or GEL 36.0 million). This decrease was principally due to a decrease in additions to property, plant and
equipment and an increase in interest received, which was partially offset by an increase in term deposits.

Net cash used in financing activities
The Company’s net cash used in financing activities was GEL 20.5 million for the three-month period ended 31 March

2012, as compared to GEL 22.3 for the three-month period ended 31 March 2011, principally representing interest paid
on the 2010 Notes.
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The following table sets forth a summary of the Company’ s cash flows for the periods indicated:

For the year ended 31 December

2011 2010 2009
(GEL millions)

Net cash from operating activities ...........cooevereieinienenecene 225.9 2315 116.7
Net cash used in investing activities (455.6) (322.0) (89.4)
Net cash from/(used) in financing activities..........ccccoceveeee (23.9) 390.1 (29.2)
Net increase/(decrease) in cash and cash equivalents............. (253.6) 299.6 (2.9
Cash and cash equivalents at 1 January .........cccceeveveenerennens 323.9 14 32
Effect of exchange rate fluctuations on cash and cash

EQUIVAIENES. ...ttt nren (8.8) 230 0.1
Cash and cash equivalents at

3L DECEMDEN ...t 61.6 3239 14

Net cash from operating activities

The Company’s net cash from operating activities was GEL 225.9 million for the year ended 31 December 2011, as
compared to GEL 231.5 million for the year ended 31 December 2010, representing a decrease of 2.4 per cent. (or GEL
5.6 million). This decrease was mainly due to a payment of GEL 30.3 million in the year ended 31 December 2011 in
relation to the Company’s income tax liability for the year 2010, as compared to a payment of GEL 4.9 million in the
year ended 31 December 2010. Cash flows from operations before income taxes increased by GEL 17.6 million (or 7.4
per cent.) as a result of an increase in cash receipts from customers of GEL 47.2 million (or 10.9 per cent.), partialy
offset by an increase of GEL 29.5 million (or 15.1 per cent.) in cash paid to suppliers and employees, in each case, in
2011, as compared to 2010.

The Company’s net cash from operating activities was GEL 231.5 million for the year ended 31 December 2010, as
compared to GEL 116.7 million for the year ended 31 December 2009, representing an increase of 98.4 per cent. (or
GEL 114.8 million). The increase was mainly due to an increase in cash flows from operations before income taxes of
GEL 102.3 million (or 75.1 per cent.) and a decrease in income tax payments of GEL 13.1 million (or 72.8 per cent.).
The increase in net cash from operating activities was due principally to an increase in cash receipts from customers of
GEL 97.0 million (or 28.8 per cent.), as well as a decrease in cash paid to suppliers and employees of GEL 5.2 million
(or 2.6 per cent.).

Net cash used in investing activities

The Company’s net cash used in investing activities was GEL 455.6 million for the year ended 31 December 2011 as
compared to GEL 322.0 million for the year ended 31 December 2010, representing an increase of 41.5 per cent. (or
GEL 133.6 million), primarily as a result of payments made in the implementation of the Modernisation Project, the
implementation of which began in September 2010, and the Bypass Project, the implementation of which began in
November 2010.

The Company’s net cash used in investing activities was GEL 322.0 million for the year ended 31 December 2010, as
compared to GEL 89.4 million for the year ended 31 December 2009, representing an increase of 260.2 per cent. (or
GEL 232.6 million), primarily due to an increase of GEL 191.7 million of payments and advance payments for the
acquisition of property, plant and equipment, reflecting the implementation of the Modernisation Project and the Bypass
Project, and an increase in term deposits of GEL 38.0 million, reflecting the transfer of cash from a current account to
term deposits. The increase in 2010 was partialy offset by the receipt of GEL 6.3 million in proceeds from sale of
investments, as aresult of the sale of the Company’s 25 per cent. stake in Chitakhevi.

Net cash fronvV(used in) financing activities

The Company’s net cash used in financing activities was GEL 23.9 million for the year ended 31 December 2011. In
2011, the Company made a payment of GEL 43.1 million in respect of interest on the 2010 Notes. On the basis of
Article 29% (Activities to be implemented by the Ministry of Economy and Sustainable Development) of the Law on the
Budget of Georgia, GEL 20 million in cash was contributed in April 2011 to the capital of the Company for the
purposes of its further transfer to the capital of the Company’s subsidiary, Georgian Railway Property Management
LLC, which partially offset the interest payment in respect of the 2010 Notes.

The Company’s net cash from financing activities was GEL 390.1 million for the year ended 31 December 2010. In
2010, the Company received GEL 455.1 million in proceeds from borrowings, which comprised the proceeds from the
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2010 Notes issued in July 2010, which was partially offset by GEL 29.0 million in repayment of borrowings and
dividends paid of GEL 36.0 million.

The Company’s net cash used in financing activities was GEL 29.2 million for the year ended 31 December 2009. In
2009, the Company paid dividends of GEL 36.0 million and repaid borrowings of GEL 21.1 million, which were
partially offset by the receipt of GEL 27.9 million in proceeds from borrowings, principally reflecting the issuance of
the 2009 Lari Notes.

Borrowings

As at 31 March 2012, the outstanding indebtedness of the Company, consisting primarily of amounts outstanding in
respect of the 2010 Notes, was GEL 420.1 million, including GEL 7.5 million in accrued interest thereon.

2010 Notes

On 22 July 2010, the Company issued the 2010 Notes, which are admitted to the Official List of the UKLA and to
trading on the London Stock Exchange. The 2010 Notes mature on 22 July 2015 and bear interest at the rate of 9.875
per cent. per annum, which is payable semi-annually in arrear on 22 January and 22 July in each year. The terms and
conditions of the 2010 Notes contain a negative pledge provision, a restriction on certain corporate reorganisations and
a covenant relating to the maintenance of a net financial indebtedness ratio to not more than four times EBITDA. Asat
the date of this Prospectus, the Company believesthat it isin compliance with all covenants under the 2010 Notes.

The entire U.S.$250.0 million of principal indebtedness represented by the 2010 Notes remains outstanding as at the
date of this Prospectus. Promptly following the issuance of the 2010 Notes, the proceeds from this offering were
converted into Swiss Francs and have been used or reserved to fund the Modernisation Project and the Bypass Project,
with a portion of the proceeds being held as at the date of the Prospectus in term deposits.

See “—Current Trading and Prospects; Trends—2010 Notes Tender” for a description of the 2010 Notes Tender.
Other credit facilities

The Company’s other credit facilities, which are listed below, include various general and financial covenants, typical
for agreements of this nature, including certain financial ratios, restrictions on disposals of certain assets and financial
reporting obligations. As at the date of this Prospectus, the Company believes that it is in compliance with al
covenants under these facilities.

e On 17 March 2010, the Company entered into the 2010 EBRD Loan in order to partly finance the Bypass
Project. Under this loan agreement, the Company agreed not to pay any dividend to the Government as its
current shareholder until the completion of the Bypass Project. Under the 2010 EBRD Loan, among other
things, the Company was obliged to maintain certain financial ratios and was prohibited from entering into any
derivative transactions, including interest rate or currency swaps. The 2010 EBRD Loan also restricted
investments, including by way of loans, advances or deposits by the Company in its subsidiaries or any other
person or enterprise. The 2010 EBRD Loan was cancelled, undrawn, on 4 November 2011. A one-time
amount of approximately €1.2 million (approximately GEL 2.3 million) has been paid by the Company in
connection with the cancellation and prepaid finance costs were written off.

e On 16 July 2010, the Company entered into a GEL 32.0 million credit line agreement with JSC Bank of
Georgia under which amounts borrowed bear interest at an annual rate of 14.5 per cent. The final maturity date
of this facility is 15 July 2013, although the Company expects to agree an extension to 16 July 2017. The
consent of the EBRD was obtained prior to the Company entering into this credit line agreement. As at 31
March 2012 and the date of this Prospectus, no amounts were or are outstanding under this credit line
agreement.

e On 16 July 2010, the Company entered into a U.S.$4.0 million credit line agreement with JSC VTB Bank
(Georgia), under which amounts borrowed bear interest at an annual rate of 12 per cent. The final maturity
date is 16 July 2014, athough the Company expects to agree an extension to 16 July 2015. The consent of the
EBRD was obtained prior to the Company entering into this credit line agreement. On 12 December 2011, the
credit amount available under this credit line agreement was extended to U.S.$5.0 million in addition to the
maturity date being extended to July 2014. As at 31 March 2012 and the date of this Prospectus, no amounts
were or are outstanding under this credit line agreement.
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e In December 2009, the Company issued the 2009 Lari Notes bearing interest at 13.5 per cent. and maturing in
December 2011. In August 2010, the Company exercised a call option over 100 per cent. of the 2009 Lari
Notes and used part of the proceeds from the 2010 Notes to pay the remaining U.S.$1.1 million outstanding
liabilities in respect of the 2009 Lari Notes.

e On 22 December 1998, the Company entered into a U.S.$20.0 million loan agreement with the EBRD with an
interest rate of LIBOR plus 1.0 per cent. and a maturity of 22 December 2010. The loan was payable in semi-
annual instalments of U.S.$1.1 million. In August 2010, the Company used part of the proceeds from the 2010
Notes to pay the remaining U.S.$1.1 million outstanding in respect of thisloan.

Capital expenditures

The Company’ s total cash flows used in acquisition of property, plant and equipment for the years ended 31 December
2011, 2010 and 2009, were GEL 436.0 million, GEL 281.7 million and GEL 90.0 million, respectively. The Company
has budgeted capital expenditures for the year ended 31 December 2012 of CHF 163.5 million (U.S.$274.1 million).
Until September 2010, when the Company began to implement the Modernisation Project, the Company’s principal
capital expenditures consisted of expenditures on the acquisition of new units of, and repairs of existing, rolling stock
and the rehabilitation of infrastructure assets such as bridges, rails, and electric supply assets. From September 2010,
the Company also began to incur capital expenditures on the Modernisation Project. In November 2010, the Company
began to incur capital expenditures relating to the Bypass Project. See “Description of the Company’s Business—
Bypass Project”.

Based on its current plans and relevant estimates, the Company estimates its planned capital expenditures in the three-
year period from 1 January 2012 to 31 December 2014 to be approximately CHF 405.0 million. The following table
sets forth the Company’ s budgeted expenditures for the periods indicated:

For the year ended 31 December

2012(E)® 2013(E)® 2014(E)Y
(CHF millions)
Modernisation Project ............coocoieeeveeveeeeeeeesssens 57.1 48.0 48.0
BYPESS PrOJECED ... 36.1 88.5 26.4
Other capital expenditures™ ............ccooeeoveeeeecreeeeeenenene 68.7 56.7 52,5
e =) DO 161.9 193.2 126.9

(1) Estimates based on amounts currently budgeted by management.

(2) Based on currently contracted amounts, capital expenditure on the Modernisation Project is estimated to be CHF 48.0 million in
2015, CHF 48.0 million in 2016 and CHF 48.0 million in 2017.

(3) Payments in following years will be for the most part dependent on dividends paid by the Company in accordance with the
terms of the Bypass Project Memorandum. See “ Description of the Company’ s Business—Bypass Project”.

(4) Includes maintenance expenditures and investments in capital repairs of electric locomotives. Current plans include the
purchase of between 200 to 290 new railcars in the period from 2012 to 2016, predominantly grain hoppers. In addition,
Management’s current plans during that period include making capital repairs on approximately 1,000 to 1,200 of existing
railcars. Management also plansto invest approximately GEL 6.7 million in the period from 2012 to 2016 in the construction of
container terminals and related infrastructure equipment in addition to the existing investment of GEL 2.4 million.

See “Description of the Company’ s Business—Modernisation Project” and “Description of the Company’ s Business—
Bypass Project”.
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Management reviews, and will continue to review, its budgeted capital expenditures from time to time and intends to
maintain a capital expenditure programme that will not inhibit its payment of dividends. Management expects to adjust
to its capital expenditure plan depending on a number of factors, including the evolution of the Company’s actual
results of operations and cash flows as against budget, market conditions, levels of demand for the Company’s services,
the availability of funding and other factors fully or partialy outside the Company’s control. See also “Risk Factors’.

Contractual capital commitments

The table below sets forth the amount of the Company’s contractual capital commitments, as at 31 December 2011,
based on contractual undiscounted payments:

As at 31 December 2011

Lessthan Morethan
Total 1 year 1-2 years 2-5years 5years
GEL (millions)

Loans and borrowings™® ..........ooceeeereeeneennne. 558.4 41.0 41.0 4765 —
Purchase of property, plant and

equipment® and other® ..., 425 425 — — —
Construction Works™...........cooc.ovnevvennrrennee. 811.6 159.0 251.0 3133 88.3
TOtAl oo 1,156.7 1597 1555 7561 85.3

(1) Includesinterest and principal payments on the 2010 Notes.

(2) Purchase of property, plant and equipment comprises mainly capital expenditures of less than GEL 100,000 and miscellaneous operating
expenditures.

(3) Other comprises principally capital expenditures of less than GEL 100,000 and operating expenditures.

(4) Construction works comprises mainly construction works in relation to the Modernisation Project and excludes costs and expensesin relation to
the Bypass Project.

On 31 March 2012, the Company entered into the Tank Car Lease Agreement, which management understands shall be
treated under IFRS as an operating lease. See “ Current Trading and Prospectus; Trends — Tank Car Lease Agreement”.
As at the date of this Prospectus, the Company does not have any other off-balance sheet liabilities or other
arrangements.

Related Party Transactions

During the periods under review in this Prospectus, in the course of its business, the Company has engaged, and
continues to engage, in transactions with related parties. Parties are considered to be related if one party has the ability
to control the other party or exercise significant influence over the other party in making financial or operation
decisions or these parties are under common ownership or control, as defined in IAS 24 “Related Party Disclosures’ .

The Company is controlled by the State, and 74.5 per cent. of the State’s shares in the Company are held directly and
are controlled by the EMA, an agency of the MESD, with the remaining 25.5 per cent. of the State's ownership of the
Company held indirectly by the PF, which is itself 100 per cent. directly owned by the State. See “Shareholders and
Management”.

The Company’s related party transactions largely consist of transactions with the State and other State-owned
companies.

Transactions with management and close family members

Key management personnel consist of the five top executives of the Company. For the years ended 31 December 2011,
2010 and 20009, total salaries and bonuses received by such persons, which is included in the Company’s employee
benefits expense, was GEL 1.2 million, GEL 1.0 million and GEL 0.9 million, respectively.

Transactions with other related parties

The Company’s other related party transactions consist of services provided to and received by, and goods purchased

from, other State-owned companies and government bodies, as well as certain liabilities to the State. These consist
mostly of electricity purchases from a State-owned operator. For these services, the Company paid an aggregate of
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GEL 13.9 million, GEL 16.5 million and GEL 15.7 million, for the years ended 31 December 2011, 2010 and 2009,
respectively.

The Company purchases services from Georgian government entities, including mainly security services from a state
agency. For these services, the Company paid an aggregate of GEL 7.6 million, GEL 7.6 million and GEL 6.8 million,
for the years ended 31 December 2011, 2010 and 2009, respectively.

The Company usually does not carry significant balances for these liabilities. Management estimates that the aggregate
amounts of other income and expenses and the related balances with other government-related entities are not
significant.

Other balances

For the year ended 31 December
2011 2010 2009

Liabilitiesto theowners........ccoveevveeveeneee. 13.2 29.2 26.7

Liabilities to the owners relate to property, plant and equipment that has been withdrawn but not yet transferred
formally to the State. These liabilities are recognised at the carrying amount of assets to be transferred to the State.

For further information on certain of the Company’s related party transactions, see Note 28 of the 2011 Audited
Consolidated Financial Statements and Note 27 of the 2010 Audited Consolidated Financial Statements.

Quantitative and Qualitative Disclosures about Market Risk

The Company has exposure to credit risk, liquidity risk and market risk from its use of financial instruments. The
Company’s risk management policies are established to identify and analyse the risks faced by the Company, to set
appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk management policies and
systems are reviewed regularly to reflect changes in market conditions and the Company’s activities. The Company,
through training and management standards and procedures, aims to develop a disciplined and constructive control
environment in which all employees understand their roles and obligations.

Credit risk
General

Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial instrument fails to
meet its contractual obligations, and arises principally from the Company’s receivables from customers. The carrying
amount of financial assets represents the maximum credit exposure. The maximum exposure to credit risk was
GEL 168.2 million, GEL 400.7 million and GEL 23.5 million as at 31 December 2011, 2010 and 2009, respectively.
For information about the maximum exposure to credit risk by type of financial asset and (with respect to trade
receivables) by geographic region, see Note 24 of the 2011 Audited Consolidated Financial Statements and Note 23 of
the 2010 Audited Consolidated Financial Statements.

To mitigate the credit risk of cash and bank balances, the Company holds its funds with the largest five Georgian banks.
The Company does not expect any counterparty to fail to meet its obligations.

The Company’s exposure to credit risk with respect to its trade and other receivables is influenced mainly by the
individual characteristics of each customer. In the years ended 31 December 2011 and 2010, approximately 30 per cent.
of the Company’s revenue was attributable to sales transactions with a single customer, as compared to approximately
35 per cent. in 2009. Credit risk is managed by requesting prepayments from freight and passenger transportation
customers.  Accordingly the Company’s trade receivables mainly consist of receivables from foreign railway
companies.

Credit risk related to receivables from foreign railway companies is managed through the monthly monitoring of the
respective receivable balances and requiring immediate repayment of the debt when the balance approaches specific
limits set for each individual counterparty. In monitoring customer credit risk, customers are grouped according to their
credit characteristics, including aging profile, maturity and existence of previous financial difficulties. No collateral in
respect of trade and other receivablesis generally required.
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I mpairment losses

The Company establishes an allowance for impairment that represents its estimate of incurred losses in respect of trade
and other receivables. The main component of this allowance is a specific loss component that relates to individually
significant exposures. The allowance account in respect of trade receivables is used to record impairment losses until
all opportunities for recovery have been exhausted; at that point the amounts are written off against the financial asset
directly. At 31 December 2011, 2010 and 2009, the collective impairment on the Company’s trade receivables was nil.

The following table sets forth the aging of trade receivables as at the dates indicated:

Asat 31 December

2011 2010 2009
Gross Impairment Gross Impair ment Gross I mpair ment
(GEL millions)
NOt Past AUE........c.eoeeeririere e — — — — 0.2 —
Past due 0-90 days........ccoeerereereeenieerenieens 14.2 20 5.6 0.6 4.8 —
Past due 91-180 days 8.7 14 4.1 11 32 —
Past due 181-365 days........cccoevrererncrenienenns 6.3 21 6.7 13 7.8 2.7
Past due morethan oneyear ........c.cccceevveeeenee. 76.2 74.3 78.7 69.4 714 63.6
LI Y O S 1054 79.8 95.1 72.4 87.3 66.3

Most of the impairment loss at 31 December 2011 relates to several customers that have indicated that they are not
expecting to be able to pay their outstanding balances either because of economic circumstances or as a result of
bankruptcy. The Company believes that the unimpaired amounts that are past due are still collectible, based on historic
payment behaviour and analyses on the underlying customers’ credit ratings.

Liquidity risk

Liquidity risk is the risk that the Company will encounter difficulty in meeting the obligations associated with its
financial liabilities that are settled by delivering cash or another financial asset. The Company’s approach to managing
liquidity is to ensure, as far as possible, that it will always have sufficient liquidity to meet its liabilities when due,
under both normal and stressed conditions, without incurring unacceptable losses or risking damage to the Company’s
reputation. The Company aims to have sufficient cash on demand to meet expected operational expenses for a period of
three months, including the servicing of financial obligations; this excludes the potential impact of extreme
circumstances that cannot reasonably be predicted, such as natural disasters.

In addition, as at the date of this Prospectus, the Company has not borrowed any funds under its loan agreements with
JSC Bank of Georgia and JSC VTB Bank (Georgia). See “—Liquidity and Capital Resources—Borrowings—Other
credit facilities” for a description of these facilities.

For information about the contractual maturities of the Company’s financial liabilities and other contractual obligations
and commitments as at 31 December 2011, see “—lLiquidity and Capital Resources—Contractual obligations and
commitments”.

Market risk

Market risk isthe risk that changesin market prices, such as foreign exchange rates, interest rates and equity prices will
affect the Company’s income or the value of its holdings of financial instruments. The objective of market risk
management is to manage and control market risk exposures within acceptable parameters, while optimising the return.

Currency risk

The Company is exposed to currency risk on sales, purchases and borrowings that are denominated in a currency other
than the Lari. The currencies in which these transactions primarily are denominated are U.S. Dollars and Swiss Francs.
A magjority of the Company’s revenue has, historically, been denominated in Swiss Francs, however, with effect from 1
February 2012, the Company changed its freight tariff currency from Swiss Francs to U.S. Dollars. See “—Current
Trading and Prospects; Trends—Swiss Franc Exchange Rates”.
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The following table sets forth the Company’ s exposure to foreign currency risk as at the dates indicated:

Asat 31 December

2011 2010 2009
U.S$ CHF- US$ CHF- U.S$ CHF-
denominated denominated denominated denominated denominated denominated
(GEL millions)
Cash and cash equivalents.............. 26.1 24.2 15.0 3125 04 0.05
Bank deposits.......cccceveeeeieeiiennnn 134 63.1 10.6 274 — —
Tradereceivables........ccooveeveiiennne 0.6 19.0 0.1 141 0.2 135
Unsecured bank facility .................. (0.04) — — — (3.8 —
Unsecured bond issUes.................... (432.0) — (457.6) — — —
Trade and other payables................ (0.08) (0.04) (12.3) — (16.8) (1.8)
NEt EXPOSUE...ccvvververereeeeeieenean, (392.0) 106.3 (444.2) 354.1 (19.9) 117

A strengthening of the Lari, as indicated in the table below, against the U.S. Dollar and the Swiss Franc would have
increased (decreased) profit or loss net of taxes. There would have been no impact directly on equity.

The following table sets for the effects described above as at the dates indicated:

Profit or losst?

(GEL millions)

31 December 2011

U.S.$ (10 per cent. StrENGthENING) .....ovveereeereeieerererereseeseeeeseeeeeee e se e sesesessseesesesesesesesenssssssesesessssesessseans 33.3
CHEF (10 per cent. Strengthening) ........co.oeeoeeeeieeie ettt e e e eneas (9.0)
31 December 2010

U.S.$ (10 per cent. StrenGtNeNiNG) .....c.coveveerieirieierisieesie ettt skt neese e 37.8
CHF (10 per cent. Strengthening) ........coeeeieieiiieii ettt ae s neeneas (30.1)
31 December 2009

U.S.$ (10 per cent. StreNGthENING) ....cvvvereeeeeeieirirererereeseeeeeeseeeeesese e sesessseseesesesesesesesenssssesesesessssesessssans 17
CHEF (10 per cent. Strengthening) ........co.eoeoeeeeeeeie et se e e e eneas (2.0

(1) This analysis is based on foreign currency exchange rate variances that the Company considered to be reasonably possible at the end of the
reporting period. The analysis assumes that all other variables, in particular interest rates, remain constant.

A weakening of the GEL against the above currencies at 31 December 2011 would have had the equal but opposite
effect on the above currencies to the amounts shown above, on the basis that all other variables remain constant.

Interest raterisk

Changes in interest rates impact primarily loans and borrowings by changing either their fair value (fixed rate debt) or
their future cash flows (variable rate debt). Management does not have aformal policy of determining how much of the
Company’s exposure should be to fixed or variable rates. However, at the time of raising new loans or borrowings
management uses its judgment to decide whether it believes that a fixed or variable rate would be more favourable to
the Company over the expected period until maturity. Asat the date of this Prospectus, the Company does not have any
outstanding financial assets or liabilities that bear a variable rate of interest. The Company does not account for any
fixed rate financial assets and liabilities at fair value, and therefore a change in interest rates at the relevant reporting
date would not affect profit or loss or equity.

Capital management

The Company has no formal policy for capital management but management seeks to maintain a sufficient capital base
for meeting the Company’s operational and strategic needs, and to maintain confidence of market participants.
Management seek to manage capital expendituresto maintain a conservative and prudent leverage policy. Management
believes that this is achieved with efficient cash management, constant monitoring of the Company’s revenues and
profit, and long-term investment plans mainly financed by the Company’ s operating cash flows.
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Critical Accounting Policies

The Company has identified the accounting policies discussed below as critical to the Company’s business and results
of operations. The following accounting policies are both important to the portrayal of the Company’s reported
amounts of expenses, assets, liabilities and the disclosure of contingent liabilities at the reporting date and require the
Company’ s management’s most subjective or complex judgments, often as a result of the need to estimate the effects of
matters that are inherently uncertain. The Company’s management bases its estimates and assumptions on historical
experience, where applicable and other factors believed to be reasonable under the circumstances. However,
uncertainty about these assumptions and estimates could result in outcomes that could require a material adjustment to
the carrying amount of the asset or liability affected in the future. The Company and its management cannot offer any
assurance that the actual results will be consistent with these estimates and assumptions.

Useful life of property, plant and equipment

The Company reviews the useful life and depreciation methods of its property, plant and equipment at each financial
year-end and makes adjustments if appropriate. Depreciation is based on the cost of an asset less its residual value.
Significant components of individual assets are assessed and if a component has a useful life that is different from the
remainder of that asset, that component is depreciated separately. Depreciation is recognised on a straight-line basis
over the estimated useful lives of each part of an item of property, plant and equipment. These estimates may have a
significant effect on the carrying amount of property, plant and equipment and on the depreciation recognised in the
consolidated statement of comprehensive income.

I mpairment allowances for trade and other receivables

Financial assets, including trade and other receivables, are assessed at each reporting date to determine whether there is
any objective evidence that they are impaired. A financial asset is impaired if objective evidence indicates that a loss
event has occurred after the initial recognition of the asset, and that the loss event had a negative effect on the estimated
future cash flows of that asset that can be estimated reliably. The Company considers evidence of impairment for
receivables at both a specific asset and collective level. All individually significant receivables are assessed for specific
impairment. All individually significant receivables found not to be specifically impaired are then collectively assessed
for any impairment that has been incurred but not yet identified. Receivables that are not individually significant are
collectively assessed for impairment by grouping together loans and receivables with similar risk characteristics.

In assessing collective impairment, the Company uses historical trends of the probability of default, timing of recoveries
and the amount of loss incurred, adjusted for management’s judgment as to whether current economic and credit
conditions are such that the actual losses are likely to be greater or less than suggested by historical trends. Impairment
losses are recognised in profit or loss and reflected in an allowance account. The alowance account in respect of trade
receivablesis used to record impairment losses until all possible opportunities for recovery have been exhausted; at that
point the amounts are written off against the financial asset directly. In the event that the financial position of a
customer deteriorates more than expected, the actual amount of the write-off may exceed the expected one.

New Accounting Standards

Certain new standards, amendments and interpretations have been published that were not yet effective as at 31
December 2011 and were not applied in preparing the 2011 Audited Consolidated Financial Statements. For
information on these new accounting pronouncements that may impact the Company’s operations, see Note 4 to the
2011 Audited Consolidated Financial Statements included elsewhere in this Prospectus.

78



INDUSTRY
Overview

The Company’s mainline rail network, together with that of Azerbaijan Railway, forms the Caucasus corridor, a key
segment of the TRACECA corridor. The Company’s mainline rail network is thus a link in the shortest route from the
Caspian Sea and Central Asia to the Black Sea and the Mediterranean basin. As a key link in the transportation chain
between Europe and Central Asia, the Company believes that it is uniquely positioned to capitalise on increasing
volumes of trade between Europe, the Caspian Region and Central Asia. Three of the Company’ s lines terminate at the
Black Sea, at the port cities of Batumi, Kulevi and Poti. Access to these ports allows easy on-shipment of transit cargo
to the Mediterranean basin and Europe.

The Caucasus Transportation M arket

I ntroduction

The TRACECA corridor is the shortest route from the Caspian Sea and Central Asia to the Black Sea and the
Mediterranean basin. Railway transportation through the Caucasus corridor is shared by Georgia and Azerbaijan, which

act as a bridge between the Caspian Sea and Black Searegions. The map below shows key transportation links in the
region:
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TRACECA

TRACECA isatechnical assistance programme financed by the EU, which was first established in 1993. TRACECA is
aimed at the development of the transport corridor between Europe and Asia across the Black Sea, the countries of the
South Caucasus and Central Asian countries.

In 1998, the Basic Multilateral Agreement on International Transport for development of the Transport Corridor (the
“TRACECA Basic Agreement”) was signed by Armenia, Azerbaijan, Bulgaria, Georgia, Kazakhstan, the Kyrgyz
Republic, Moldova, Romania, Tagjikistan, Turkey, Uzbekistan and the Ukraine. Iran aso became a signatory member in
2009, while Turkmenistan participates in the technical assistance programme without being a signatory member. The
strategic framework of the TRACECA programme is comprised of five pillars with the aim of delivering sustainable,
efficient and integrated multimodal transportation system at the EU and TRACECA levels by 2015, including: (i)
assisting in the development of economic relations, trade and transport communications in Europe, the Black Searegion
and Asig; (ii) ensuring access to the world markets of road, rail transport and commercia navigation; (iii) ensuring
traffic security, cargo safety and environmental protection; (iv) harmonising transport policy and legal structure in the
field of transport; and (v) creating equal conditions of competition for transport operations.
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Five expert groups have been established, comprising (i) aviation; (ii) security (in relation to all modes of transport);
(iii) road and rail transport; (iv) transport infrastructure; and (v) maritime transport groups. In 2000, the
Intergovernmental  Commission TRACECA (the “IGC"”) was established to regulate issues relating to the
implementation and application of the TRACECA Basic Agreement and in 2001 the IGC TRACECA Permanent
Secretariat was established in Baku. According to figures published by the EU, it has financed 62 technical assistance
and 13 investment projects through TRACECA since 1993. One of these projects was the rehabilitation of the railway
line between Thilisi and Y erevan between 2008 and 2009.

Overview of key players

The key players in the railway transportation sector in the Caucasus region are the Company, Azerbaijan Railway and
South Caucasus Railways (formerly Armenian Railways and now operating under a concession to Russian Railways).
The Company’s railway network connects with Azerbaijan Railway’s network at the Azerbaijan border, and
management estimates that well over half of the Company’s transit freight traffic is received from or transported to
Azerbaijan Railway’'s network. The Company’s rail network also connects with the South Caucasus Railways
network, although the tonnage transported through this connection is much lower. Since hostilities in the Abkhazia
region in 1992, there has been no active link through Abkhazian Railway. There is no indication that this link will be
re-opened in the near-term.

Upon completion of the construction of the new Baku-Thilisi-Kars railway line, the Company’s rail network will be
connected to the railway network operated by Turkish Railway. See “Description of the Company’'s Business—Baku—
Thilis—Kars Railway Venture’

Recent investments and acquisitions by large international corporations in the Black Sea ports of Batumi, Kulevi and
Poti, highlight the strategic importance of the TRACECA and Caucasus corridors for transportation in the region. The
Company’srail network serves all three of these ports. See “— nfrastructure developments’.

Freight Traffic Overview

The Caucasus corridor is mainly used for the transportation of bulk commodity products comprised of oil and oil
product liquid cargoes and dry cargos, which are largely comprised of ores, grain and construction freight.

The volume of railway freight traffic is affected by global and regional macroeconomic conditions, the availability of
infrastructure capacity, including ports capacities and rolling stock, and competition from other modes of transport.
Freight customers have several options for the transportation of products within the region. The substantial majority of
oil produced in the Caspian Basin is transported via the pipeline network. This network is dominated by the BTC and
CPC pipelines and supplemented by a number of smaller pipelines and share of the Russian pipeline system made
available to Caspian Basin oil production. In addition, transportation routes involving transport by rail through the
Caucasus corridor (via Georgiaand Azerbaijan), Russia or Iran, as well as swaps with Iran or other transport options are
also available. The transportation of dry cargo through the Caucasus corridor is mainly conducted by railway or road
and growing levels of containerisation have been seen in recent years.

Key drivers of freight traffic

Georgiais aregional transport link for freight traffic and the Company is neither dependent on domestic demand nor
domestic production in order to maintain its freight traffic levels. Freight traffic has typically been driven by the
production of ail in the Caspian region and various infrastructure projects, including the opening of oil pipelines and
pipeline and refinery expansion projects, as well as industrial activity in the region and improvement works at the Black
Sea and Caspian Sea ports.
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Liquid cargo

One of the key drivers of freight traffic is the production of oil and oil products in the Caspian region. The Caspian
region has large oil reserves and growing production. The growth of oil production in the region is expected to continue
as production increases at the major Kazakhstan fields of Tengiz, Karachaganak and Kashagan and at the Azeri, Chirag
and deepwater Gunashli (ACG) fields in Azerbaijan develop. Fluctuations in the prices of ail in the region also affect
oil production activities and consequently the regional demand for transportation of oil and oil products. Crude il
transported by rail through the Caucasus region is mostly high grade Azeri-light oil that is inefficient to transport in a
pipeline where it gets mixed with lower grade oil. The east-bound transport of liquid cargo is principally crude oil from
the Caspian and Central Asia, with volumes mainly driven by general economic factors and the level of oil production.
West-bound liquid cargo transportation is largely oil products, which is driven mainly by demand factors and the oil
refining capacity in the region.

Crude Qil. According to the Oil and Gas Ministry of the Republic of Kazakhstan, approximately 80 million tonnes of
crude oil was produced in Kazakhstan in the first nine months of 2011, in-line with 2010 production volumes.
Production volumes are expected to increase to 95 million tonnes by 2015. The Oil and Gas Ministry of the Republic of
Kazakhstan expects this figure to increase to approximately 132 million tonnes of crude oil in 2020. According to the
Qil and Gas Ministry of the Republic of Kazakhstan, in 2011, 9.0 million tonnes was exported via Aktau harbour in
Kazakhstan, the main sea gate of Kazakhstan to the Caspian Sea, which it expects to increase to 12.0 million tonnes of
crude oil in 2020. According to the State Oil Company of the Azerbaijan Republic (“*SOCAR?”), approximately 50
million tonnes of crude oil were produced in Azerbaijan in 2010. Approximately 46.0 million tonnes of crude oil was
expected to be produced in the Republic of Azerbaijan in 2011, which SOCAR expects to increase to approximately
50-60 million tonnes of crude oil in 2015. SOCAR believes the transit potential for crude oil exports via the Baku-
Kulevi/Batumi/Poti railway route is approximately 200-240 thousand barrels per day.

The map below shows the estimated capacities of oil transportation options for 2015, as estimated by the World Bank in
2008:
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The Company intends to increase crude oil volumes and targets reaching 2006 levels of approximately 8.5 million
tonnes by 2015. The Company’s partners in Kazakhstan, namely JSC National Company KazMunayGas (“KM G”) and
Tengiz Chevron, have indicated their willingness to increase crude oil transportation via Georgia, that it is partially
driven by their willingness to increase transportation via Batumi port, which is owned by KMG. Therefore the
Company believes that such growth is achievable and it proactively addresses potential capacity constraints by investing
in additional tank cars. According to the Minister of Transportation of Azerbaijan, SOCAR intends to invest in an
additional 1,500 tank cars to support the above-mentioned expected increases in volumes. Furthermore, on 30 March
2012, the Company (as lessee) entered into the Tank Car Lease Agreement to lease up to 1,000 tank cars from AS
Spacecom (as lessor) until 1 April 2015. Under the Tank Car Lease Agreement, the lessor is required to lease to the
Company 425 tank cars within one month from receiving a request from the Company. Upon the Company’s request,
the lessor is also required to provide up to a maximum of 575 additional tank cars within one month of the date of
receipt of such request. See “Management’s Discussion and Analysis of Results of Operations and Financial
Condition—Current Trading and Prospects; Trends—Tank Car Lease Agreement” .

Management believes that the BTC Pipeline accounted for approximately 38 million tonnes (or approximately 50 per
cent. of the total westbound traffic) of oil transported in 2010, and the CPC Pipeline accounted for approximately 28
million tonnes (or approximately 40 per cent. of the total westbound traffic). Management also believes that the Black
Sea ports served by rail accounted for approximately eight million tonnes (or approximately 10 per cent. of the total
westbound traffic) in 2010. Oil products and high sulphur crude oil cannot be transported through the pipelines.

The global financia crisis has, however, resulted in areduction in available capital for investment in the industry and a
greater reluctance of financial institutions to lend money. An increased cost of capital led to short-term funding issues
for infrastructure projects in the region, which in turn resulted in a hiatus in oil production, expansion of refinery
facilities, port development and pipeline capacity increases. Projects in the region that have been delayed, at least in
part due to economic conditions, include: (i) the expansion of the CPC Pipelineg; (ii) the expansion of the Kulevi port;
(iii) further development of the Kashagan oil field in Kazakhstan; and (iv) the modernisation and expansion of the
Batumi port.

Qil Products. Transportation of oil products is a second important driver of freight volumesin the region. Oil products
drive rail transport in particular, as they cannot be transported through pipelines. There are three refineries in
Kazakhstan and two large refineries in Baku, Azerbaijan. Oil products are also produced at refineries in Turkmenistan
and Armenia. A study published by the World Bank in 2008 forecasted that production of oil products in Kazakhstan
would increase from 12.6 million tonnes in 2005 to 18.0 million tonnes in 2015. Similarly, the study forecasted that
production of oil productsin Azerbaijan would increase from 7.2 million tonnes per year in 2005 to 10.5 million tonnes
per year in 2015. In addition, the World Bank forecasted that exports of oil products from Kazakhstan would remain
congtant at 3.0 million tonnes per year and exports from Azerbaijan would increase from 2.2 million tonnes in 2005 to
2.5 million tonnes in 2015. Given the unsuitability of oil products for pipeline transport, changes or fluctuation in the
production and export of oil products may have a significant impact on volumes of freight traffic carried by railway in
theregion.

The Company expects oil products traffic from Turkmenistan (representing over 50 per cent. of transit volumes) to
increase and at least partialy on the basis of this growth the Company aims to reach the peak level of 2006.
Management estimates that total oil products production in Turkmenistan is approximately 8 million tonnes per annum
and that there is scope for it to continue to capture an increasing portion of this transit as soon as the existing
bottlenecks are resolved. In recent years, the available capacity of the limited number of ferries operating on the
Caspian Sea was constrained by the increase in dry cargo volumes, causing a capacity shortage for oil products. The
Company believes that the decision of Azerbaijan to add two additional large ferries will drive an increase in ail
products volume. The Company believes that this investment by Azerbaijan may also result in the redirection to the
Caspian Sea of some of the Turkmen oil products currently transiting through Iran. These volumes are transported
mainly by European traders who are willing to increase export of oil products to European markets.

Dry cargo

The major factors driving transportation of dry cargo in the region are general economic conditions, construction
activity and specific industrial projectsin the region. In particular, the volumes of agricultural products transported by
the Company are affected by general demographic trends and consumption levels while construction material volumes
are driven by construction cycles and the general economic environment. Transport of ferrous metals, scrap, ores and
chemicals and fertilisers is impacted by the international market prices for these commodities. Investments in current
infrastructure along the corridor, such as at the Black Sea ports, are also expected to affect the volumes of dry cargo
transported by rail. The Kulevi port currently does not handle dry cargo and the substantial majority of cargo handled at
the Batumi port is liquid cargo. In contrast, in 2010, 50 per cent. of cargo handled at the Poti port was bulk cargo, 34
per cent. was general cargo and 16 per cent. was liquid cargo.
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Several key companies support the volumes of dry cargo traffic in Georgia, including:

e Georgian Manganese Holding (“GMH"), whose subsidiary produces iron alloys solely for export. Based on
conversations with representatives of GMH, management believes that GMH plans to increase its capacity and
expects that thiswill result in increased transport volumes for the Company;

e Heidelberg Cement Georgia, the largest cement producer in the Caucasus region, operates three cement plants
near Thilis in the Kaspi and Rustavi regions with a total combined capacity of approximately 2.0 million
tonnes of cement on average per year. |n addition to cement production, Heidelberg Cement Georgia also sells
clinker. Approximately 50 per cent. of its manufactured products are exported to Azerbaijan and Kazakhstan.
According to a press release in October 2011, Heidelberg Cement Georgia announced its continued expansion
in the Georgian market through the commencement of operations at a new mobile concrete plant by its
subsidiary, HeidelbergBeton Georgia, in September 2011, building upon the previous expansion of operations
by this subsidiary in 2009 and 2010;

e JSC Madneuli and its sister company Quartzite Ltd., both owned by Moscow-based GeoProMining Ltd.,
generaly derive more than half of their revenues from exporting copper and have requested increased
transportation volumes from the Company. According to data published on their corporate websites, JSC
Madneuli has an annual throughput rate of 1.8 to 2.1 million tonnes per annum and Quartzite Ltd. has an
annual throughput rate of 2.4 to 3.2 million tonnes per annum;

e Sagnakshiri JSC, a subsidiary of the Georgian Industrial Group, holds an exclusive licence to operate the
Tkibuli-Shaori and Akhaltsikhe coal mines and plans to increase coa extraction and to export it to foreign
markets. According to information published on Sagnakshiri JSC's website, in the future, the company plans
to increase coal extraction to up to 700,000 tonnes per annum, to export enriched coal and to penetrate the
international market; and

e Kutais Auto Mechanical Plant, a subsidiary of the Georgian Industrial Group, manufactures a range of
automobile and industrial components and cooperates with a number of European automotive industry
suppliers.

A future further driver in the transportation of dry goods is expected to be the completion of the Baku-Thilis-Kars line
and the commencement of traffic flows over this new rail link. See “—Infrastructure Developments—Railway
infrastructure improvements”.

Aluminium and related products. Metals transported by the Company include aluminium and other aluminium products
whose regional trade is driven principaly by the requirements and output of an aluminium factory in Tajikistan
(TALCO). In addition, the Ganja Alumina plant in Azerbaijan, which is a key consumer of bauxite in the region, re-
opened in late 2011 following reconstruction works, with potential future demand of transportation of bauxites, a key
raw material for alumina production, of approximately 40-80,000 tonnes per month. It is estimated that this could
create approximately 1.0 million tonnes of additional cargo a year by 2012. In addition, a new integrated aluminium
plant in Azerbaijan opened in November 2011, which has the potential for production and transportation of
approximately 100,000 tonnes per month of aluminium cargo. Management has received preliminary indications that
the Company could expect transport volumes that are somewhat close to these amounts. With the opening of the new
aluminium plant in Azerbaijan, management believes that TALCO will need a new source of alumina (as TALCO is
unlikely to be able to source the same amount of alumina from Azerbaijan as it has previously done). Management
expects that TALCO will replace the Azeri alumina with other imported alumina and that increased amounts could be
shipped through Georgian ports as the most efficient route.

Grain and other agricultural products. Historically, the grain transported by the Company principally originated in
Russia but a combination of political factors and high prices largely ended this routing of grain in 2007. Currently,
grain and grain products transported by the Company largely originates from Kazakhstan, the Ukraine and (to a lesser
extent) the United States. This cargo is mostly imported through Georgian ports and Azerbaijan for consumption in
Georgia and Armenia. The Russian grain transported by the Company currently is primarily transit cargo destined for
Armenia. The sugar and related products that are transported by the Company are largely used in domestic Georgian
consumption.
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A key driver in the transport of grain and agricultural products is economic growth in the region fostering demand for
such products. Increasing tourism in the region also helps drive demand. A programme developed by the Georgian
Ministry of Agriculture designed to stimulate the production and export of corn is also expected to increase the volumes
of grain and agricultural products transported across the Company’s network. The grain terminal modernisation that
has recently been undertaken by Bunge, a global agricultural trader, at the Poti port should also enhance volumes of
such cargo. Management believes this will increase the attractiveness of the Caucasus corridor for the transport of
Kazakh grain and may therefore facilitate an increase in rail transportation of grain products in the future. Grain
transportation is cyclical and seasonal and typically tracks the harvest, with a significant amount of such transportation
taking place in the second half of the year. See “ —nfrastructure Devel opments— nfrastructure improvements at the
Black Sea ports—Poti”.

Construction Materials. The transport of construction materias (principaly cement, limestone and other construction
materials) typically follows construction cycles and, for example, the Company saw a peak in 2008 due to the
construction boom in Azerbaijan followed by declining volumes during the financial crisis. The demand for
construction materials is driven by economic growth in the region and construction activity in Georgia, Azerbaijan and,
to a lesser extent, Kazakhstan. Georgia is a strategically located country with strong potential for growth for cement
producers. As noted above, there are three cement plants in Georgia operated by Heidelberg Cement, which, according
to its website have a total combined capacity of 2.0 million tonnes per annum. HeidelbergCement has reported ongoing
volume increases in the region. Limestone is the main raw material in the production of cement and there is a strong
correlation between the transport of limestone and cement. The largest limestone quarry in Georgia is in
Dedoflistskaro.

There are a number of state-backed construction projects being undertaken in the region and management estimates that
approximately 60 per cent. of the demand for construction materials is being driven by governments in connection with
these projects. For example, there are 11 HPPs being built in Georgia, as well as other infrastructure projects such as
road construction and the Bypass Project. Management believes that, even if the economic outlook were negative,
various state-backed projects in Georgia would still be undertaken, particularly the HPPs that are expected to provide a
cheaper source of energy in the country.

Containerised cargo. Although containerisation levels are currently low, thisis expected to be a key source of growth
for dry cargo traffic in the Caucasus corridor. The increased containerisation of the corridor contributes to the diversity
of dry cargo that can be transported by the Company, including for example, cotton products, grains, ferrous metals and
scrap, and refrigerated products. To foster such containerisation, Railway TransContainer LLC, the Company’s
subsidiary, has built and currently operates the Thilis Container Terminal. For additional information about the
Company’s transport of containerised cargo, see “Description of the Company's Business—Business Operations—
Freight SBU—Freight Composition”.

Infrastructure Devel opments

As the Company forms part of the Caucasus corridor, the development of infrastructure in the region also drives freight
traffic.

Railway infrastructure improvements. The Company has announced and is in the process of implementing the
Modernisation Project to improve and upgrade its railway network infrastructure. In addition, following investment
from the World Bank, the Azerbaijan State Oil Fund and other sources of approximately U.S.$1.5 billion, Azerbaijan
Railway’s network is in the process of being restructured to rehabilitate the east-west line, acquire locomotives and
support other modernisation. Based on recent conversations with Azerbaijan Railways, management believes that
Azerbaijan Railway currently plans to invest in new locomotives and repair seven existing locomotives. Under South
Caucasus Railway’ s concession with Russian Railways, management believes that approximately U.S.$270 million has
been committed for infrastructure and equipment upgrades on South Caucasus Railway’s network. The Company
expects to benefit from the rehabilitation of Azerbaijan Railway’s network, as the majority of crude oil and oil products
traversing the Caucasus corridor is transported in Azerbaijan Railway’s tank cars. See “Description of the Company’'s
Business—Modernisation Project”.

Another factor which is expected to drive freight traffic volumes in the future is the construction of the Baku-Thilisi-
Karsline, which isintended to transport both goods and passengers between Central Asiaand Europe. For a description
of the Baku-Thilisi—Karsline, see “Description of the Company’ s Business—Baku—Thilisi—Kars Railway Venture”.
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Infrastructure improvements at the Black Sea ports. A key driver in freight traffic is the ability for the railway to
connect to the key ports of Batumi, Kulevi and Poti on the Black Sea, and management believes that the strategic
importance of Georgia within the Caucasus corridor has been reinforced by recent investmentsin such ports:

e Batumi. In February 2008, a subsidiary of the Kazakhstan state-owned oil and gas company, KMG, completed
the acquisition of a 100 per cent. ownership interest in Batumi Industrial Holdings Limited and Naftrans
Capital Partners, which directly own and operate a marine export terminal facility and a seaport in Batumi.
The Batumi port handles both liquid and dry cargo and has an existing capacity of approximately 15-16 million
tonnes per year, understood to be expandable to 28 million tonnes per year. The Batumi Oil Terminal is
dominated by the transit of westbound transit oil and oil products, but can handle small volumes of eastbound
traffic destined for the domestic market or Armenia. The Batumi Oil Terminal has a current rail discharge
capacity of 600 tank cars per day. While the discussions relating to the construction of an oil refinery at the
port have been put on hold due to market conditions, the Company believes that KMG has a significant
incentive to continue to use the Batumi port and, as a result, the transportation services offered by the
Company.

e Kulevi. The Kulevi oil terminal and port was acquired by a consortium led by SOCAR in 2006 and, after two
years of heavy investment, started operations in May 2008. The Kulevi oil termina currently handles only
liquid cargo, although the addition of a dry cargo terminal is contemplated. Plans to also construct an ail
refinery at the port are currently on hold due to market conditions. The terminal currently has an annual
processing capacity of 10 million tonnes of crude oil and refined products per year, which is understood to be
expandable to 20 million tonnes per year. The terminal’s railway station currently has the capacity to
discharge 42 rail tank car trains simultaneoudly.

e Poti. InApril 2011, APM Terminals, a unit of Maersk acquired an 80 per cent. interest in the Poti port. Poti
port handles both liquid and dry cargos and in 2010, 50 per cent. of the traffic was bulk cargo, 34 per cent. was
general cargo and 16 per cent. was liquid cargo. The port has reached its capacity of 7 million tonnes per year
and is now developing extension areas. In this regard, Maersk has announced its intention to invest U.S.$100
million to improve the capacity of the port by 2015. Bunge has modernised a grain terminal at the Poti port to
alow loading and unloading from the sea- and land-ward side and these modernisations were completed in
2011. Management also believes that this expansion will provide an opportunity to increase the transportation
services provided by the Company to and from the Poti port.

As the Batumi and Kulevi ports are controlled by the state-owned oil companies of Kazakhstan and Azerbaijan,
respectively, management expects that capacities and any plans to expand these port facilities will be in line with the
production plans of these oil companies. Moreover, based on management’ s conversations with SOCAR, management
believes that SOCAR plans to acquire approximately 2,000 oil tank cars, which management believes may indicate that
port capacity may increase.

Infrastructure improvements at the Caspian Sea ports. Azerbaijan is currently developing new port infrastructure in
Baku on the Caspian Sea. 1n 2009, the Ministry of Transport of Azerbaijan awarded Roya Haskoning Group a contract
to provide design and engineering services, including a port master plan, for a new port facility in Baku. Royal
Haskoning has stated that it expects the main focus of the new port to be a rail ferry terminal connecting ports in
Kazakhstan and Turkmenistan with Baku. It also expects that the new port will include a general cargo terminal, cargo
handling facilities and roll-on/roll-off facilities that should facilitate the transport of wheeled cargo such as railcars and
trucks. The port facility is expected to be constructed in three phases and completed in 2014. According to press
reports citing the Azerbaijan Transport Ministry, this new port facility will have a capacity of approximately one
million TEU.

In recent years, the capacity of the ferries operating in the Caspian Sea was constrained by the transport of increasing
volumes of dry cargo, which caused a capacity shortage for the transport of oil products across the Caspian Sea.
According to public reports, there are two large and seven small ferries operating in the Caspian Sea. These rail ferries
operate between Bulgaria, Russia and Ukraine, as well as between Azerbaijan ports and the Caspian Sea ports of Aktau
and Turkmenbashi in Kazakhstan and Turkmenistan, respectively. Azerbaijan is currently adding two large ferries to
support transport needs. One large ferry is already operational while the other one should be operational by the end of
the year. Management believes that the addition of those two ferries will provide additional volumes to be transported
through the corridor.
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Macroeconomic factorsin the region and trade between TRACECA member states and Europe

A driver of freight traffic in the Caucasus corridor is the trade flows of commodities such as crude oil, oil products, ores
and grains, and construction materials within the region. Specifically, freight transit volumes are affected by trade
between and among the EU (and, more broadly, Europe) and members of the TRACECA corridor. Freight volumesin
relation to intra-territorial cargoes are affected by economic activity within Georgia and the Company’s volumes in
freight prior to the global recession grew and, since recovery from the global recession began, have grown to a large
extent as a result of growing trade between and among the commodity and energy-rich emerging market economies in
or near the TRACECA corridor, such as Azerbaijan, Kazakhstan and Turkmenistan, on the one hand, and the EU (and,
more broadly, Europe), on the other. The global recession impacted negatively the levels of economic activity in
Europe, in particular, and several TRACECA members, including Georgia, and consequently trade undertaken among
and between these countries declined and industrial activity slowed within Georgia, resulting in overall reduced freight
volumes for the Company in the year ended 31 December 2009. The impact of this reduced trade contributed to the
decline in freight volumes experienced by the Company in the year ended 31 December 2009 as demand for
commaodities and construction materials declined both in Georgia and other end markets of the TRACECA corridor.

According to figures and estimates presented by the IMF, the rates of real GDP growth for 2010 and 2011 and its
forecasts until 2015 for Georgia and surrounding nations are as follows:

2010 2011 2012E 2013E 2014E 2015E
(per cent. change)
(€1 T W 6.3 7.09 6.0 55 55 55
1= T VO 2.1 4.4 38 4.0 4.0 4.0
AZErDEAN ..o, 5.0 0.1 31 1.9 2.8 2.9
KaZakNStan ............oovvoeeereereenreessieeernn, 7.3 75 5.9 6.0 6.2 6.3
RUSSIA....ooorveoriiasieee e 43 43 4.0 3.9 39 39
TUIKEY e 9.0 8.5® 23 32 40 43

Turkmenistan 9.2 14,79 7.0 6.7 6.2 6.3

(1) IMF staff estimates

Source: International Monetary Fund, World Economic Outlook Database, April 2012.

Passenger Traffic Overview

Passenger transportation is comprised of both domestic and international transportation services. Domestic travel is
segmented between regional and long distance travel. Long distance traffic accounts for the large majority of the
Company’s passenger traffic, while the regional services, in particular the suburban component, typically serve the low
income section of the community and, accordingly, low fares apply to such journeys. This international service
comprises the very short haul services between Thilisi and the Azerbaijan and Armenian borders, as well as the seasonal
service from Armenia to Batumi. See “Description of the Company's Business—Passenger SBU—Passenger
Customers’.

Key drivers of passenger traffic

The key drivers of passenger traffic numbers, and, accordingly, the Passenger SBU’ s revenue, are:

e demographic trends and disposable income of the population in the region, particularly in relation to the more
profitable market segment of international travel;

e thelevel of service provided interms of journey times, frequency and reliability;
e thequality of service provided;

e the standard of rolling stock in terms of cleanliness and comfort;

e thelevel of crowding and seat availability on trains;

e the perceived value for money of the service; and

e the competitiveness of rail transportation as opposed to other modes of transportation in terms of journey
times, proximity of stations and accessibility.
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Other factors expected to positively impact passenger transportation in Georgia in the near-term include the forecasted
increase in tourist numbers arriving into Georgia from Azerbaijan and Armenia. In addition, the construction of the
Baku-Thilisi-Kars line, which is expected to be completed in 2013, is also expected to increase passenger numbers. See
“Description of the Company’ s Business—Baku—Thilis—Kars Railway Venture”.

For additional information about the Company’s passenger services, and its strategy to transform the Passenger SBU
into a profitable operation, see “Description of the Company’'s Business—Business Operations—Passenger SBU”. See
also “Risk Factors—Risks Related to the Company’s Business—The Company’s passenger services have historically
generated net losses’.
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DESCRIPTION OF THE COMPANY'SBUSINESS
Overview

JSC Georgian Railway is, by statute, Georgia's only railway operator. It principally provides freight services,
transhipping a variety of cargo, including oil, oil products, ores and grains, originating principally in the east from the
Caspian Sea and Central Asia to the Black Sea. The Company also provides passenger services. It has a verticaly
integrated business model, owning and operating the tracks, stations, other infrastructure and rolling stock comprising
Georgia s entire national railway system, as well as the land adjoining the tracks. The Company sets its own tariffs
without the need to obtain governmental approval.

The Company’s mainline rail network, together with that of Azerbaijan Railway, forms the Caucasus railway corridor, a
key segment of the TRACECA corridor. The Company’s mainline rail network is thus alink in the shortest route from
the Caspian Sea and Central Asia to the Black Sea and the Mediterranean basin. As a key link in the transportation
chain between Europe and Central Asia, the Company believes that it is uniquely positioned to capitalise on trade
between Europe and the Caspian Region and Central Asia. Three of the Company’s lines terminate at the Black Sea, at
the Georgian port cities of Batumi, Kulevi and Poti. Access to these ports allows easy on-shipment of transit cargo to
the Mediterranean basin and Europe.
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The Company operates the national railway system through three strategic business units, or SBUs: the Freight SBU,
which consists of freight traffic (transportation and handling) and freight car rental services; the Passenger SBU, which
primarily transports passengers within Georgia; and the Infrastructure SBU, which operates, maintains and manages the
Company’s principal infrastructure assets. The Infrastructure SBU provides services only to the Freight SBU and the
Passenger SBU and does not conduct business with third-party customers. For the year ended 31 December 2011, the
Company transported 20.1 million tonnes of freight and carried 3.3 million passengers.

The Freight SBU accounted for over 90 per cent. of the Company’ stotal revenue in the first quarter of 2012 and each of
2011, 2010 and 2009. The Company transports both liquid cargoes (crude oil and oil products) and various dry cargoes,
with liquid cargoes accounting for 48.8 per cent. of the Company’s total freight transportation volumes in the three-
month period ended 31 March 2012 and 52.0 per cent. in the year ended 31 December 2011. Transport of crude ail
across the Company’s rail network is an alternative to oil pipelines, and the crude oil transported by the Company
primarily originates in Kazakhstan and Azerbaijan. Given its strategic location, management believes that as producers
seek to diversify their transportation options, the Caucasus corridor should capture a relatively stable share of the
transportation of crude oil in the region, which management estimates to be approximately eight to ten per cent. of total
Kazakhstan and Azerbaijan production.
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For the year ended 31 December 2011, the Company had consolidated revenue of GEL 477.4 million, profit and total
comprehensive income of GEL 174.4 million and EBITDA of GEL 259.9 million, as compared to consolidated revenue
of GEL 404.7 million, profit and total comprehensive income of GEL 101.5 million and EBITDA of GEL 194.8 million
for the year ended 31 December 2010. For the three month period ended 31 March 2012, the Company had consolidated
revenue of GEL 105.8 million and profit and total comprehensive income of GEL 33.1 million, as compared to
consolidated revenue of GEL 103.4 million and profit and total comprehensive income of GEL 28.5 miillion for the
three-month period ended 31 March 2011.

Strengths

The Company believes that it has a number of key competitive strengths that will enable it to capitalise on its leading
position in the Georgian and Caucasus transportation marketsin the future. These include:

A unique strategic location with highly attractive market fundamentals

The Company benefits from its strategic location within the Caucasus region. The Company’s railway network
comprises a key part of the Caucasus corridor, which is the shortest route from the Caspian Seato the Black Sea and the
Mediterranean basin. The Caucasus corridor is itself part of the TRACECA corridor, an international transportation
network involving the EU and 14 states in Eastern Europe, the Caucasus and Central Asia, aimed at economic
development of regional emerging market economies through the promotion of international trade flows. Asalink in
the transportation chain between Europe and Central Asia, the Company believesit is a key beneficiary of the growing
trade between these regions. Management believes that the strategic importance of the Caucasus corridor has been
reinforced by the recent investments of major corporations in three Black Sea terminals (Batumi (KMG), Kulevi
(SOCAR) and Poti (APT Terminals, aunit of Maersk), each at the end of a Company line).

The Company believes that its strategic location will enable it to capitalise on increasing trade between Europe, and the
Caspian Region and Central Asia, as well as the increasing demand for oil and oil products from Central Asia. The
Caucasus region, including Georgia, has experienced and is expected to continue experiencing strong GDP growth.
GDP growth is a key indicator to freight transportation volumes and the IMF forecasts Georgia s real GDP to grow 6
per cent. in 2012. In addition, the Company expects that projected increases in oil production, particularly in
Kazakhstan and Azerbaijan, as well asincreased refining capacity in the region, will benefit the Company’sliquid cargo
transportation activity. Given its strategic location, as producers seek to diversify their transportation options, the
Caucasus corridor should capture arelatively stable share of the crude ail transported in the region, which management
estimates to be approximately eight to ten per cent. of total Kazakhstan and Azerbaijan production. Management
believes that future GDP growth in Georgia and other TRACECA member states will further drive demand for
commaodities, construction materials and ores, in turn, driving freight volumes travelling through the Caucasus corridor.

A well invested asset base

The Company believes that its growth is well supported by its own existing infrastructure and asset base. As at 31
December 2011, the Company’s railway network was comprised of 1,326 kilometres of track, of which 94 per cent.

was electrified, including a 527 kilometre fully-electrified mainline from the Azerbaijan and Armenian borders to the
Black Sea. During the three years ended 31 December 2011, the Company paid GEL 807.7 million to acquire property,
plant and equipment, including rolling stock and equipment, and to rehabilitate important infrastructure assets,
including rail tracks, electric power supply lines and bridges and tunnels. This amount of investment includes amounts
spent on the Modernisation Project and the Bypass Project, both of which are discretionary capital expenditure projects
currently being undertaken by the Company to further increase operational efficiencies.

At its peak in the late 1980s, the portion of the Transcaucasian Railway in Georgia carried more than triple the freight
volume and four times the passenger volume than it does today. Accordingly, the Company believes that it has
substantial capacity for future growth and that its railway network will support such additional traffic with limited need
for investment. Aside from maintenance capital expenditure incurred in the ordinary course of business, the Company
does not expect any capital expenditure to be required in respect of the mainline in the medium-term, although the
Company is undertaking the Modernisation Project and the Bypass Project, on a discretionary basis, in order to increase
further operational efficiencies. See “—Modernisation Project” and “—Bypass Project”.

As at 31 December 2011, the Company had 8,122 working and 10,256 serviceable wagons, which comprise a fleet that
the Company believes provides capacity for future growth. The Company has adopted a flexible policy in respect of its
rolling stock, which includes refurbishment and works to extend the lifetime of existing rolling stock, as well as both
the leasing of tank cars under the Tank Car Lease Agreement and the selective acquisition of new railcars, locomotives
and wagons where there is demand. The Company’s capital expenditure requirements are reduced by the fact that, as a
trangit railway, a large portion of the cargo transported by the Company is transported using third-party rolling stock
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(approximately 60.8 per cent. in 2011). In the next few years, the Company expects that its principal investments will be
aimed at increasing the Company’s supply of rolling stock, when such increases are supported by expected increasesin
volumes to be transported.

A favourable regulatory framework and strong Government support

The Company’s tariff policies are not subject to Government regulation and the Company sets its own freight tariff
policy independently and without Government approval, despite being a statutory monopoly. In addition, the Company
benefits from the strong support of the Government, which is its mgjority shareholder. The Company believes that the
Government considers it to be a strategically important national asset. In particular, the Government has indicated that
the development of the country’s infrastructure is one of its highest priorities and that the Company’s railway network
is a critical component of that infrastructure. Moreover, the Company’s provision of key passenger transportation
services at affordable prices enables the State to promote regional development. Also, the Company is the largest
corporate employer in Georgia, whose business also supports other employment opportunitiesin Georgia, as well as one
of the largest tax payers in the country. The Government has shown strong support for the Company’s initiatives over
the years and, given the strong alignment of interests between the Company and Georgia, management believes that the
Government will continue supporting the Company’ s operations.

A track record of resilient and profitable growth with further upside

The Company has a strong track record of generating profitable growth. In the year ended 31 December 2011 and the
year ended 31 December 2010, the Company generated revenue of GEL 477.4 million and GEL 404.7 million,
respectively, representing year-on-year growth of 18.0 per cent. In the three-month period ended 31 March 2012, the
Company generated revenue of GEL 105.8 million, representing year-on-year growth of 2.3 per cent., as compared to
revenue of GEL 103.4 million for the three-month period ended 31 March 2011. In 2011 and 2010, the Company
generated an EBITDA margin of 54.4 per cent. and 48.1 per cent., respectively. Given its flexible business model and
ability to set tariffs independently, the Company believes it is better positioned than many of its regional peers to
weather economic cycles. For example, in 2009, the Company was able to offset the 19.3 per cent. decrease in freight
volumes resulting from the global recession with tariff increases, with the effect that the Company achieved an
EBITDA margin of 37.3 per cent. The Company believes that its strong market position, strong client relations, focus
on operating excellence, ongoing operational improvements and ability to independently set tariffs provide
sustainability to its business model.

The Company’s financial and operational stability allows the Company to maintain its infrastructure in good operating
condition, including through on-going maintenance and capital improvements, while also pursuing new investment
projects, such as the Modernisation Project and the Bypass Project, and to achieve further asset efficiencies. The
Company believes that strong growth drivers in its core freight transportation market will enable it to continue to
sustain growth, including through the continued development of its container business. In particular, the Company
expects that it will be able to capitalise on the expected increase in container traffic in the region through its continued
development of container infrastructure in Georgia and neighbouring countries.

In addition, as part of the Baku-Thilisi-Kars project, the Company has been granted the exclusive right to operate the
Georgian portion of the planned railway connection linking Azerbaijan, Georgia and Turkey, which is expected to be
completed and commence operationsin early 2013. The Baku-Thilisi-Kars project will effectively open a new rail-only
corridor from the Caspian Sea to Europe via Turkey, eventually excluding the need for sea transportation. Management
believes that increasing trade between Turkey and Central Asia provides it with a significant opportunity to capture
trade flows, particularly raw materials imported into Turkey from Central Asia and finished goods exported by Turkey.

A high quality customer portfolio

Management believes that the Company has developed strong relationships with its key customers. The average length
of professional relationship with the Company’s top five customers is five years. A substantial majority of revenuesis
from freight services to freight forwarding companies, which tend to have a diversified customer base of freight owners,
thereby increasing demand for the transport of various types of cargo and multiplying the diversity of the Company’s
indirect freight-owner customer base. Management believes that the Company’s well-established relationships with
freight forwarders help foster long-term relationships between the Company and the owners of the cargo. Key owners
of cargo transported through the Company’s freight forwarding customers include various international “blue chip”
companies such as BP, Chevron, ExxonMobil Corporation, SOCAR and KMG. Moreover, severa key cargo owners
have recently invested in port infrastructure in Georgia, including at the ports of Batumi (KMG), Kulevi (SOCAR) and
Poti (APT Terminals, a unit of Magersk), all served by the Company’srail lines, which increases visibility over the need
for the Company’ s freight transportation services in the future. The Company believes that its strong relationship with
key customers, assisted by the measured approach of its flexible pricing policy, is a key competitive advantage.
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An experienced management team with proven track record of delivery

The Company’s senior management team has extensive experience and technical expertise in infrastructure businesses.
The current management team successfully executed the 2005 Restructuring Programme, which transformed the
Company into one of the leading freight transporters in the Caucasus region. Moreover, the management team has also
demonstrated the ability to manage growth and profitability, even in an economic downturn. For example, in 2009, the
Company was able to offset the 19.3 per cent. decrease in freight volumes resulting from the global recession with tariff
increases, with the effect that the Company achieved an EBITDA margin of 37.3 per cent. The Company’s top five
senior managers have a combined experience of over 30 years working in infrastructure businesses.

Strategy

The Company’s strategic objective is to consistently achieve profitability levels above the industry average. The key
elements of its strategy are:

Continueto grow its freight service business, while increasing geographic diversification

The Company is upgrading its infrastructure and rolling stock and selectively invests in new capacities to benefit from
expected increases in freight volumes in its core markets. The Company expects to capture increasing demand for the
transportation of oil and oil products driven by new exploration in the region (including in Azerbaijan and Kazakhstan)
and increased refining capacity. In addition, management is focused on capturing volume growth through further
diversification of the Company’s freight mix, particularly dry cargo. To capture these increased volumes, the Company
also plans to continue to adapt its fleet to the transportation of containers. It also plansto promote the containerisation
of the Caucasus corridor by making strategic investments, such as in its subsidiary, Railway TransContainer LLC,
which built and operates the Thilisi Container Terminal. The Company expects that containerisation should attract new
customers and expand the range of cargoes transported.

The Company aso intends to capture volume growth through longer-term expansion to new geographic trading flows,
such as the new Baku-Thilisi-Kars route. The Baku-Thilisi-Kars project comprises a plan for a new rail-only corridor
from the Caspian Sea to Europe via Turkey, eventually excluding the need for sea transportation. The Baku-Thilisi-
Kars project could also open a North-South rail corridor linking Russia to Turkey. The Company may also consider
leveraging the industry expertise, best-practices and extensive know-how of the management to establish strategic
cross-border partnerships with railway and infrastructure companies in its region of operations, which could benefit
from restructuring.

Focus on core business activities

The Company believes that the division of its operations into three business units, the Freight SBU, the Passenger SBU
and the Infrastructure SBU, has provided the Company with an optimal corporate structure to operate in the railway
industry. This structure enables strategic objectives to be set for each business unit in order to maximise its flexibility
and operational efficiency. The Company intends to continue fostering its internal management and control processes
to further emphasise its results-oriented culture, attain business excellence and maintain an effective risk management
policy. Moreover, although the Company does not participate in freight forwarding, it maintains strong relationships
with freight forwarding operators, which helps provide the Company with additional visibility on demand for its
infrastructure and rolling stock and the potential capital expenditure needed to match this demand.

Maintain competitiveness of the Caucasus corridor and attract and retain customersthrough a flexible tariff policy

The Company believes that its high service levels and flexible tariff policy alow it to both foster long-term partnerships
with existing freight customers and attract new customers. The Company continuously analyses demand to maintain a
tariff system designed to perpetuate the long-term attractiveness of the Caucasus corridor in a manner consistent with
the Company’s competitive and profitable position. The Company also engages in an ongoing dialogue with its
customers to help them find transportation solutions within the Caucasus corridor, including managing relationships
with neighbouring railways. The Company believes that its measured approach to tariff setting, and the other benefits it
offers to customers, provides them with predictability over their costs. This predictability, in turn, encourages many
customers to invest in infrastructure linked to the railway network, thereby reinforcing commercial relationships and an
integrated service offering with the Company. The Company also believes that this measured approach to tariff setting
also enhances the longer-term predictability for management of the Company’s operations and strengthens the
competitive position of the corridor through Georgia as compared to aternative routes. The Company intends to
continue these measures to maintain and further improve the attractiveness of transportation through Georgia, as well as
its efficiency and customer service.
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Maintain a lean and efficient cost structure to continue increasing profitability

The Company intends to lever its operational efficiencies to consistently improve its profitability. In particular, the
Company intends to generate further cost savings by continuously working to increase productivity, optimise liquidity
and engage in value creating projects, and aims to take a leadership position in bringing standardised, cost efficient
operations to the region. The Modernisation Project is an important project in achieving this strategic goal, which,
amongst other key objectives, aims to reduce the Company’s operating costs gradually by its completion.

Furthermore, the Company plans to continuously promote employee efficiency and know-how through staff
optimisation and ongoing training programmes at al levels of the Company’s workforce. Management believes that a
common understanding at all levels of the organisation of the strategic objectives and business principles of the
Company is essential for the smooth implementation of the Modernisation Project. To achieve this, the Company
promotes business education among its mid-level technical staff and engages lower-level managers in the decision-
making process, while incentivising employees through the New Bonus Scheme, a group-wide, val ue-creation oriented
bonus scheme.

Management believes that the Company can achieve further cost savings by leveraging its position as one of the leading
railways in the region. As one of the largest customers to railcar and locomotive construction factories, wooden and
concrete sleeper producers and energy suppliers, management believes that the Company enjoys strong bargaining
power with its suppliers and is able to exert significant influence over al industry participants. The Company uses
these attributes to achieve cost savings and promote efficiency improvements in the industry.

Management also aims to make the Passenger SBU profitable in the medium term. The Company is actively working
to enhance passenger customer service and improve passenger train speed and comfort in order to rebalance the
passenger mix and attract additional higher-paying passengers, with the ultimate aim of increasing average revenue per
customer at above the inflation rate.

Develop and moderniseitsinfrastructure

Management plans to continue improving the efficient use of its assets, including by continuing to make substantial
investments to further develop and modernise its infrastructure. The Company will supplement its own efforts by
engaging outside experts where appropriate. Asaresult of the Modernisation Project, the Company expects diminished
maintenance and operating costs and an extended life-cycle of certain of its infrastructure assets. Currently, the
Company believes it possesses significant flexibility in terms of capacity. The Company’s objectives are to match
development of itsrail network infrastructure with its planned volume growth over the next twelve months, and, longer
term, to match investments in rolling stock with currently evolving volume development over the next three to five
years.

Relationship with the Gover nment

The Company is controlled by the State, which holds 74.5 per cent. of its sharesin the Company directly. These shares
are controlled by the EMA, an agency of the MESD. The State holds the remaining 25.5 per cent. of the shares in the
Company indirectly through the PF, which is itself 100 per cent. directly owned by the State. The Company provides
annual reports to the GMS in respect of the Company’s performance and activities and must obtain the approval of the
GMS for certain matters, such as approval of annual accounts, borrowings in excess of one per cent. of the Company’s
authorised capital and capital-related measures (such as dividend payments).

The Company is wholly owned by the State (directly or directly and indirectly through the PF), which has the power, in
its capacity as shareholder, among other matters, to replace the members of the Supervisory Board and elect new
members and influence the Company’s operational and financial decisions, including the payment of dividends. See
“Shareholders and Management” and “Risk Factors—Risks Related to the Company's Business—The Company is
wholly owned by the Sate which could act inconsistently with the best interests of the Noteholders’.

Management believes that the Government considers the Company to be a strategically important national asset and that
the Company’s railway network forms an important part of Georgia's economic and social infrastructure. Due to the
Company’s status as a strategically important national asset, the State intends to retain at least 51 per cent. of the shares
in the Company if it decides to sell any sharesin the Company in the future.

The Government has established the State Transportation Committee with the objective of discussing all major transport
issues within the country, and to make strategic decisions concerning the development of the transportation industry,
including the national railway. This Committeeis headed by the Prime Minister; its other members include the Minister
of Finance, the Minister of Economy and Sustainable Development, the Minister of Infrastructural Development, the
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Chief Executive Officer of the Company, the Head of the Roads Department and representatives of Black Sea port
operators. Even in areas of the Company’s business that do not require formal Government consent or approval, the
Government may advise on decisions of the Company’s management through the policies of the State Transportation
Committee. Moreover, Article 3 of the Constitution of Georgia provides that the railways fall within the “exclusive
competence” of the highest State bodies of Georgia. See “Risk Factors—Risks Related to the Company’ s Business—
The Georgian Government has the power to start establishing tariffs and could otherwise require the Company to
operate on a non-commercial basis’ and “Risk Factors—Risks Related to the Company’s Business—The Company is
wholly owned by the Sate which could act inconsistently with the best interests of the Noteholders’.

History of the Company

In 1865, the Transcaucasian Railway Company, headquartered in Thilisi, began construction of its railway network, a
portion of which comprised the Company’s predecessor network. In 1871, the Transcaucasian Railway, which ran
through Georgia, Armenia and Azerbaijan, commenced operations. By 1883, a connection was made between Thilisi
and Baku. Inthe 1890s, atunnel was constructed, which allowed the rail transportation of oil from Azerbaijan through
Georgia. The Transcaucasian Railway ultimately became part of the much larger Soviet rail network, which was a core
transportation component of the Soviet economy. The Soviet rail network functioned as part of a command economy
emphasising regional specialisation and interdependence in production, rather than the immediate local transportation
needs of the economy. At its peak in the late 1980s, the portion of the Transcaucasian Railway in Georgia carried more
than triple the freight volume and four times the passenger volume than it does today. Accordingly, the Company
believes that it has substantial capacity for future growth.

Following the dissolution of the Soviet Union in 1991, the assets of the Transcaucasian Railway Company were
allocated to the national railroad companies of Georgia, Armenia and Azerbaijan, and an independent Georgian railway
was formed in 1992. In 1993, the Georgian railway network was a founding member of TRACECA, an agreement to
provide EU technical assistance to develop an east-west corridor from Europe, across the Black Sea through the
Caucasus and the Caspian Seato Central Asia.

The Company was established as a limited liability company on 21 December 1998 pursuant to the Law on
Entrepreneurs, Georgia' s basic companies law.

After the current management joined in 2005, the Company launched the 2005 Restructuring Programme based on the
proposals of an independent consultant. The 2005 Restructuring Programme transformed the Company into a more
efficient, vertically-integrated company with a stronger focus on its core operations. As part of the 2005 Restructuring
Programme, which was completed in 2008, the Company separated its operations into the three SBUs, each with
separate reporting functions; reorganised the corporate and management systems of the Company; disposed of
substantially al of the Company’s non-core and non-performing assets in order to realign the Company’s asset base;
invested in the refurbishment of its assets, particularly rolling stock and track; and conducted efforts to increase the
profitability and cash-generating potentia of the Company.

In July 2010, the Company issued the 2010 Notes, which are U.S.$250 million 9.875 per cent. notes that mature in
2015. See “Management’s Discussion and Analysis of Results of Operations and Financial Condition—Current
Trading and Prospects; Trends—2010 Notes Tender” for a description of the 2010 Notes Tender and “Management’s
Discussion and Analysis of Results of Operations and Financial Condition—Liquidity and Capital Resources—
Borrowings—2010 Notes’.

Pursuant to Government Resolution No. 230 of 2 June 2011 “On Approval of JSC Partnership Fund Charter and Capital
Formation”, on 25 October 2011, the Government transferred 24.0 per cent. of its shares in the Company, by way of
capital contribution, to the PF.

The Company changed its corporate form from that of a limited liability company and was re-registered as ajoint stock
company under the Law on Entrepreneurs on 12 April 2012 pursuant to Order No. 1-3/269 of the Enterprise
Management Agency (the “EM A™) dated 12 April 2012, approving the Charter and the consent of the PF dated 12 April
2012 and the MESD dated 12 April 2012.

Pursuant to Government Resolution No. 789 of 30 April 2012 on “Contributing the Shares of JSC “ Georgian Railway”

owned by the State into the capital of JSC Partnership Fund”, on 3 May 2012 the State transferred additional sharesin
the Company representing 1.5 per cent. of the Company’ s authorised capital, by way of capital contribution, to the PF.
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TheRail System

As Georgia's only railway operator, the Company owns and operates the national freight and passenger railway
network, including the tracks, terminals, other infrastructure and rolling stock, as well as the land adjoining the tracks.
Asat 31 December 2011, the rail assets of the Company included:

e aralway network of 1,326 kilometres, of which 94 per cent. was electrified, including a 527 kilometre fully-
electrified mainline from the Azerbaijan and Armenian borders to the Black Sea (of which 293 kilometres was
double-track line);

e 114 stations; and

e dignificant rolling stock, including 95 working electric freight locomotives, 44 working diesel freight/shunting
locomotives, 20 working passenger locomotives, 8,122 working freight cars, 98 working passenger railcars and
69 working EMUs.

The Company’s mainline railway network comprises a key segment of the TRACECA corridor, forming a critical link
in the shortest route from the Caspian Sea and Central Asiato the Black Sea and the Mediterranean basin. Three of the
Company’s lines terminate at the Black Sea, at the Georgian ports of Batumi, Kulevi and Poti. Access to these ports
allows easy on-shipment of transit cargo to the Mediterranean basin and Europe.

The Company’s operations are governed by the Railway Code, which sets forth the rights, obligations and
responsibilities of partiesinvolved in railway transportation in Georgia, including the Company, although the Company
setsits own tariffs. See “—Regulation”.

Business Oper ations

The Company provides principally freight, as well as passenger, services. It also operates its own infrastructure
services. The Company’s operations are organised into three strategic business units:

e Freight SBU: the Freight SBU consists of freight traffic (transportation and handling) and freight car rental
services,

e Passenger SBU: the Passenger SBU primarily transports passengers within Georgia; and

e Infrastructure SBU: the Infrastructure SBU operates, maintains and manages the Company’s principal
infrastructure assets.

Each SBU is managed by a separate member of the Board of Directors, who is responsible for the performance of the
relevant SBU and who reports directly to the Chief Executive Officer of the Company. Each of the SBUs, in turn,
maintains its own administrative divisions, and the Freight SBU and Passenger SBU each have their own finance
director.

For the year ended 31 December 2011, the Freight SBU and the Passenger SBU accounted for 95.3 per cent. and 3.7 per
cent. respectively, of the Company’s total revenue of GEL 477.4 million, as compared to 93.4 per cent. and 4.3 per
cent., respectively, of the Company’s total revenue of GEL 404.7 million for the year ended 31 December 2010. The
Infrastructure SBU has a cost centre providing services only to the Freight SBU and the Passenger SBU. It does not
conduct business with third-party customers. The Company also generates revenue by selling scrap metal from ongoing
maintenance and repair and by leasing real estate to third parties, including at the Central Thilisi Station.

Freight SBU

The Company’s Freight SBU provides two types of freight service: (i) freight traffic, which consists of freight
transportation and freight handling services; and (ii) freight car rental. Freight transportation services encompass the
transportation for customers of cargoes along the Company’s railway network. Freight handling services, including
railcar marshalling and delivering freight to and from customer facilities, are provided at stations that provide
commercial freight services. Freight car rental includes leasing railcars to the Company’ s customers, including foreign
railway companies who may choose to utilise the Company’s railcars on freight routes through their countries, and
leasing locomotives to other railway companies outside Georgia.

Responsibility for train dispatching, one of the key operations in a railway business, lies with the Freight SBU.
Dispatch personnel schedule and, in the event of a delay, reschedule all freight and passenger trains. Although
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dispatching covers both freight and passenger services, management believes that placing the dispatching function
within the Freight SBU promotes efficiency given the importance of freight transportation to the Company.

The Freight SBU is the principal source of the Company’s revenue, accounting for 95.6 per cent., 95.3 per cent., 93.4
per cent. and 91.4 per cent. of the Company’ s total revenue for the three-month period ended 31 March 2012 and for the
years ended 31 December 2011, 2010 and 2009, respectively.

Freight Composition

The Freight SBU transports both liquid and dry cargoes. Liquid cargoes, which are crude oil and oil products
(including, inter alia, petrol, bitumen, diesel, fuel and liquid natural gas), accounted for 52.0 per cent. and 57.5 per cent.
of the Company’s total freight transportation volumes in the years ended 31 December 2011 and 2010, respectively.
Crude oil transported by the Company principally originates in Kazakhstan and Azerbaijan, while a significant
percentage of oil products (approximately 66.5 per cent. in the year ended 31 December 2011) originates in Azerbaijan
and Turkmenistan. Management believes that a significant percentage of transit oil products that it ships west-bound is
destined for European markets. The Company also transport higher-grade oil products from European markets to
Georgia, Azerbaijan and Armenia. Transit of crude oil across the Company’s rail network is an aternative to ail
pipelines. Of the Company’s liquid cargoes, transit shipments accounted for 87.6 per cent. and 89.5 per cent. in the
years ended 31 December 2011 and 2010, respectively.

The Freight SBU transports various dry cargoes, including, inter alia, ores, construction freight, ferrous metals and
scrap and grain, with no major concentration on any single type of freight. Other dry cargo includes cement, sugar, and
industrial freight. Dry cargo is more diversified than liquid cargo among local, export, import and transit shipments,
although, asis the case with liquid cargoes, transit shipments are also the largest component of dry cargo transportation
volumes, accounting for 35.5 per cent. and 35.0 per cent. in the years ended 31 December 2011 and 2010, respectively.
Construction materials transported by the Company mostly originate in Georgia and are transported within Georgia, and
also to Armenia and Azerbaijan. Ores transported by the Company originate principally within Georgia, and are
transported within Georgia and also to the Black Sea ports. Grain and sugar transported by the Company are mainly
imports into Georgia and Georgian exports to Armenia, as well as, to a lesser degree, transit shipments. Metals
transported by the Company include aluminium, bauxite and other aluminium products and their regional trade is driven
principally by the requirements and output of an aluminium factory in Tagjikistan.

The following table sets forth breakdown of the Freight SBU’s freight transportation volumes, by type of freight
transported, for the periods indicated:

For theyear ended 31 December

2011 2010 2009 2008 2007
(million (per (million (per (million (per (million (per (million (per
tonnes) cent.) tonnes) cent.) tonnes) cent.) tonnes) cent.) tonnes) cent.)

Liquid cargoes.......ccooeverereenenne. 105 52.0 115 57.8 9.7 56.7 10.1 47.6 115 51.8
of which:
CrudeOil......ceeevririrririeirineene 5.4 26.8 6.3 31.7 5.2 304 4.9 231 6.5 29.3
Oil products®........cccocvevenennne. 5.1 25.1 5.1 25.6 45 26.3 52 245 5.0 225

Dry cargoes......cccooeveeiereeiennnens 9.6 48.0 85 42.7 74 43.3 11.1 524 10.7 48.2
of which:
(O] 1= S 1.9 9.6 1.6 8.0 11 6.4 2.2 10.4 1.9 8.6
Congtruction freight ................ 1.6 8.1 1.2 6.0 11 6.4 1.6 7.5 18 8.1
(1 T o IR 12 6.2 14 7.0 11 6.4 1.0 4.7 14 6.3
Ferrous metals and scrap........ 1.2 5.8 1.0 5.0 0.8 4.7 1.0 4.7 1.0 45
Chemicals and fertilisers......... 0.5 2.6 04 20 0.4 23 0.4 1.9 0.4 18
Cement 0.5 25 04 2.0 0.7 4.1 15 7.1 0.9 4.1
Sugar 05 2.7 0.6 3.0 0.5 2.9 0.6 2.8 0.7 3.2
Industrial freight ..................... 0.5 2.3 0.5 25 0.6 35 14 6.6 11 5.0
(07101 SR 17 83 14 7.0 11 6.4 14 6.6 15 6.8

TOtAl oo 20.1 100.0 19.9 100.0 17.1 100.0 212 100.0 222 100.0

(1) Qil products include products such as petrol, bitumen, diesel fuel and liquefied natural gas (LNG).
For information in respect of the Freight SBU’s freight transportation volumes, by type of freight transported, in the

first five months of 2012, see “Management’s Discussion and Analysis of Results of Operations and Financial
Condition; Current Trading and Prospects; Trends—Trendsin Freight Volumes.”
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The following table sets forth the primary direction of certain cargo transported by the Freight SBU:

Liquid cargoes

Crude Oil ...ccveveeeieiieii e From Azerbaijan to Black Sea ports

Ol Products.......ccccovviveiereieeeec e From Azerbaijan to Black Sea ports and Georgia; from Black Sea ports to Afghanistan,
Georgiaand Armenia

Dry cargoes

(@] (=SS From Georgiato Black Sea ports

Construction freight........cccceeeveieiiiienesieene, Domestic

Ferrous metals and SCrap ........cccceeevereereeneencns From Georgia, Armeniaand Azerbaijan to Black Sea ports

(€ 1 o PR SRTS From Black Sea ports and Kazakhstan to Georgia and Armenia

Chemicalsand fertilisers........ccccoevviviervenene. From Georgiato Black Sea ports

COMENT .. From Georgiato Azerbaijan and Central Asia

Industrial freight ..........cocoooeieieiniieeee Domestic

SUGAN oeviieiieiieie et From Black Sea ports to Azerbaijan and Georgia

The following table sets forth a breakdown of the Freight SBU’ s freight transportation volumes by destination of freight
transported for the periodsindicated:

For theyear ended 31 December

2011 2010 2009 2008

e (T paon) (N pwom) (0T e
Liquid cargoes.......c.c.c...... 10.5 52.0 115 57.8 9.7 56.7 10.1 476
of which:
Local.....cccovrreririniniinnen, 0.4 18 0.2 1.0 0.04 0.2 0.04 0.2
EXPOrt.....coveeeeeenerininnns 0.05 0.2 0.1 0.5 0.6 35 0.04 0.2
(110070 ] SO 0.9 4.4 1.0 5.0 1.0 5.8 0.9 4.2
TranSit .o 9.2 455 10.2 51.3 8.7 50.9 9.1 429
Dry cargoes.....cccceeeeeeervenen. 9.7 48.0 8.5 42.7 7.4 433 11.1 524
of which:
Local.....cccovrreririniniinnen, 2.6 131 2.0 10.1 17 9.9 24 113
EXPOrt.....coveeeeeenerininnns 15 7.7 14 7.0 13 7.6 15 7.1
IMPOTt...ccvvereeeeieeerisines 20 10.2 21 10.6 17 9.9 2.6 12.3
TranSit .o 34 17.0 3.0 151 2.7 158 4.7 22.2
TOtal oo 20.1 1000 19.9 100.0 171 100.0 212 100.0

Management is seeking to increase profitability by further diversifying the types of cargoes that the Company
transports. For example, the Company launched a container transportation line of business in 2009. Containerisation
contributes to the diversity of dry cargo that the Company is able to transport, including for example, cotton products,
grains and refrigerated products. Key dry cargo transported in containers has recently been construction materials,
ferrous metals and scrap and frozen food. The Company plans to continue to adapt its fleet to the transportation of
containers. The Company aims to benefit from the increasing containerisation in the region. For example, it has
negotiated the transhipment of grain in containers from Kazakhstan.
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The following table sets forth information in respect of the volumes of freight transported in containers for the periods
indicated:

For theyear ended 31 December
2011 2010 2009

(million tonnes, except as noted)

Liquid Cargoes.......cccecveeiivienienieieeee s, 105 115 9.7
DIy Cargoes ......ccoveiiueeierieeeeseee e 9.7 8.5 74
of which:

Container cargoes®.........o.veveeereenereeereees 0.7 0.7 0.5
TOtal CargoES. ....ovveeceeeeeeceeeeeeeeeeeeeeense e, 20.1 19.9 17.1
Container as per cent. of total cargoes (per
CONE.) cetiereeeetete ettt 3.7 34 26
Container as per cent. of dry cargoes (per
CENEL) cvieetee ittt e 7.6 7.9 6.1

(1) For the year ended 31 December 2011, ferrous metal and scrap and construction materials accounted for approximately 25.6 per cent. and 17.7
per cent., respectively, of container cargoes transported.

To foster containerisation, Railway TransContainer LLC, the Company’s wholly owned subsidiary (see “—Subsidiaries
and Affiliates’), has built and currently operates the Thilisi Container Terminal (capacity: 25,000 TEU). Railway
TransContainer LLC also owns land in Batumi and Poti on which it may construct additional container terminals.
Management estimates that the capital expenditure to construct this infrastructure in Batumi is approximately GEL 3.5
million (expected capacity: 28,000 TEU). GEL 2.4 million (expected capacity: 35,000 TEU) has been budgeted for the
Poti Terminal, including the related rolling stock to service the terminals. Construction of the Poti Terminal is
underway and is expected to be completed in the third quarter of 2012. During the period 2013-2016, the Company
plans to invest approximately GEL 4.1 million for the construction of container terminals and related infrastructure
equipment.

Currently, the Company is only constructing container terminals in Georgia. However, it is undertaking a feasibility
study to help it assess whether to invest in container infrastructure across the regional rail corridor. The study is
expected to be completed in 2012. Management believes that there may be a market for container infrastructure in
Kazakhstan, Turkmenistan and Uzbekistan, although, pending the outcome of the study, it does not currently view the
congtruction of container terminals and related infrastructure as a core business. As a result, although the Company
intends to continue to take steps to augment its transportation capabilities through containerisation, management’s
current plans do not include long-term ownership of container terminals or related infrastructure.

Freight Car Rental

Freight car rental includes leasing railcars to the Company’s customers, including foreign railway companies who may
choose to utilise the Company’s railcars on freight routes through their countries, and leasing locomotives to other
railway companies outside Georgia.

The Company has over different periods leased up to eight locomotives at atime to Azerbaijan Railway. The terms of
the leases, which generally run for six-month periods, have historically been automatically renewed, and the Company
has received no indications that renewals for locomotives currently leased will cease in the future.

Freight Rolling Stock, Repair and Maintenance
The Freight SBU manages the freight rolling stock in use on the Company’s network. Customers can use Company-
owned railcars, as well as either their own railcars or third-party railcars, which can be connected to Company-owned

locomotives. A significant proportion of the Company’s freight volumes (60.8 per cent. in 2011) was transported on
rolling stock owned by other companies or customers.
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The following table sets forth the Freight SBU’s active, working and serviceable rolling stock assets as at the dates
indicated.

Asat 31 December

2011 2010 2009
active®  working®  serviceable®  active®  working®  serviceable®  active®  working®  serviceable®
L ocomotives® — 139 171 — 143 175 — 146 178
of which:
Diesdl® .......... — 44 52 — 48 56 — 48 56
i — 95 119 — 95 119 — 98 122
6,983 8,122 10,526 6,602 7,659 10,359 6,294 7,910 10,412
of which:
Open top box
[or | SRR 2,181 2,376 2,950 2,114 2,493 2910 2,067 2,773 2,917
Boxcar............. 954 1,375 1,583 887 1,107 1,577 854 1,125 1,576
Tankcar ........... 1,339 1,430 1,588 1,204 1,276 1,392 1,178 1,306 1,396
Grain hopper 1,101 1,052 1,112 1,107 1,109 1,112 1,064 1,110 1,111
Platformcar ..... 750 1,031 1,400 653 857 1,411 497 722 1,1,456
Cement
hopper .............. 396 453 580 364 412 573 341 420 573
Refrigerator
[or | SRR 118 156 693 120 182 603 142 201 603
Other......cco...... 144 249 720 153 223 781 151 253 780
Total oo — 8,261 10,697 — 7,802 10,534 — 8,056 10,590

(1) The Company does not maintain specific records of the breakdown of “active” locomotives.

(2) Working rolling stock isrolling stock that can be used to transport freight either immediately or following minor repairs that can be done by the
Company’ s maintenance staff before it can be put into service.

(3) Serviceable rolling stock includes, in addition to working rolling stock, locomotives and railcars that require capital repairs in order to be
returned to “working” status.

(4) Does not include locomotives and railcars being scrapped or undergoing capital repairs. Scrap consists of locomotives and railcars that have
reached the end of their useful lives, for which no further life extensions are possible, or which are damaged beyond repair or for which repair
would not be economically feasible.

(5) Diesel locomotives are used mainly for shunting.

The following table sets forth the percentages of the Company’s freight volumes transported on the Company’s own
fleet and that of third parties for the periodsindicated:

For theyear ended 31 December

2011 2010 2009
(per cent.)
(000107 10 VSR 1 1= TSRS 39.2 38.3 40.3
Third Party OWNEAD ... s ss s s see 60.8 61.8 59.7

(1) In 2011 and 2010, approximately 17 per cent. of the volumes were transported in privately-owned railcars that belonged to owners in Georgia,
Azerbaijan, Kazakhstan and Russia.

Management believes that its current rolling stock alows it to operate efficiently, provided that the required
maintenance and capital repairs are performed. Management also believes that utilising existing rolling stock is
significantly more cost-efficient than purchasing new rolling stock or leasing more modern equipment, as management
estimates that the cost of capital repairs to extend the useful life of the Company’s existing rolling stock is
approximately one-third of the cost of acquiring new rolling stock. Given the spare capacity of its rolling stock flest,
management is wary of aggressively expanding the Company’s fleet. If the Company does experience a shortage of
specific railcar types, typically it addresses this shortage through a combination of capital repairs of rolling stock from
inventory and selective acquisition of new railcars.

On 30 March 2012, the Company (as lessee) entered into the Tank Car Lease Agreement with AS Spacecom (as lessor)
to lease up to 1,000 tank cars until 1 April 2015. Under the Tank Car Lease Agreement, the lessor is required to lease to
the Company 425 tank cars within one month from the date of receiving a request from the Company. Upon the
Company’s request, the lessor is also required to provide up to a maximum of 575 additional tank cars within one
month of the date of receiving such request. The daily lease price per tank car under the Tank Car Lease Agreement is
U.S.$45.00. The Tank Car Lease Agreement may be terminated by the written consent of both parties and AS
Spacecom may unilaterally terminate the Tank Car Lease Agreement in the event of failure by the Company to make a
payment within 30 days of the due date.
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As a result of the availability to the Company of an increased supply of tank cars, the Company expects liquid cargo
transported by the Company to increase, which, in turn, it expects to have a positive impact on the Company’s revenue
from freight traffic. The Company also expects its revenue from freight car rental to increase for the same reason. The
Company expects such benefits to outweigh the costs of the leasing arrangements.

As at 31 December 2011, the average age of the Freight SBU’s working railcars was 27 years, as compared to 26 years
as at 31 December 2010 and 2009.

Most of the Freight SBU’s locomotives date from the Soviet period, having been commissioned by the Company’s
predecessor prior to 1991.

The following tables set forth the distribution of the Freight SBU’s working railcars and locomotives, respectively, by
age, as at 31 December 2011:

Age

(per cent.)
[y 1= I R = SRRSO SRR 18
20 — 25 WAL, ettt etttk bttt e R e e bt eh e e Rt Re e R e SR et aEeeRE e Rt eRe e R e SR e e R e eRE e Rt eRE e Rt eReeaEeeRe e Rt eReenReeReenneeneenrennnens 25
26 — 30 YEAIS.....ceeeueerteeueeate et et et ettt ettt h et e eE e R e e Rt eRe e Rt e RE e R e eReeeEeeRE e R e eRe e R e eR e e R e eRe e Rt eRE e Rt eReeaEeeRe e Rt eRee Rt eReenreeneenrennnens 29
B oY= RSP URTRUSRPRN 17
MOPE ThaN 35 YEAS .....uiiieitiiteteecee ettt ettt ettt s bt e st e e e e e seebe e b e s te b e s e eseeseebeebesse s eseesseseebeabesee b aseenseseesesbestensaseeneesensens 11

Electric Diesdl
Age Locomotives  Locomotives
(per cent.)

D2 — 22 WBAS. ..o cteeeeete ettt bRt Ee et Ae Rt Ee e bRt e Ee e Rt e beeReenbenreenbeeneente e 17 33
24 — 30 YEAI'S.....eiueeuiesieeteate ettt b e bt Rt b e Rt e Rt e eRe e Rt e be e Rt e Re e b e be et e e be et e nbenneenre s 40 67
30 — 4B YEAIS.....cuieuierteeeeet ettt h e a e E e e e Rt e e e eheeRE e Rt eaE e eRe e AR e eRe e e e nbe e e e aReenenrennnennean 43 —

Management believes that the age of its working railcar and locomotive fleet is not representative of the quality or state
of these assets, asthe technical life of arailcar is extendable through capital repairs.

The following table sets forth the distribution of the Freight SBU’s working locomotives, by the number of expected
remaining operating years, as at 31 December 2011:

Diesd Electric
Operating yearsremaining locomotives locomotives
LESSTNAN 7 YEAIS ...ttt sttt b e st b et et seen e be s te b e re b e e e ne et 5 6
8 L0 WEBAI'S ..ottt h e h e R h e e ehe e R e ehe e R e ebe e b e nbe e e e sreerenreeaes 2 19
B I = ST SORRPRRN 3 27
MOFEENEAN T4 YEAIS........ceeeeeeeeceeee et eee e aee s aes s sssss s ses st sssesasssnss s s sensssassenssssses s snens 34 43
TOLAL ettt ettt e et e et e ettt ettt e ettt et e e s et et et et e e et er e et et et en et et e et et eneneeea 44 95

The following table sets forth the distribution of the Freight SBU’s working railcar fleet, by the expected remaining
number of operating years, as at 31 December 2011

Operating yearsremaining

(per cent.)
LESSTNAN 7 YEA'S ...ttt ettt ettt e et e et e aeeh e beee e s e s e e aeeae e b e eReeE e s e meeaeeReeEeeReeE e s et enteneeReeaeeeeebeaeeneenn 55
L (0= £SO P RS PPTURTUR PR 19
MOPE TNAN 1L YEAS ....uiiveitiiteieeetiete ettt ettt s b e st et et e seeseebesbesse s e e eseese et e sbe b et aseenseReebesbeese s e e enseseeseabentesbeseensenn 26

Management estimates that the utilisation rate for working freight railcars was 60 per cent. for the year ended 31
December 2011, while management estimates that the utilisation rate for working freight locomotives was 80 per cent.
for the year ended 31 December 2011. Ultilisation rate is cal culated as the total number of days railcars or locomotives,
as the case may be, were available compared to the number of days they generated revenue. Based on data for the year
ended 31 December 2011, management estimates that the utilisation rate for tank cars was approximately 86 per cent.
and approximately 71 per cent. for grain hoppers. Platform cars and box cars were the most under-utilised during that
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period (approximately 34-45 per cent.), which management believes reflects the diversity of dry cargo transportation
options.

Prior to 2011, the Company had to acquire certain railcars outside of Georgia. The Company is now able to source all
types of railcars domestically. The Company recently signed a pilot contract with a domestic manufacturer, Wagon
Construction Company LLC, for the acquisition of 185 il tank cars for an aggregate purchase price of CHF 14.1
million (approximately GEL 26.1 million), which isto be paid in Lari. Asat 31 March 2012, al of the oil tank cars had
been delivered.

The Company’ s rolling stock undergoes regular maintenance and repair. The Company’s maintenance and repair work
falls into two main categories: (i) scheduled repairs carried out according to current technical standards in the region
and applicable regulations; and (ii) unscheduled repairs carried out according to the condition of railcars. Scheduled
repairs are carried out on the basis of either the period of operation or the mileage of operation. The Company’srolling
stock is generally inspected on a regular basis before loading, after unloading and during transportation through freight
stations.

Under Company procedures, the Company’s maintenance staff performs routine depot repairs two to three years on
average after manufacturing (depending on the usage and condition of the railcar) and, thereafter, once every two years.
In the middle of the useful life of arailcar, the Company performs capital depot repairs. After the end of its initially
expected useful life, the Company currently uses third-party providers to perform capital repairs with life extensions
(generally, by approximately 50 per cent. of the expected useful life). Routine depot repairs are still performed after
life-extensions. After this extension ends, it is possible to make a similar extension with third-party providers a second
time. When the second extended useful life ends, the Company may still make two further life extensions of five years
each.

Unscheduled repairs are driven by the technical condition of the railcar and are directly related to the term and intensity
of operation. In addition, the Company’s railcars receive routine technical inspections, as a result of which minor
repairs are performed at repair shops throughout the Company’ s network.

The following table sets forth the distribution of the Freight SBU’s working railcar fleet, by the remaining number of
operating years, if capital repairs with life extensions were to be made to the fleet, as at 31 December 2011

Operating yearsremaining

(per cent.)
16 — 20 years 17
21 - 25 years 32
26 — 30 years 25
IMOPE tha 30 YEAIS.......ecueiee ettt sttt ettt st et e e e et e st eaeeeeebeseem e e st eaeeaeebeeaeeee s eseeneeaeebeseeasensaneenseneeseaneseenbenas 26

Freight Tariffs

Although rail transportation in Georgiais a statutory monopoly, the Company’s pricing policies are not subject to direct
Government regulation. Under the Railway Code, the State has the power to establish tariff policies through a Rail
Transport Authority. To date, however, the State has not established any such authority and the Company is not aware
of any plans of the State to do so. Accordingly, as at the date of this Prospectus, the Company is not subject to any
mandatory tariffs. Instead, pursuant to the Railway Code, it sets its own tariff policy independently for al types of
services, including tariffs for freight transportation, freight transportation-related services and passenger services. See
“—Regulation”.
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The Company has a written tariff policy specifying methods and formulas for determining the various tariffs applicable
to its services. The Company publishes this policy on its website. The Company provides various services, with each
activity having its own tariff, including:

e transportation tariffs, based on transportation from one station to another within Georgia;

e astation charge, which isfor providing services, railcars or locomotives to support the loading or unloading of
cargo at the relevant station, as well as for services such as documentation, rolling stock usage and rail-track
occupation if third party railcars are used; and

e additiona station charges, such as:

- storage fees, incurred in 24-hour increments, referred to as “demurrage”, if customers fail to unload a
railcar within 24 hours of arrival at its agreed destination;

- fees for providing additional diesel locomotives for manoeuvring if necessary for cargo
loading/unloading; and

- fees for cargo loading and unloading operations.

The tariff policy is reviewed and modified annually in light of changes in the Company’s strategic goals, market
environment and industry, as well as domestic and global economic developments.

Tariffs for freight transportation are based on the International Rail Transit Tariff decided among the signatories to the
Tariff Agreement, although base tariffs established under the Tariff Agreement are not binding and the parties may vary
them during the year. In addition to the Company, parties to the Tariff Agreement include the railway companies of
CIS member states Armenia, Azerbaijan, Belarus, Kazakhstan, Kyrgyzstan, Moldova, Russia, Tagjikistan, Turkmenistan,
Ukraine and Uzbekistan, as well as the railway companies of Lithuania, Latvia and Estonia. The parties to the Tariff
Agreement hold conferences each autumn, at which they present their tariff plans for the next year. The Company’s
final tariffs are based on various factors, including the type and weight of the cargo, the distance over which the cargo is
carried and any discounts that may be applied at the Company’ s discretion.

For all periods under review in this Prospectus, the Company has quoted its tariffs in Swiss Francs only, except for
tariffs for freight services, which, since 1 February 2012, the Company quotesin U.S. Dollars. The Company made this
change due to the volatility of the exchange rates between the Swiss Franc and other currencies and also to better align
costs and revenues for its customers and suppliers, which mainly trade in U.S. Dollars or Lari. See “Management’s
Discussion and Analysis of Results of Operations and Financial Condition—Current Trading and Prospects; Trends—
Change in freight tariffs and volume-based discounts.”

Although tariffs are now set in U.S. Dallars, under Georgian law, Georgian-resident companies must pay in Lari. To
the extent that the Company agrees a prepayment system with a client, the relevant client will prepay at a rate of
exchange as determined by the Company on adaily basis. Thisexchangerate is generally severa points higher than the
official exchange rate set by the NBG on that day. Therateis published on the Company’ s website.

Unlike Georgian-resident companies, non-resident companies may either pay in foreign currency or in Lari. Regardless
of the currency of payment, payments due from clients are quoted in U.S. Dollars. Customers are required to pay all
amounts billed for transportation and station services before the Company provides the related services, except that fees
for demurrage are not, by definition, paid in advance.
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The following table sets forth information in respect of the Company’s freight tariffs, by type of freight, for the periods
indicated:

For theyear ended 31 December

Change 2011 vs. Change 2010 vs.
2011 2010 2010 2009 2009
(CHF) (per cent.) (CHF) (per cent.)
Average TariffsV
Crude Oil ..ovveeeeeeireiiens 18.09 14.2 26.8 139 2.2
Oil products.........c.cocevneee. 34.20 321 6.5 319 0.6
DIY Cag0 . eemeeeeereeereereenen 39.3 40.8 (3.7) 423 (359

(1) Average tariffs are calculated as freight traffic revenue (not including any handling charges) per thousand tonne-kilometre. The Company uses
adetailed formula for each individual transportation order that takes into consideration factors including the type and weight of freight and the
distance over which the cargo is carried. Amounts stated are CHF per 1,000 tonne-kilometre, unless otherwise indicated.

(2) Effective 1 April 2011, the Company reduced the discount it offers on the transport of crude oil by 33.0 per cent.

(3) Effective1 April 2011, the Company reduced the discount it offers on the transport of oil products by 23.0 per cent.

(4) The 3.5 per cent. decrease in 2010, as compared to 2009, was the result of the Company changing the mix of products transported, and was not
the result of adecision of the Company to decrease tariffs applied to such products.

To attract additional volumes, the Freight SBU offers a volume-based discount to liquid cargo transit customers whose
annual volumes exceed four million tonnes per day. Based on the Company’s 2011 tariffs, this discount decreases
tariffs to CHF 7.8 for each tonne of crude oil transported and to CHF 10.35 for each tonne of oil products transported.
As at 31 December 2011, the Company had only one liquid cargo transit customer who qualified for this discount,
although in previous years up to two customers have so qualified. The Company believes that the terms of this discount
help the Company to compete with pipelines and other competitors. See “Description of the Company's Business—
Business Operations—Freight SBU—Freight Competition—Competition from alternative rail routes’. The Company
offers a 15 per cent. discount on its freight tariffs to customers who transport cargo with their own railcars and use the
Company’s services for infrastructure and locomotives.

With effect from April 2011, the Company reduced the discount it offers for itstariffs on oil and oil products, which the
Company expects will help finance the acquisition of additional tank cars. See “Management’s Discussion and Analysis
of Results of Operations and Financial Condition—Current Trading and Prospects; Trends—Tank Car Lease
Agreement” . In the three months ended 31 March 2011, average tariffs for crude oil and oil products were CHF 14.5
and CHF 31.1 per thousand tonne-kilometre, respectively, while for the year ended 31 December 2011 (following the
reduction in the volume-based discount it offers) average tariffs for crude oil and oil products were CHF 18.0 and CHF
34.2 per thousand tonne-kilometre, respectively. With effect from 1 February 2012, the Company reduced the volume-
based discount it offers for the transport of oil and oil products by U.S.$0.50 per tonne transported. See also
“Management’s Discussion and Analysis of Results of Operations and Financial Condition—Current Trading and
Prospects; Trends—Change in freight tariffs and volume-based discounts’ .

Tariffs for dry cargo are typically higher than for liquid cargo. While certain grades of crude oil can be transported
through the pipelines, aternative modes of dry cargo transportation along the TRACECA corridor are more limited.
The Company also offers volume-based discounts for dry cargo customers. The Company offers two types of dry cargo
discounts, one related to transit cargo and one related to refrigerated cargo. Customers whose annual volumes of dry
cargo exceed 100,000 tonnes on routes to the Batumi and Poti ports through the Gardabani station (a transit route)
receive a 10 per cent. discount. With respect to refrigerated cargo, customers whose annual volumes exceed 50,000
tonnes receive either (i) a 50 per cent. discount if the cargo is shipped in Company-owned refrigerator railcars or (ii) a
20 per cent. discount if the cargo is shipped in refrigerator railcars owned by other entities. As at 31 December 2011,
four customers had qualified for dry cargo discounts.

Freight Customers

The Freight SBU accepts freight from both direct customers and freight forwarders. The Freight SBU works with
freight forwarders in order to expand its marketing reach and to increase and diversify its customer base. Asthe Freight
SBU does not generally enter into long-term contracts with customers it serves through freight forwarders, it is able to
maintain operational flexibility and change the prices in accordance with market conditions. All of the Freight SBU’s
customers, whether direct or through freight forwarders, are required to pay for transportation and station services in
advance, except that payments for demurrage are not, by definition, paid in advance.
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The owners of cargo transported by freight forwarding companies through the Company’s network include various
“blue-chip” companies, such as BP, Chevron, ExxonMobil Corporation, SOCAR and KMG. As these companies often
need to transport cargo through several countries using different modes of transportation, many of them prefer to use
freight forwarders. Freight forwarders provide end-to-end transportation services across various transport routes and
contract with the Company on such companies behalf. In both 2011 and 2010, one customer of the Freight SBU (a
freight-forwarder) represented approximately 30 per cent. of the Company’s total revenue. However, management
believes that the Company’s revenue is not dependent on any single customer in respect of its services. Management
believes that, in the case of potential distress or default by a freight forwarding company, the cargo transported by that
forwarder on behalf of its customers can generally be easily absorbed by its competitors or through direct contracts with
the Company at no loss to the Company.

The Company generally does not enter into long-term contracts with its customers, and does not have long-term
contracts with the ultimate owners whose cargo is aggregated by freight forwarders. The Company usually enters into
short-term standard form contracts with its freight forwarders and direct freight owner customers for the transportation
of cargo. These contracts typically state the amount of cargo to be transported and the tariffs applied, which are based
on the Company’s genera tariff policy. The contracts generally permit either party to terminate the contract on one
month’s prior written notice and are typically concluded for a period of one year. In 2006, however, the Company
entered into a long-term framework agreement with a freight forwarder in relation to the transportation of oil and oil
products. Pursuant to this contract, the Company undertakes to transport 4.0 million tonnes of oil and oil products
every year from or through Azerbaijan to a number of listed destinations. The tariffs applicable to such services are
specified in the contract. This contract has a duration of ten years and has been amended twice to date to reflect
changes in matters such as applicable tariffs, duration, destinations of services and the use of athird party’s locomotive
for transportation from Batumi station to the facilities of the Batumi oil terminal. See “Risk Factors—Risks Related to
the Company’ s Business—The Company provides its freight servicesto a limited number of customers’.

The following table sets forth the volumes of liquid cargo transported, by principal customers, for the periodsindicated:

For theyear ended 31 December

2011 2010 2009

(million ~ (per  (million (per (million (per

tonnes) cent.) tonnes) cent.) tonnes)  cent.)
GEOrGIAaTIANSED ...t 85 813 95 82,5 5.7 58.3
BSI Trans® ......oooveveeererreiennnnns 00 00 0.0 0.0 2.6 26.4
SOCAR Georgia Petroleum............. 0.7 6.5 0.5 4.7 04 4.4
MikaGeorgia®.........ccooviveecverennnne. 0.0 0 0.2 1.8 0.2 2.1
Wissol Petroleum Georgia.............. 0.1 1.2 0.1 11 0.1 13
Lukoil Georgia......ccoceeeeeereereeruenenne 0.2 18 0.1 11 0.1 1.0
Kastor PIUSLTD.....cccoeeerinienieenne 0.1 11 0.1 11 0.1 14
Caucasus Railway Networks 0.3 28 0.3 29 0.0 0.0
TrANS RAI ... e 0.2 19 0.0 0.0 0.0 0.0
ONEIS .ot 03 33 0.5 438 0.5 5.2
TOLAL ..ot 105 1000 115 100.0 9.7 100.0

(1) Freight forwarder.
(2) Consistsof smaller freight forwarders and cargo owners.
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The following table sets forth the volumes of dry cargo products transported, by principal customers, for the periods
indicated:

For theyear ended 31 December
2011 2010 2009
(million (per (million (per (million (per
tonnes) cent.) tonnes) cent.) tonnes) cent.)

PaCe GEOIGIAY ......ovooveocveeeeeee s 1.0 10.1 12 142 0.8 102
BSI TraNSY) ..ottt 0.0 0.0 0.6 6.7 0.6 75
SAOCEMENIP ...t 1.1 115 0.6 7.6 05 6.7
ENErgy INVESL.......oiicieieeee s 0.0 0.0 04 4.8 04 55
GeOrgian CemENt@ . ..........cooovvireeeeeeeeeeeeee e 06 6.4 05 53 04 48
GeOrgian MaNQaNESE..........eruereeeeeeieeie et see e e se e 0.3 3.1 03 4.0 0.3 4.6
ACCESS TTraNS GEOIGIA. . .ccveveueereereerisiestesiesieee e ee et sre s e se e eseenas 0.7 6.7 0.0 0.0 0.0 0.0
TrANSFOTA .ottt ene e 0.5 4.7 0.0 0.0 0.0 0.0
Karat+ 0.3 3.2 0.0 0.0 0.0 0.0
OtEIS ..o 5.2 54.2 49 575 4.5 60.8
L T 97 _ 1000 85 _ 1000 74 1000

(1) Freight forwarder.
(2) A subsidiary of Heidelberg Cement.
(3) Consists of smaller freight forwarders and cargo owners.

Freight Customer Relations, Sales and Marketing

The Company’s main customer relations, sales and marketing activity in its freight business consists of on-going
dialogues with freight forwarding companies and neighbouring railways to ensure competitive pricing for the
TRACECA corridor. Inturn, freight forwarding companies market the Company’s services to potential customers.

The Freight SBU’s Commercial Department is responsible for billing and other customer paperwork, and therefore
tends to interact more regularly with customers than other departments. As a result, the Commercial Department
generally acts as a link to customers and manages day-to-day customer relations. Senior representatives of the Freight
SBU and, in some cases, the Company’s management may oversee client relations with some larger customers. In
addition, the Company has regular dialogue with various cargo owners to promote the rail corridor, discuss any
customer-specific issues that owners may have and gain an understanding of expected volumes of transportation.

Freight Competition

Although the Company has a statutory monopoly on rail transportation in Georgia, it faces competition in respect of its
freight transportation services from alternative means of transportation, particularly in respect of the transportation of
crude oil. Within the region, freight transportation competition is generated from oil pipelines as well as aternative
railway routes provided through Russia and Iran. The substantial majority of oil produced in the Caspian Basin is
transported via the pipeline network. This network is dominated by the BTC and CPC pipelines and supplemented by a
number of smaller pipelines and share of the Russian pipeline system made available to Caspian Basin oil production.
In the transportation of dry cargo, railway transportation of freight also faces competition from road container
transportation.
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Competition from pipelines

As shown in the following table, the Company believes that there are four oil pipelines that compete directly with the
Company in respect of the transportation of crude oil:

Pipeline Route and capacity

Baku-Thilisi-Ceyhan (BTC Pipeling).............cc....... Baku, Azerbaijan on the coast of the Caspian Seato Ceyhan, Turkey on the coast
of the Mediterranean Sea. The BTC Pipedine has a stated capacity of
approximately 60 million tonnes per year.

Caspian Pipeline Consortium (CPC Pipédline) ........ Tengiz, Kazakhstan on the coast of the Caspian Sea to Novorossiysk, Russia on
the coast of the Black Sea. The CPC Pipeline has a stated capacity of 28 million
tonnes per year.

Baku-NOVOroSSIYSK ......cccocereiiiiineieeirencnc e Baku, Azerbaijan on the coast of the Caspian Seato Novorossiysk, Russia on the
coast of the Black Sea. The Baku Novorossiysk had a reported capacity of 6
million tonnes per year in 2008, which is understood to be expandable to
approximately 15 million tonnes per year.

BaKU-SUPSA ....veveeeeeeeceesie e Baku, Azerbaijan on the coast of the Caspian Seato Supsa, Georgia on the coast
of the Black Sea. The Baku-Supsa Pipeline has a nominal capacity of 7.25
million tonnes per year, although it has recently been out of service.

The Company believes that the CPC Pipeline and the BTC Pipeline pose the most significant competition to its liquid
cargo business. The opening of the BTC Pipeline in 2007 resulted in a negative impact on the Company’ s revenue from
the transportation of oil and oil productsin 2007 and 2008, which was only partialy offset by increased oil exports from
Kazakhstan transported by the Freight SBU and increases in the Company’s tariffs. Prior to the impact of the global
financial crisis, expansion projects were announced in respect of both the BTC and CPC pipeline. These projects have
been delayed due to the impact of the global financial crisis. It is currently expected, however, that the capacity
increases for the CPC Pipeline will be completed in 2015. Management does not expect that added pipeline capacity
will result in a significant diversion of rail traffic or will further materially impact its competitive position or the
revenue generated by its liquid cargo business. Thisis particularly in light of the transport diversification offered by the
railway over pipelines. However, any political pressure on oil producers to use the BTC and CPC pipelines following
the completion of any expansion project could result in the decrease in freight railway traffic. See “Management’s
Discussion and Analysis of Results of Operations and Financial Condition”.

The Company does not believe that either the Baku-Novorossiysk Pipeline or the Baku-Supsa Pipeline currently poses a
significant competitive threat to it. In comparison to the BTC Pipeline and the CPC Pipeline, these pipelines can be
considered as undersized, and the Baku-Novorossiysk pipeline traverses the North Caucasus region of Russia, which
has had periodic episodes of instability in recent years.

Despite the competition posed by the pipelines, the Company believes that it is well-positioned to continue to attract
significant volumes of oil and oil products for the following reasons:

e Pipelines cannot carry all grades of crude oil, and rail transport is an aternative for producers who produce
grades of crude oil that cannot be transported through the pipelines or do not benefit from costs savings in
using the pipelines. Crude oil gets mixed in pipelines, and pipelines are generally best suited for average grade
oils. Low grade, high sulphur oil is generally not suitable for pipelines as it causes corrosion. Management
believes that rail transport is the most viable alternative for high sulphur oil, which originates mostly in
Kazakhstan. High grade Azeri-light oil, which has a low sulphur content, can technically be transported
through pipelines. However, it would mix with lower grade oils and thereby decrease its quality. Asaresult,
some Azeri-light oil has historically been transported by the Company in order to maintain its high quality. Oil
producing countries seeking to diversify their oil transportation routes and end markets may also seek
aternative modes of transport for liquid cargos. Furthermore, there is no current pipeline competition for
refined petroleum products and heavy residual fuel oils cannot be transported by pipeline.  Accordingly,
management believe that rail is the most appropriate method of transportation for grades of crude oil not
carried by pipelines, as well as refined petroleum products such as gas, kerosene, jet fuel and certain
petroleum-based chemicals, that are not transported by pipeline at all.

e Both the BTC Pipeline and the CPC Pipeline have unused capacity. While expansion plans in relation to both
pipelines had been announced, these are linked to the development of new oil fields and have been delayed due
to market conditions. In addition, the continued flow of rail transport despite the presence of available oil
pipeline capacity would suggest that the Company will be able to continue to attract significant volumes of ail.
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e Smaller regional producers typically do not have guaranteed access to pipeline throughput, as they may
experience difficulties in minimum quotas required in order to use the pipelines. This makes rail transport an
attractive aternative for such producers. In addition, pipelines are typicaly built by a consortium of oil
production companies, and in return for financing the construction of a pipeline, a consortium member will
generaly receive priority throughput access and prices that are lower than those offered to non-consortium
members.

e Recent third-party investments in the Black Sea ports suggest the continued use of rail transportation. 1n 2010,
transportation of oil to the Georgian Black Sea ports by rail represented approximately 11 per cent. of total
westbound oil transportation in the Caucasus/Caspian region. Therefore, rail does not necessarily compete
with pipelines but rather represents a diversification of transportation routes, which is important for oil
operatorsin the region for risk management purposes.

Competition from alternative rail routes

There are aso railway routes, which provide alternatives to the Company’s rail network. In particular, these are the
north route through Russia to the Baltic Sea and Northern Europe, the south route through Russia to Novorossiysk and
the railway route through Iran. These include routes providing access or onward transportation to Aktau port in
Kazakhstan, Turkmenbashi port in Turkmenistan, Makhachkala and Novorossiysk port in Russia, Bandar Anzali port in
Iran and the Sea of Azov port in Ukraine.

The Company believes that these alternative railway routes do not pose significant competition to it for the following
reasons:

e Due to the discounts offered by the Company to customers transporting high volumes of oil and oil products,
management believes that the cost per tonne for the transportation of such products by rail from Baku to
Batumi is significantly cheaper than that offered by its competitors on the route from Makhachkala to
Novorossiysk. In addition, the railroad adjacent to the Novorossiysk port is typically frozen in winter, thus
hindering traffic by railway for part of the year.

e The Company expects the proportion of freight originating in Kazakhstan and transported through Georgia to
increase due to KMG's ownership of the Batumi Oil Terminal, as discussed above.

e Increased investment and modernisation of the Azerbaijan Railway, in particular of the railway track between
Baku and the Georgian border, is expected to increase the volumes of freight traffic that can be transported via
the route between Azerbaijan and Georgia.

e InFebruary 2007, the governments of Georgia, Turkey and Azerbaijan signed an agreement in connection with
the construction of a new Baku-Thilis—Kars railway line, which will transport both goods and passengers
between Central Asia and Europe. Georgian Railway has been granted the exclusive right to operate the
Georgian portion of the new line. Once open, the Company expects this line to attract cargo transportation
business, which may currently use the alternative routes offered through Iran. The line is expected to be
completed in 2013.

e The railway routes running through Iran may be less attractive than the Company’s railway routes due to the
strained political relations between Iran and western jurisdictions, as well as the longer distances of such rail
routes.

Competition from other methods of transport

Competition from road transportation is generally only relevant in relation to container transportation. As in most
countries, railway transportation is usually cheaper than road transportation only if the cargo is transported in bulk and
for long distances. In Georgia, which is a relatively small country, local transportation of non-bulk cargo is usualy
cheaper by road. Whilst door-to-door transportation is an inherent advantage of road transportation, which the
Company cannot provide, it cannot substitute for railway transport in bulk product transportation and in long distances.
According to the MESD, cargo transported by road in 2010 totalled 0.6 billion tonne-kilometres, which is equivalent to
only 10.0 per cent. of the Company’s freight transportation volume in the same year.

The Company considers road transportation to be complimentary rather than posing a threat to its business and in 2009
established a subsidiary, Railway TransContainer LLC, to foster the increased containerisation of the region.
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The Company plans to promote the contai nerisation of the Caucasus corridor by making strategic investments such asin
its subsidiary, Railway TransContainer LLC, which built and operates the Thilisi Container Terminal. The Company
expects that containerisation can attract new customers and expand the range of cargoes transported. See “—Strategy”
and “—Subsidiaries and Affiliates’.

Passenger SBU
The Passenger SBU’s primary activity is the transportation of passengers and, to a limited extent, unaccompanied
luggage within Georgia. One of the Company’s medium-term strategic objectives is to transform the Passenger SBU
into a profitable operation by achieving increased revenue per passenger. To achieve this, the Company is taking a
series of measures to improve average revenue per passenger. These measuresinclude:

e introducing higher levels of service by investing in new, or improving existing, railcars,

e adjusting schedules with a view to optimising utilisation; and

e adjusting the segmentation of journey pricings, increasing the intervals for price zones from every 50
kilometres to every 120 kilometres.

In undertaking these measures, the Company aims to attract higher income commuters and other passengers who might
otherwise travel by car.

The Passenger SBU accounted for 3.9 per cent., 3.7 per cent., 4.3 per cent. and 4.9 per cent. of the Company’s total
revenue in the three-month period ended 31 March 2012 and for the years ended 31 December 2011, 2010 and 2009,
respectively. The Passenger SBU transported 3.3 million passengersin 2011, as compared to 3.2 million passengersin
2010 and 3.1 million passengers in 2009.

Passenger Rolling Stock, Repair and Maintenance

The following table sets forth the working and serviceable rolling stock assets of the Passenger SBU as at the dates
indicated.

Asat 31 December

2011 2010
working serviceable working serviceable
LocOMOIVES™D ... 20 25 18 22
of which:
DIESE ...t 2 3 0 0
EIECHIIC ..t 18 22 18 22
EMUS....ooiiiiiicicee ettt 69 77 71 77
RAIICA St 98 98 105 105
T Ol ettt 187 200 194 204

(1) Does not include locomatives, EMUs and railcars being scrapped or intended for sale. Scrap consists of locomotives and railcars and EMUs
that have reached the end of their useful lives; for which no further life extensions are possible; or which are damaged beyond repair or for
which repair would not be economically feasible.

In connection with its strategy to make the Passenger SBU profitable in the medium-term, in 2010, the Company
purchased three modern passenger trains for a total of GEL 16 million. Furthermore, in March 2011, the Company
entered into a procurement agreement with one of China’s largest train manufacturers for the purchase of five additional
modern passenger trains. These five trains have a combined seat capacity of 1,500 seats. The trains are scheduled to be
delivered in 2012-2013. The aggregate cost of these passenger trains is CHF 31.9 million (approximately
GEL 59.1 million) and isto be paid in Swiss Francs. Management believes that the Company has sufficient railcars and
rolling stock in its fleet to support the current and expected future demand of its Passenger SBU services.

The Passenger SBU’s Railcar Repair Depot conducts al routine maintenance repairs of the Company’s passenger
railcarsin-house. Third-party providers carry out almost all capital repairs.
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Passenger Tariffs

As in the case of freight transportation tariffs, the Company is not subject to Government regulation in establishing
prices for passenger transportation and luggage services. In many cases, however, passenger transportation tariffs are
not determined by market forces due to the significant social importance to the State of providing affordable passenger
transportation services. Accordingly, the Company has focused on decreasing passenger operating costs, while average
passenger tariffs have remained relatively stable over the past three years, with fares unchanged for travel in older
railcars.

The following table sets forth information in respect of the Company’ s passenger tariffs for the periods indicated:

For theyear ended 31 December

2011 2010 2009
(Lari per passenger-kilometre)

Average Tariff ..o, 0.024 0.022 0.022

(1) Averagetariffsare calculated as passenger traffic revenue per passenger-kilometre.

Tariffs for domestic transportation of passengers and luggage are approved by the Company’s Board of Directors and
are denominated in Lari. Tariffs for international transportation of passengers and luggage services within the CIS are
determined at the CIS Rail Transport Tariffs Conference.

The Company offers three classes of passenger service, and tariffs are further differentiated between travel on modern
or older trains. Ticketsin the lowest class of rail service are generally less expensive than bus transportation. As at the
date of this Prospectus, it is management’s intention that any increases to tariffs will be made in line with the
improvements in the Company’s services, the provision of new modern trains and inflation and to make the Company’s
tariffs competitive with those for bus transportation and other passenger transportation services in Georgia, such as
mini-buses. In respect of regional passenger traffic, where the majority of the passengers are from low-income
households and are sensitive to price increases, it is management’s intention to consider price increases only when new
modern trains have been commissioned by the Company and for such tariffs to be in line with alternative travelling
costs. See “—Passenger Competition”.

In June 2012, the Board of Directors approved the introduction of discounts of up to 50 per cent. on student passenger
fares. The Company currently intends to implement these discounts with effect from July 2012.

Passenger Customers

The Passenger SBU transported 3.3 million passengers in 2011, as compared to 3.2 million passengers and 3.1 million
passengers in 2010 and 2009, respectively. The table below sets forth information in respect of the Company’s
passengers, by type of journey, for the periodsindicated:

For theyear ended 31 December
2011 2010 2009

(passengers, millions)

3.2 31 3.0
0.1 0.1 0.1
3.3 3.2 3.1

Management also uses the number of passenger kilometres (the total number of kilometres travelled by all passengers
during a given period) as a measure of volumes.
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The following table sets forth the number of passenger kilometres for the periods indicated:

For theyear ended 31 December
2011 2010 2009
(passenger kilometres, millions)

101011 ([T 623.2 636.5 615.9
(121 (= g g (Lo o= RS 17.8 18.2 10.0
TOLAL ottt 641.0 654.7 625.9

Passenger Customer Relations, Sales and Marketing

The primary customer relations, sales and marketing activity in the Company’s passenger business are points of sale for
tickets. Passengers can buy tickets directly at the station before travel, aboard certain trains, through tourist agencies or
via the internet. However, because a relatively small percentage of the Georgian population use the credit cards
necessary to make internet purchases, the Company has also established points of sales, known as “Pay Boxes’, where
customers can buy tickets and locate detailed information about prices, availability and classes of travel. The Company
isalso planning to install ticket machines on certain trains and introduce pre-paid multi-travel cards.

Since July 2011, the Company has also maintained a customer call centre that handles approximately 600 calls per day.
Passenger Competition

The passenger railway transportation services offered by the Company faces competition from other modes of domestic
transportation, principally buses, mini-vans and passenger automobiles, as well as, to alesser degree, airplanes.

The types of transportation used by passengers in Georgia is generally determined based on their levels of income and
general wealth and it is common for members of higher-income families to prefer to drive rather than travel on the
railway or use other forms of passenger transportation.

An inherent advantage of transportation by road, whether by bus or mini-bus, is that it is often more direct and may be
faster as the routes offered are not restricted by the location of railway tracks or stations. Since fares for bus and mini
van travel are similar to passenger train fares, the passenger’s choice is dictated largely by personal travel preferences
and unique needs rather than factors within the control of the Company.

Infrastructure SBU

The Infrastructure SBU operates, maintains and manages the Company’s principal infrastructure assets, including its
track, embankments, signalling, land, electric power lines and equipment. The Infrastructure SBU is a cost centre
providing services only to the Freight SBU and the Passenger SBU. It does not conduct business with third-party
customers and management has no current intention for it to do so.

The principal aims of the Infrastructure SBU are to ensure safety and promote the efficient use of the Company’s
infrastructure assets and to decrease maintenance costs. The Infrastructure SBU promotes safety by setting speed and
loading limitations on lines and at stations and by controlling signalling and blocking systems.

Infrastructure Assets

The main infrastructure assets of the Company as at 31 December 2011 included:

e aralway network of 1,326 kilometres, of which 94 per cent. was electrified including a 527 kilometre fully-
electrified mainline from the Azerbaijan and Armenian borders to the Black Sea (of which 293 kilometres was
double-track line);

e 1,369 bridges (mainline); and

e 55tunnels.

The Company aso had 114 stations as at 31 December 2011, although station management is the responsibility of the
Freight SBU rather than the Infrastructure SBU.
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Asat 31 December 2011, the principal design characteristics of the railway network are as follows:

e the track gauge on the main lines was 1,520 mm; one small tourist branch line had a track gauge of 912 mm
(see“—Subsidiaries and Affiliates’);

e the design axle load on the main lines was 23.5 tonnes, while small branch lines had a lower limit per railcar;
and

e the main-line tracks accommodated speeds of up to 65-90 kilometres per hour for passenger trains and 60-70
kilometres per hour for freight trains. In the gorge region, top speeds for both passenger and freight trains were
significantly lower depending on the specific terrain but averaged approximately 55 kilometres per hour.

The Company expects to upgrade the design of its railway network in line with the recommendations of SY STRA and
SNCFI as aresult of the completion of the initial design study for the Modernisation Project. Through these additional
investments, the Company aims to increase freight capacity, increase passenger speeds and reduce operating expenses.
See “—NModernisation Project”.

Infrastructure Services

The Infrastructure SBU focuses on maintaining the Company’s infrastructure assets in good condition. Management
estimates that its existing infrastructure capacity is 28 million tonnes of freight per year. In 2011, the Infrastructure
SBU made capital repairs (not including minor, non-technical repairs) to, or renovated, approximately 75 kilometres of
track, as compared to capital repairs or renovations of approximately 32 kilometres in each of 2010 and 2009. During
the two years ended 31 December 2011, approximately 99 kilometres of the track repaired or renovated were repaired
or renovated in connection with the Modernisation Project. During the three years ended 31 December 2011, the
Company paid GEL 807.7 million for the acquisition of property, plant and equipment, including rolling stock and
equipment and to rehabilitate important infrastructure assets, including rail tracks, electric power supply lines and
bridges and tunnels. This amount includes amounts spent on the Modernisation Project and the Bypass Project. See
“Management’s Discussion and Analysis of Results of Operations and Financial Condition—Liquidity and Capital
Resources—Capital expenditures’ .

Regulation

The Constitution gives special rights to the Government with respect to the railway. The railway isregarded as an asset
of state importance and is expressly subject to special governance by State authorities.

The Railway Code

The primary legidative act concerning rail transport in Georgia is the Railway Code. The Railway Code sets forth the
economic, legal, organisational and technological basis for the Company’s activities and determines its status and role
in the economy of Georgia. The Railway Code provides that the Company is Georgid's only railway operator and
owner of the land underlying itsrailtrack and related infrastructure.

The Railway Code regulates the transportation of cargo, luggage, passengers and mail by railway and establishes
responsibilities, rights and obligations of participants in the industry. The Railway Code requires the Company to
provide its customers with relevant information about its services and tariffs. The Railway Code also requires the
Company to undertake transportation of cargo and passengers in line with existing technical standards of service set in
accordance with certain policies of the Company, as well as international agreements to which the Company is a party.
The Company must transport cargo based on bills of lading, and the Railway Code permits the Company to inspect
cargo to ensure that information contained in the bill of lading is correct.

Although the Railway Code addresses various matters concerning rail transport in Georgia, in many areas it delegates to
the Company the authority to determine technical and operational details through its internal policies and regulations.
The Railway Code does contain an internal dispute resolution mechanism, which, somewhat uniquely under Georgian
legislation, implies that a claimant has an obligation to attempt to resolve a dispute with the Company in the first
instance, before filing a claim in the courts. In addition, the Railway Code refers to the fact that the Georgian railway
industry is subject to international agreements and treaties ratified by Georgia, as well as relevant provisions of the
Constitution.
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Pricing and Tariffs

Under the Railway Code, the State has the power to establish tariff policies through the Rail Transport Authority. The
Rail Transport Authority has not yet been established and the Company is not aware of any plans of the State to do so.
Accordingly, as at the date of this Prospectus, the Company is not subject to any mandatory tariffs. Instead, pursuant to
the Railway Code, it sets its own tariff policy independently for all types of services, including, but not limited to,
tariffs for freight transportation and freight transportation-related services, passenger services and luggage
transportation. According to the Company’ s tariff policy, the Company may change its tariffs and the discounts applied
to its tariffs upon one month’ s notice to customers.

Tariffs for freight transportation are based on the International Rail Transit Tariff decided among the signatories to the
Tariff Agreement. In addition to the Company, parties to the Tariff Agreement include the railway companies of CIS
member states Armenia, Azerbaijan, Belarus, Kazakhstan, Kyrgyzstan, Moldova, Russia, Tgjikistan, Turkmenistan,
Ukraine and Uzbekistan, as well as the railway companies of Lithuania, Latvia and Estonia. The parties to the Tariff
Agreement hold conferences each autumn, at which they present their tariff plans for the next year. Base tariffs
established under the Tariff Agreement are not binding and the parties may vary them during the year. The Company’s
final tariffs are based on various factors, including the type and weight of the cargo, the distance over which the cargo is
carried and any discounts that may be applied at the Company’ s discretion.

Environmental Law and Regulation

Environmental matters are governed by the Constitution, the Law of Georgia on Protection of the Environment,
No. 519, dated 10 December 1996 (as amended) and the Law of Georgia on Environmental Impact Permit, No. 5602,
dated 14 December 2007 (as amended) (the “Law on EIP"), aswell as other applicable legislation and regulations.

These laws establish the requirements for the protection of the environment. They impose specific obligations on all
entities operating hazardous or polluting facilities, including requirements with respect to emissions and discharges,
regular inventory maintenance and self-monitoring and reporting obligations. Operators of hazardous facilities,
including the Company, may be liable for any damage caused by hazardous substances to human health, the
environment, objects of cultural significance and other property or economic interests, regardless of fault.

The Law on EIP lists certain activities that have an impact on the environment and that are subject to mandatory
ecological expertise by the Ministry of Environment Protection of Georgia. Such activities may be commenced only
after obtaining an environmental impact permit. However, if the activity in question involves construction, no separate
environmental impact permit will be issued. The ecological expertise report will be incorporated in, and become part
of, the construction permit that is issued by the relevant permit-issuing authority, subject to issuance of the ecological
expertise report by the Ministry of Environment Protection. An ecological expertise report must be issued at the second
stage of processing a construction permit application. According to the applicable laws, the construction of railway
facilities, as well as development of railway station infrastructure, is subject to mandatory ecological expertise.
Therefore, the Company may be required to obtain environmental impact permits in respect of its activities. Failure to
comply with the emission and discharge limits, a violation of the permit conditions and other environmental violations,
depending on the seriousness of the violation, may result in revocation or suspension of the environmental impact
permit or other applicable licenses or permits (such as construction permits), as well as imposition of administrative or
crimina liability.

Health and Safety Law and Regulation

Pursuant to Article 60 of the Railway Code, the Company is under an obligation to ensure the safety of its activities
with reference to applicable standards and principles, including: (i) a systematic approach towards planning and
management of fire safety and transportation services; (ii) the compliance of technological methods and transportation
processes with applicable normative acts; (iii) the protection of legal interests of persons and the railway while
ensuring transportation safety; and (iv) the mutual responsibility of persons responsible for safety and the railway itself.

Further, the operations of the Company may be considered “hazardous’ under the Georgian Code on Safety and Free
Movement of Goods, adopted pursuant to the Law of Georgia No. 6157 dated 8 May 2012. This is because such
operations involve buildings, facilities, substances, technical equipment and machinery with significant risk to human
life, health, property and the environment as a result of potential demolition, explosions, emissions or exposure to toxic
substances. Certain aspects of the Company’s facilities, including hydroelectric facilities, waste disposa sites, and
facilities operating cargo lifting equipment and boilers are subject to periodic and ad hoc inspections by the Georgian
authorities. If the inspecting authorities conclude that any part of the Company’s operations is not in compliance with
the applicable requirements, the Company may be subject to certain measures ranging from mandatory remediation
orders and administrative penalties to suspension of operations.
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Matters of occupational health and safety are governed by the Constitution, the 2010 Labour Code of Georgia, the 1997
Law of Georgia on Healthcare, the 2007 Law on Protection of Population and Territory from Natural and Technogenic
Emergency Stuations, the 2005 Law of Georgia on Fire Safety and certain other laws, including international
agreements of Georgia, as well as rules and regulations promulgated thereunder.

These laws require that, among other matters, employers provide their employees with adequate information regarding
the risks related to labour safety, including rules regarding the use of hazardous equipment, implement safety and
emergency procedures and preventive measures designed to ensure safe operations of facilities and equip their
employees with protective equipment. An employer may be liable to compensate their employees fully for damages
resulting from performance of work dutiesif such damagesisincurred as aresult of the employer’s fault.

In addition, where a building is associated with the production, storage or supply of energy, or power, or inflammable,
explosive, poisonous or toxic substances or is otherwise considered excessively dangerous, the Civil Code of Georgia,
No. 786, dated 26 June 1997 (as amended) (the “Civil Code”) in certain cases imposes a higher standard of liability due
to the increased danger. Those undertaking such activities are required to pay compensation if a potential hazard
materialises and results in death, injury or disability of an individual or damage to a thing. The same liability is
imposed on possessors of inflammable, explosive, poisonous, toxic or other hazardous substances when there is an
increased danger associated with these substances. Such liability is imposed regardless of fault on the part of the
possessor of such substances or activities. This liability is not triggered if the damage occurred as a result of a force
majeure except in cases where the damage was as aresult of an accident involving electricity transmission lines (cables)
or damage to oil, gas and water supply systems.

In addition, the Civil Code provides that the possessor of transportation facilities used in the carriage of passengers or
cargo are obliged to pay compensation if the operation of such transportation assets results in the death, bodily injury or
disability of an individual, or damage to a thing, except in cases where the damage occurred as a result of a force
majeure. This gtricter liability is envisaged in respect of the operators of aircraft, which may be held liable even for
damages outside their control.

Procurement

As a genera rule, the procurement of goods and services by companies that are more than 50 per cent. owned by the
State, such as the Company, is subject to the supervision of the State Procurement Agency in accordance with the Law
of Georgia on State Procurement, No. 1388, dated 20 April 2005 (as amended) (the “Law on State Procurement”) and
other applicable regulations. The Government has the authority to adopt special procurement rules for state-owned
companies permitting such companies to deviate from the general procurement rules set out in the Law on State
Procurement. Currently, by virtue of Resolution N° 14 of the Government of Georgia on Approval of Special Rules on
Procurement of Services and Goods for Georgian Railway LLC, dated 18 January 2012 (as amended) (the
“Procurement Regulation), the activities of the Company are subject to specia procurement rules, save for the
procurement of construction services, which continue to be regulated by the Law on State Procurement. The
Procurement Regulation, if not further extended, will expire on 15 January 2014.

Procurement rules under the Procurement Regulation

Typically the Company purchases goods and services by means of a tender. The Company is also entitled to use the
price quotation system if (x) the anticipated price of the goods or services is less than GEL 100,000 or (y) approved by
the Board of Directors. Goods and services may also be procured based on negotiations with a single supplier if (i) the
anticipated price of the homogenous goods or services does not exceed GEL 50,000; (ii) the delivery of goods or
services is an exclusive right of the supplier in question; (iii) the procurement relates to the service of a car of no more
than five years in age (with warranty coverage), spare parts or lubricants needed for such services; (iv) the purchased
goods are substituted by new ones having the same or improved parameters; (v) for the maintenance of quality and use
of the goods or services, it is necessary to contract with the same supplier or subcontractor for goods and services,
unless the anticipated price is more than the price initially paid; or (vi) the board of directors resolvesto do so. Tenders
are to be conducted by a tender commission, which is created by the Board of Directors. Members of the tender
commission are employees of the Company. The Procurement Regulation is annexed by the list of goods and services
specific to the Company’s sphere of business. In the case of a procurement of goods or services where the Company is
required to incur expenditure over more than one year, the Company is required to obtain the approval of the
Supervisory Board.
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Procurement rules under the Law on State Procurement

The Law on State Procurement provides that the primary modes of state procurement are electronic tender and
simplified electronic tender. The State procurement can also be performed by simplified procurement which is
applicable only in certain limited circumstances. The Law on State Procurement provides for simplified procurement
where, for example, the list includes, but is not limited to: (i) delivery of goods or services is an exclusive competence
of one person and there is no aternative; (ii) there is an emergency, in which case the goods or services procured shall
not exceed the volumes necessary for dealing with the state of emergency; (iii) in order to maintain the quality and use
of the goods and servicesit is necessary to contract with the same provider, unless the anticipated price is more than the
price of initial delivery; (iv) procurements determined by respective acts of the President and/or the Government for
unimpeded implementation of events having social and state significance; (v) one or more vehicle or computer is
substituted with one or more vehicle or computer of the same or improved parameters; or (vi) the procurement is related
to state representation.

The Procurement Regulation grants a degree of flexibility to the Company throughout the procurement process as
negotiations with one person not considered to be procurement by the Law on State Procurement and based on the
Procurement Regulation, the Board of Directors can exercise wide discretion throughout the process of choosing the
mode of procurement.

Disposal of Fixed Assets

As the State is the magjority shareholder of the Company, the Company must comply with Order No. 1-1/1732 of the
MESD, dated 29 October 2010 (the “Disposal Rules’), which regulates the disposal of fixed assets in the capital, or on
the balance sheet, of companies, which are more than 50 per cent. owned by the State. Under the Disposal Rules, fixed
assets can be disposed of through one of the following methods: (a) a write-off from the balance sheet; (b) the transfer
under “temporary charged possession” (for example: rental); (c) sale; and (d) a withdrawal of fixed assets from the
capital of a company or the contribution of such assets to the capital of another entity. Management is also entitled to
use other methods of disposal as provided for in the Civil Code of Georgia, provided that the prior approval of the
Board of Directors (acting on the approval of the Supervisory Board) and the EMA (which will co-ordinate with the
MESD) are obtained.

A write-off of assets is executed by the Management through the internal commission of the Company except in cases
where (i) immovable property is written off, and (ii) the value of the residual balance of the written-off assets exceeds
10 per cent. of the value of the residual balance of the Company’s overall fixed assets, which requires the approval of
the EMA.

A transfer of fixed assets under “temporary charged possession” is executed through an auction based on a decision of
the Management except in cases where (i) the area of the immovable property exceeds 50 sg/m and/or 10 per cent. of
the entire area, and (ii) the value of the residual balance of the movable assets exceeds 5 per cent. of the value of the
entire residual balance of the Company’s assets, which require the approval of the EMA. The consent of the MESD is
also necessary in cases of adirect transfer of fixed assetsif any auction is not held.

A sale (through or without auction), “temporary gratuitous transfer” (i.e., transfers to a third party for no remuneration)
and withdrawal from or contribution of the fixed assets to the capital of another entity requires the approval of the EMA
and the MESD. The rules regarding the disposal of fixed assets through an auction (public and electronic), which are
applicable to State property are equally applicable to the disposal of the fixed assets of the Company.

Electricity Supply

The Company is a qualified user entitled to participate in the wholesale trade of electricity in accordance with the Law
of Georgia on Electroenergetics and Natural Gas, dated 27 June 1997 (as amended, the “Law on Electroener getics
and Natural Gas’) and the Decree N° 77 of the Ministry of Energy of Georgia on Approval of Electricity (Capacity)
Market Rules, dated 30 August 2006 (as amended) (the “Market Rules’), which require, among other things, the
registration of qualified users with ESCO.

To register, the applicant must submit the following documentation to ESCO: (i) the standard form application

approved by ESCO; (ii) an excerpt from the entrepreneuria registry; (iii) a copy of the license, if the applicant is a
licensee; and (iv) technical documentation confirming connection to the electricity grid.
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Extra requirements may apply depending on the status of the applicant. Thus, direct customers, such as the Company,
must also present documents confirming that during the last twelve months preceding the date of application they have
consumed the requisite levels of electricity or, if the applicant did not consume that level of eectricity, documentation
confirming possession of an electricity grid with a capacity commensurate to required levels of electricity.

Having the status of a qualified user obliges the Company to install, repair and have equipment ready for use by, and to
provide information to, ESCO.

Other
Contracting

Pursuant to Resolution N° 139 of the Government of Georgia on Certain Measures Related to Conclusion of Contracts
with Foreign Counterparties, dated 11 May 2010 (as amended), State-owned companies are required to submit draft
contracts that they intend to conclude with foreign counterparties for review and approval by the Government before
conclusion if such contracts are considered to be in the public interest and if such contracts envisage the choice of
foreign law as the governing law of such contract or the submission of dispute to international arbitral panels or foreign
courts. Also, in the case of termination of such contracts, State-owned companies are required to submit alegal opinion
assessing the legal risks of termination to the Government prior to termination of the contract.

In addition, under the charter of the Ministry of Justice of Georgia, companies which are more than 50 per cent. owned
by the State, are required to submit draft contracts to the Ministry of Justice for the purposes of ensuring compliance
with Georgian Laws if such contracts envisage the submission of the State-owned company to international arbitral
panels or foreign courts.

Communications

The Company holds a licence to use numeric resources and is subject to regulation by the Georgian National
Communications Commission in accordance with the Law of Georgia on Electronic Communications No.1514, dated 2
June 2005 (as amended).

Natural Resources

Activities relating to the exploration and extraction of minerals are subject to licensing. Licences can be issued either
for (i) the extraction of mineras; or (ii) the exploration and extraction of minerals (a so-called combined license on
exploration and extraction). These licences are issued through a public auction organised by the Agency for Natural
Resources, a legal entity of public law existing under the Ministry of Energy and Natural Resources. The Company
holds a number of mineral use licences and is responsible for compliance with their respective conditions as enforced
by the Agency for Natural Resources.

Rail Safety

As at the date of this Prospectus, the Company operates under a “self-regulation” policy in respect of rail safety. The
Railway Code delegates safety regulation to the Company. Accordingly, the Company has developed and implemented
its own safety policies. See also “—Environment”.

The Company experiences minor derailments from time to time, often due to technical faults in the rolling stock
(sometimes owned by other railway companies). These derail ments occasionally result in damage to the railtrack or il
spillages, which can cause environmental damage in the area proximate to the derailment. All such derailments are
reported to the appropriate governmental authorities. In July 2011, the Company experienced three freight train
derailments that involved the derailment of loaded tank cars. See “Risk Factors—Risks Related to the Company’'s
Business—A major accident, derailment or other incident could result in loss of the Company’ s rolling stock, disruption
to services, environmental remediation costs and damage to the Company’ s reputation” and “ —Environment”.
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In the period since 1 January 2008, the Company has experienced five employee fatalities, all of which were determined
by the Company to have resulted from safety violations on the part of the employee concerned. As a result, the
Company did not incur any liability with respect to these accidents. In the same period, the Company has experienced
four derailments (onein April 2010 and threein July 2011).

Subsidiaries and Affiliates
The following are subsidiaries through which the Company undertakes its other activities:

e Railway TransContainer LLC: Railway TransContainer LLC is a Georgian limited liability company, wholly
owned by the Company, established in October 2009. Its corporate objective is to help strengthen the
Company’s presence in the container transportation market, primarily through the creation of necessary
infrastructure, such as container terminals, and to promote the containerisation of the Caucasus corridor. To
foster this containerisation, Railway TransContainer LLC has built and currently operates the Thilisi Container
Terminal. See“—Freight SBU—Freight Composition”.

e Georgian Railway Construction JSC: Georgian Railway Construction JSC is a Georgian joint stock company,
wholly owned by the Company, established in December 2009. Its corporate objective is to carry out certain
construction projects for the Company and its subsidiaries. Pursuant to the subcontract between GRC and the
joint venture formed by China Railway 23 Bureau Group Co. Ltd. and JSC Khidmesheni (the “Bypass
Project Design Contractor”), GRC has been nominated as the subcontractor to the Bypass Project Design
Contractor in respect of certain construction works relating to the Bypass Project.

e Railway Property Management LLC: Railway Property Management LLC is a Georgian limited liability
company, wholly owned by the Company, established in July 2009 to maximise value for the Company from
its remaining non-core, obsolete or under-performing property assets, such as land, depots and stations not
currently in use. In February 2012, the Company invested an additional GEL 13 million in this subsidiary. On
6 April 2012, the Company transferred to the State the partially constructed Batumi Tower, which was a
project of Railway Property Management LLC. See “Factors Affecting the Company’s Results of Operations
— Disposals and write—off of certain assets’.

e Borjomi Bakuriani Railway LLC: Borjomi Bakuriani Railway LLC is a subsidiary of Railway Property
Management LLC. It owns a narrow-gauge tourist branch line that runs between two resort towns and uses a
different gauge than the Company’s other railtracks. See “—Business Operations— nfrastructure SBU”.

Until May 2010, Railway Telecom was a wholly owned subsidiary of the Company. With effect from 24 May 2010,
the Company transferred its shares in Railway Telecom to the MESD. In exchange, the MESD agreed to contribute
cash or in-kind property with a value of GEL 6.8 million, the fair value attributed to the Railway Telecom shares. In
November 2011, the Company and the MESD acknowledged that the MESD had made such in-kind contributions,
thereby fulfilling its obligation in connection with the transfer of Railway Telecom.

In October 2010, the Company sold, by way of an auction, its 25 per cent. stake in Chitakhevi, a company engaged in
the operation of a HPP, to JSC EnergoPro Georgia pursuant to a share sale and purchase agreement. The sale price was
GEL 6.3 million.

In November 2011, the Company transferred its shares in JSC Nenskra, a wholly owned subsidiary of GRC, to the
State, which, in turn, transferred these shares to the PF. JSC Nenskra has the rights and obligations in respect of the
construction of a HPP on the Nenskrariver. The book value of the transfer was approximately GEL 6.2 million.

In line with its strategy to focus on its core business activities, the Company may consider disposing of subsidiaries that
it believesto be non-core at an appropriate time.

Property
The Company has a number of real estate assets, including buildings and land, related to the infrastructure required to
operate the railway. The Company has entered into a contract with a state-owned security service company that

provides security services throughout the Company’s network, including at stations, tunnels and bridges and on its
trains. See aso “—nsurance”.
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Buildings

As at 31 December 2011, the Company and its subsidiaries owned 2,851 structures, approximately 1,611 of which were
stand-alone buildings and the remainder of which were other constructions, such as platforms. As at the same date, of
the stand-alone buildings, approximately 139 were passenger stations, 246 were passenger support structures (such as
open-air shelters and retail shops), 240 were for luggage or freight storage and 435 were administrative or residential
buildings. In particular, the Company owns its headquarters building in central Thilisi, which has a total area of
approximately 17,520 square metres, and, as at 31 December 2011, owned the Central Thilisi Station, with atotal area
of approximately 54,850 sguare metres. In March 2012, the GMS approved the withdrawal of the Central Thilis
Station and certain land plots from the Company’s capital to the State, although the Company retains aright of use over
that portion of the Thilisi Central Station necessary for the Company’s operations. See “Management’ s Discussion and
Analysis of Results of Operations and Financial Condition—Factors Affecting the Company’ s Results of Operations—
Disposals and write-offs of certain assets’.

The Company generates some revenue from leasing space to third parties, including at the Central Thilis Station. The
Company’s subsidiary, Railway TransContainer LLC, has built and currently operates the Thilisi Container Terminal,
which has atotal area of approximately 42,100 square metres.

Land

As at 31 December 2011, the Company and its subsidiaries held title to 4,925 hectares of land, comprising al of the
Company’ s and its subsidiaries’ total land in use, principally in and immediately around its right-of-ways.

The Company intends to transfer approximately 70 hectares of land that it owns in central Thilisi to the State once the
Bypass Project is completed, assuming that the State reimburses the Company for its share of the project costs, as
contemplated by the Bypass Project Memorandum. See “—Bypass Project” and “Risk Factors—Risks relating to the
Company’s business—Current and future projects designed to improve the Company’s infrastructure, including the
Modernisation Project and the Bypass Project, are still in the early stages of implementation and may be subject to
delays or, in relation to the Modernisation Project and the Bypass Project, higher than anticipated costs’.
M oder nisation Project
The Company engaged SY STRA and SNCFI in early 2010 to prepare a full-scale feasibility study and an initial design
study for the Modernisation Project. Based on the results of these studies, the Company began incurring costs for the
project in September 2010. The key objectives of the Modernisation Project are:

e optimising freight and passenger traffic;

e optimising stations, depots and infrastructure;

e optimising freight and passenger rolling stock;

e reducing operational expenses;

e improving operational safety;

e improving social and environmental safety;

e increasing train speeds; and

e introducing aclear and defined maintenance programme.
The Modernisation Project has an estimated capital expenditure of CHF 389.7 million (GEL 692.9 million), of which
CHF 297.1 million (GEL 528.2 million) remained outstanding as at 31 December 2011. The Company expects to
complete the project by 2016. The Company expects to continue to fund the project through a combination of the
proceeds from the 2010 Notes and itsinternal cash flows.
The Modernisation Project focuses primarily on the mainline that runs from Thilis to the Black Sea, in particular to the
terminals at Poti and Batumi. As part of the project, the Company intends to modernise the railroad and electric supply

infrastructure between Thilis and Batumi (315 kilometres), including the 40-kilometre mountainous gorge region in
Central Georgia, with the aim of achieving passenger train speeds of 80 km/h on the gorge section and 120 km/h on the
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rest of the mainline, as compared to current average speeds of approximately 55 km/h in the gorge section and
approximately 65-90 km/h on the rest of the mainline.

One of the key aims of the Modernisation Project is decreasing the track gradient in the gorge section. Management
believes that a flatter gradient will reduce wear and tear on wheels and tracks, decreasing the need for extralocomotives
in that section, and reducing extra stops to cool the brakes on the trains. In addition, the Company plans to make
improvements to tunnels, bridges and level crossings and procure new rolling stock. As aresult of the Modernisation
Project, the Company expects diminished maintenance costs and an extended life-cycle of certain of its infrastructure
assets, and management estimates that completion of the Modernisation Project may result in savings in operating costs
of up to 40 per cent. as compared to 2008-2010 total operating costs in the areas affected by the Modernisation Project.

The Company has completed the purchase of substantially all equipment and materials necessary for the parts of the
Modernisation Project, which the Company isimplementing with its own resources. The tendering process for the work
on the gorge section has already been completed and work on the gorge section has begun. Modern rails and electric
supply infrastructure have already been installed on a 140 kilometre section of the line. In addition, the Passenger SBU
has to date achieved speeds of 120 km/h on a 103 kilometre section of the main line, and it expects to be able to achieve
that speed on a further 50 kilometre stretch by the end of 2012. The Modernisation Project is planned to take place in
stages, thereby increasing the Company’ s flexibility.

Baku-Thilis—K ars Railway Venture

In February 2007, the governments of Georgia, Turkey and Azerbaijan signed an agreement in connection with the
congtruction of a new railway connection linking Azerbaijan, Georgia and Turkey (the Baku-Thilisi-Kars project).
Construction began in 2008 and is expected to be completed in 2013.

In connection with the construction of the new railway connection linking Azerbaijan, Georgia and Turkey (the Baku-
Thilisi-Kars project), the existing Marabda-Akhalkalaki rail line, which was a secondary line in need of refurbishment,
was withdrawn from the capital of the Company and contributed by the State to a project-related special purpose entity
established and owned by the Government. The specia purpose entity obtained a U.S.$775 million loan from the
government of Azerbaijan to finance the rehabilitation of the existing Marabda-Akhalkalaki line and the construction of
the connecting line from Akhalkalaki to the Turkish border. The Company has been granted the exclusive right to
operate the Georgian portion of the new line.

It is expected that after completion of the project, the line will be maintained by a separate entity, which is expected to
be a 50:50 joint venture between Azerbaijan Railway and the Company, although it is possible that Azerbaijan will
become a member of the existing special purpose entity. It is expected that the joint venture shall be operational until
the loan from the Azerbaijani government has been repaid and that the entity owning the line will charge the Company
for access to the line not owned by the Company, but no charging scheme has been determined yet. Management
expects that the Company will be able to set tariffs on the Georgian portion of the line.

The Baku-Thilisi-Kars project will effectively open a new rail-only corridor from the Caspian Sea to Europe via
Turkey, eventually excluding the need for sea transportation once the planned rail tunnel under the Bosporus Strait in
Istanbul is complete. The Baku-Thilisi-Kars project could also open a North-South rail corridor linking Russia to
Turkey. Thisline will transport both freight and passengers and is expected to provide an aternative freight transport
route to routes that transit through Iran. Management believes thisline will be an important driver of future incremental
transport volumes, particular containerised cargo, although, asit is a new route, management believes it may take time
to attract significant volumes. Based on current cargo flows and assuming operations on the line commence as
scheduled, management believes that, by 2015, the Company will be able to re-route at least two million tonnes of
existing cargo flows (principally dry cargo currently transported by truck) with an overall increase in transportation
capacity of fiveto 15 million tonnes between Turkey, the Caucasus, Russia and Central Asiato this route.

Management believes that increasing trade between Turkey and Central Asia provides it with a significant opportunity
to capture trade flows, particularly raw materials imported into Turkey from Central Asia and finished goods exported
by Turkey. With respect to Turkey-Russian trade, management believes there is an opportunity to capture additional
volumes, particularly of dry cargo, that are currently shipped via Iran or the Russia-Black Searoute.

Bypass Project
In late 2008, the Municipality of Thilisi proposed the Bypass Project to the Company, through which certain railway
infrastructure components would be moved from the centre of Thilisi to the northern part of the city, and freight and

passenger trains would no longer transit through central Thilis. The Municipality of Thilis (the “Municipality”)
believed that its proposal would provide a number of benefits to the Municipality, including helping alleviate future
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environmental and safety concerns and, because the move would make available commercially valuable land in central
Thilisi, fostering economic improvements and job growth in the city.

After studying the proposal, the Company agreed to undertake the Bypass Project as the Company believed the project
would also provide it with a number of benefits. These benefits included the receipt of proceeds from potential sales of
land in central Thilis and re-routing operations that raise potential environmental and health and safety concerns away
from the densely populated city centre.

The bypass railroad comprising part of the Bypass Project is expected to feature double track and involve the
congtruction of 30 km of new railway lines and the reconstruction of 10 km of the existing railway line. All existing
passenger trains (except one summertime train from Yerevan (Armenia) to Batumi, which aready bypasses Thilisi)
terminate at the existing central passenger station in Thilisi. As part of the Bypass Project, the Thilisi Central Station is
to be closed, and passengers will instead be required to disembark at one of the other two existing Thilisi stations, one
for west-bound traffic at Didube and the other for east-bound traffic at Navtlugi, which are connected by an existing
public metro line. Upon completion of the Bypass Project and the closing of the central station, the Company
anticipates that the Existing Railway Land will become available for sale and development. The Company commenced
the construction tender process for the Bypass Project in December 2009 and began incurring costs for the project in
November 2010. Management is working with contractors to determine a projected completion date for the Bypass
Project.

The Government contributed approximately 182 hectares of land for the Bypass Project in 2010 and 2011, with a value
of approximately GEL 33.1 million, to the Company. This land comprised approximately 40 per cent. of the land
required to support the bypass railroad and related assets. The remaining approximately 60 per cent. of the land was
acquired by the Company in 2010, 2011 and up to 31 March 2012 from private owners pursuant to a resettlement action
plan (this land, together with the above-mentioned land contributed by the MESD, the “Future Railway Land”). The
total cost for the purchases of land and related assets from private owners was approximately GEL 27.4 million.
Implementation of the resettlement action plan was completed in mid-2011.

In April 2012, the Company and the Government, represented by the Ministry of Finance and the MESD, entered into
the Bypass Project Memorandum in respect of the Bypass Project (as defined below). The Bypass Project Memorandum
creates a set-off mechanism for the Company to be reimbursed by the State for the Company’s future expenses in
relation to the Bypass Project out of dividends that would otherwise be payable to the State in respect of its sharesin the
Company and in exchange for the transfer, by the Company to the State, of the Existing Railway Land. The amount to
be reimbursed to the Company does not cover an instalment of CHF 36.1 million due to be paid by the Company to its
contractor in 2012 and is subject to an aggregate cap of CHF 138.0 million. In May 2012 and to date in June 2012, the
Company paid to its contractor approximately GEL 20.4 million (CHF 11.9 million) and GEL 5.0 million
(CHF 2.9 million), respectively, of the CHF 36.1 million not covered by the reimbursement obligations and the balance
shall be paid by the Company out of its existing cash flows upon the completion of the corresponding work by the
contractor. If the dividends payable to the State are insufficient to cover the reimbursable expensesin full, the Company
has the right to retain a pro rata ownership interest in the Existing Railway Land.

Electricity Supply

Approximately 94 per cent. of the Company’s railway network is electrified. Until September 2011, the Company
procured most of its electricity in the open market. In September 2011, the Company signed the Electricity Contract
with EnergoPro Georgia. Management estimates that the electricity EnergoPro Georgia is obligated to deliver under
this contract will satisfy almost 90 per cent. of its total electricity requirements. The Electricity Contract has a term of
ten years, subject to early termination by the Company on each anniversary on one month’s prior written notice or by
either party in the circumstances permitted under Georgian contract law. In connection with this contract, the Company
also entered into a lease agreement, through which a number of electricity substations are leased to the Company, and a
transit energy supply contract through which EnergoPro Georgia may supply electricity through energy assets in the
Company’s possession for a fee. The contract will also be automatically terminated in the event that the lease
agreement or transit energy supply contract are terminated. The Electricity Contract fixes tariffs for five yearsin line
with the upper threshold currently contained in Resolution No. 33 of the GNERC, subject to certain circumstances in
which these tariffs can be increased. From 2016, tariffs will be applied in accordance with any increased tariffs set by
resolutions issued by GNERC.

Other Procurement

Aside from electricity, the Company’s principal purchases are fuel, metal, principally in the form of sted for rails, and
freight locomotives and rolling stock.
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The Company purchases its fuel (principally diesel fuel for its locomotives) at spot rates from the successful bidder of
the Company’ s annual tender for fuel suppliers.

In 2010, the Company signed a long-term contract for the purchase of rails, which management estimates will account
for nearly all the rails needed for the Modernisation Project. The price for the rails was a fixed spot price that enabled
the Company to mitigate the risk of price increases for what is one of the largest cost components of the Modernisation
Project.

The Company purchases its freight locomotives and rolling stock largely from domestic factories. In addition, there are
a number of non-Georgian suppliers in the industry from whom the Company believes it could acquire rolling stock.
Following the completion of a tender process, the Company’s passenger trains are to be supplied by a Chinese
manufacturer, CSR Narjing Puzhen Rolling Stock Co. Ltd.

Employees and Pensions

The following table sets forth the distribution of the Company’ s employees, by business unit, as at the dates indicated:

Asat 31 December

2011 2010 2009
450 415 500
5,302 7,028 6,279
5,643 5,029 6,344
1,668 1,760 1,874
164 103 103
TOLAL oottt 13,227 14,335 15,100

(1)  Asat the date of this Prospectus, 2.8 per cent. of the Company’s employees were aged under 25 years, 17.8 per cent. were aged between 25
and 34 years, 22.0 per cent. were aged between 35 and 44 years, 31.9 per cent. were aged between 45 and 54 years and 25.6 per cent. were aged 55
years and over.

The Company is the largest corporate employer in Georgia and creates additional employment in related industries,
such as railcar manufacturing. The Company has experienced no material labour disputes or strikes and believes
employee relations to be good. As the date of the Prospectus, the Company does not have any collective bargaining
agreements with its employees or a trade union, although the Company has in the past been party to arrangements with
the Railway Workers Trade Union of Georgia. See “—Legal Proceedings’. Employees may join atrade union if they
wish.

The average monthly salary (including bonuses paid) of the Company’s employees was GEL 668 for each of the three
month periods ended 31 March 2012 and 2011 and GEL 656 for the year ended 31 December 2011, GEL 630 for the
year ended 31 December 2010 and GEL 578 for the year ended 31 December 2009. The Company has aso
implemented the New Bonus Scheme, a performance-based bonus plan tied to the implementation of strategic projects
and the economic value added by the relevant SBU. Determination of economic value added is based on various
measures, including the Company’s estimated cost of capital, which is determined by the Company periodically from
factors such as estimates of risk free capital rates, market premium and peer group comparisons. The New Bonus Plan
applies to all staff, including senior management. In addition, in 2010, the Company introduced a new loyalty
programme according to which outstanding empl oyees receive various rewards.

The Company does not maintain a private pension fund and, accordingly, has no unfunded or other pension liabilities.
Although private pension funds are permitted in Georgia, there is also a state pension scheme of which the Company’s
employees are members. The Company withholds 20 per cent. of each employee’s salary as a personal income tax and
pays this amount to the State. A part of this income tax is apportioned by the State to fund the state pension scheme.
Pensions are then paid directly by the State to the employees. In addition to their salary and any bonuses, employees
and their family members receive private health insurance from the Company.

See “ Shareholders and Management” for further details relating to the Company’ s management.

Infor mation Technology

The Company requires advanced information technology systems and software to ensure the smooth operation of its
sophisticated logistics, dispatch and rolling stock- and freight-tracking services. Most of the Company’s software and

information systems are developed in-house to meet the specific demands of the Company. These systems include a
centralised billing and electronic document management system used for document handling for freight transportation;
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an automated system that monitors and controls rolling stock in real time; software designed to monitor movements of
containers, railcars and trains in stations; a ticket sales and accounting system for passenger transportation; and a
centralised multi-module software for internal bookkeeping, which improves internal processing of initial accounting
documents with electronic signature authorisations, for financial and tax accounting, budgeting and treasury operations.

The Company generally utilises hardware from Hewlett-Packard Company and Cisco Systems, Inc. Its software
platform is based on the 1C:Enterprise platform from 1C:Enterprise (“1C”"), a Russian-based developer. This platform
may be customised for the Company’s local financial and operational environment, as well as for specific modules and
procedures that the Company may wish to oversee.

The Company has three operating serversin use at al times, including a main server, a substitute server and a back-up
server with a real-time link to the main server. All operations at the head office and throughout the organisation are
connected on a real-time basis and management estimates that there is a delay of between seven and 27 seconds in the
transfer of data from the main server to the back-up server. The Company’s billing database is backed-up on a daily
basis, while its “1C" accounting system is backed-up on a monthly basis. The Company does not, however, have any
off-site back-up system for data protection.

Whilst the Company’s management believes that the Company’s current systems are sufficient for the Company’s
current needs and are scalable to support the expected growth in the Company’s operations, a top priority of the
Modernisation Project is aimed at improving and upgrading the Company’s IT systems to state-of-the-art technologies
in line with the Company’ s current and expected business activities.

Intellectual Property

The Company’s name, “Georgian Railway” (in Georgian: “ULado®mggaml H3060a%s”; in Latin script “ Sakartvelos
Rkinigza') and its logo, shown on the front cover of this Prospectus, are trademarks, which the Company has registered
with “ Sakpatenti”, the State authority with whom trademarks and patents are registered in Georgia. The Company also
maintains a corporate website, and the right to this website’s domain name is owned by the Company. Management
believes that the Company has taken all appropriate steps to be the rightful owner of, or be entitled to use, al of the
intellectual property rights necessary to conduct its core business.

Environment

The Company is subject to various environmental protection and occupational health and safety laws and regulations
relating to protection of the environment and protection of human health and safety in Georgia. The Company’s
Environmental Protection Unit is responsible for overseeing the Company’s compliance with any such applicable
environmental and health and safety laws and regulations, which are promulgated by the Ministry of Environment
Protection. This unit is also responsible for the planning, implementation, monitoring and execution of the Company’s
environmental strategy and any contingencies that may occur from time to time. The Environmental Protection Unit,
which isa sub-division of the Traffic Safety Department of the Infrastructure SBU, is staffed by ten employees.

Pursuant to applicable Georgian environmental laws and regulations imposed by the Ministry of Environment
Protection, the Company is required to remediate, though clean-up and rehabilitation works (such as through repairing
damaged assets or objects), any environmental damage caused by its operations. In order to comply with such
obligations, the Company has specially designed rolling stock, known as “repairing trains’, equipped to carry out
environmental remediation work. In July 2011, the Company experienced three freight train derailments; the Company
does not believe that any significant environmental damage resulted from the related spills. The Company has not
experienced any material claims relating to environmental pollution. See “Risk Factors—Risks Related to the
Company’s Business—Failure to comply with applicable environmental and health and safety laws and regulations
may give rise to significant liabilities” and “Risk Factors—Risks Related to the Company’ s Business—A major accident,
derailment or other incident could result in loss of the Company’s rolling stock, disruption to services, environmental
remediation costs and damage to the Company’ sreputation”.

Insurance

The insurance industry in Georgia is in a developing state and many forms of insurance protection common in other
parts of the world are not yet generally available. Moreover, to the extent insurance may be available to the Company
outside Georgia (if at al), based on statistics relating to past failures on the railway, the Company does not believe it
would be cost-effective to purchase insurance services for its infrastructure assets and, accordingly, in common with
other State-owned enterprises, the Company does not have any insurance coverage for its infrastructure and other
assets, business interruption, or third-party liability in respect of property or environmental damage arising from
accidents on the Company’s property or relating to the Company’s operations. In addition, the Company does not
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maintain insurance for terrorism or war risk. The Company’s customers typically purchase insurance covering the
cargo transported by the Company.

The Company does maintain health insurance covering its employees and their families. As part of its contract for
security services, the Company is compensated for stolen or damaged assets or goods as a result of actions such as
vandalism, theft or sabotage. See “—Property”. As at the date of this Prospectus, the Company is considering
procuring directors and officers liability insurance and is in the process of obtaining proposals from various insurance
companies.

Legal Proceedings

The Company is, from time to time, subject to legal proceedings and other investigations in the ordinary course of its
business. Additionally, the Company is, or has been, subject to the disputes described below.

Large Taxpayers | nspection

In November 2005, the Large Taxpayers Inspection issued an order levying additional income taxes to be paid by the
Company in respect of the period from 1998 to 2003. Such additional income tax amounted to approximately GEL 13
million and was deducted by the Large Taxpayers Inspection from the Company’s accounts. The Company disputed
this additional income tax on the grounds that (i) there had been a previous tax amnesty relating to the period in
question, and (ii) the claim for tax for 1998 was outside the period prescribed by the statute of limitations. Following a
number of rulings by the first and second instance courts and the Court of Appeal, on appea by the Company to
Cassation, the Supreme Court annulled the order and ruled that the Revenue Service, which has assumed the role of the
Large Taxpayers Inspection, should reconsider the matter and issue a new administrative act according to which the
amounts deducted in respect of the additional income tax shall be returned to the Company. Following the resolution of
this dispute, the Revenue Service has transferred approximately GEL 13 million to the Company’ s account.

Batumi Oil Terminal

In 2005, the Company commenced proceedings against Batumi Oil Terminal Ltd. in the Thilis City Court. The
Company and the Batumi Oil Terminal Ltd. entered into a contract in 2002 relating to the use of the Company’s freight
railcars. Batumi Oil Terminal Ltd. has, in turn, concluded a number of contracts with end-customers through which
their cargo is transported using the Company’s freight railcars. Pursuant to the contract between the Company and
Batumi Oil Terminal Ltd., the latter is liable for additional fees for the use of the Company’s freight railcars by third
parties beyond the period contractually provided for. The Company’s claim relates to approximately GEL 14 million in
such additional feesthat have accrued. The claimiscurrently being considered by the Thilisi City Court.

Railway Workers Trade Union

In July 2010, the Railway Workers Trade Union, an affiliate of the Georgian Trade Unions Confederation, filed a claim
with the Thilisi City Court appealing the Company’ s decision to suspend the direct transfer of that portion of each union
members’ salary constituting trade union membership fees to the Railway Workers Trade Union. The direct transfer of
such fees was contemplated in the agreement entered into between the Company and the Railway Workers Trade Union
in April 2006 (the “RWTU Agreement”) and the Railway Workers Trade Union alleges that the suspension of such
transfer violates this agreement. Management, however, believes that there has been no such violation, as the RWTU
Agreement was terminated in accordance with Georgian law following a failure of the parties to agree on amendments
to the RWTU Agreement in July 2010. The RWTU Agreement provided for its reaffirmation or amendment by the
parties on an annual basis and, accordingly, upon a failure of the parties to reach agreement, the RWTU Agreement
automatically terminated in accordance with its terms and Georgian law. In November 2010, the Thilis City Court
ruled in favour of the Company and found no basis on which to question the Company’s suspension of the direct
transfer of union membership fees to the Railway Workers Trade Union. The Railway Workers Trade Union appealed
this decision, but did not meet the deadline for the payment of the Court’s fees. Accordingly, in January 2011, the
Thilisi City Court refused to commence second instance proceedings and there are no ongoing proceedings in the
Georgian courtsin relation to Railway Workers Trade Union’s claim. Management maintains that there is no basis for
the Railway Workers Trade Union’s claim and that its employees are free to transfer any part of their salaries to any
organisation at their discretion. The Company’s employees are also free to be members of any trade union. See “—
Employees and Pensions’.
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SHAREHOLDERSAND MANAGEMENT
Shareholders

The Company is wholly owned by the State, both directly and indirectly through the PF. 74.5 per cent. of the State’s
shares in the Company are held directly by the State and controlled by the EMA, which represents and acts on behalf of
the State in respect of the Company, other than in respect of any decision to sell or otherwise dispose of the shares of
the Company, which is reserved to the MESD. The remaining 25.5 per cent. of the shares of the Company are held by
the PF, which itself iswholly owned directly by the State.

Whilst nominally under the control of the MESD, which approves the statute of the EMA and appoints its chairman, the
EMA has semi-independent status by virtue of its standing as a separate legal public entity. The EMA’s budget is
entirely financed by the State Budget and does not benefit from any independent funding.

On 27 March 2012, the Parliament of Georgia adopted an amendment to the law on State Property in Georgia whereby
the EMA will be liquidated and all of its powers, rights and obligations will be transferred. Pursuant to further
amendments currently being discussed in Parliament, all of the EMA’s powers, rights and obligations, including EMA’s
ownership interests in the Company and its rights and obligations as a shareholder of the Company, will be transferred
to a new agency, the National Agency for State Property, which will manage state property, including the shares of
state-owned companies. Thistransfer is expected to take place by September 2012.

The PF was established by the Law of Georgia on JSC Partnership Fund for the purposes of promoting investment
activity and economic development and creating job opportunities in Georgia. The Prime Minister of Georgia is the
Chairman of the Supervisory Board of the PF. The other members of the Supervisory Board of the PF are the Ministers
of Justice, Finance, Economy and Sustainable Development and Energy and Natural Resources, as well representatives
of the private sector, mainly bankers and experienced businessmen. The PF is managed by a Chief Executive Officer,
who in coordination with the PF's Chief Investment Officer and several senior investment officers, ensures
implementation of the investment projects approved by the PF's Supervisory Board. The PF is assisted in its activities
by advisory bodies. The PF typically participates in projects as an equity investor, guarantor or through debt financing,
either as a lender or as a guarantor. Currently, the PF's charter capital mainly comprises shares and other ownership
interests that it holds in State-owned companies, including the Company. The State’s role in the management and
operation of the PF is limited to the functions of a shareholder as defined under the Law of Georgia on Entrepreneurs,
the Law of Georgia on JSC Partnership Fund and the PF's charter. According to the PF's charter, the State’s only
obligation, as shareholder, is to ensure that initial contributions to the authorised capital of the PF are made. The PFis
accountable for its activities to the State as its shareholder, which may also request inspections of the PF's business
activities and annual accounts in the event that it considers infringements of its charter and applicable laws to have
occurred.

Due to the Company’s status as a strategically important national asset, the State intends to retain at least 51 per cent. of
the shares in the Company if it decides to sell sharesin the Company in the future.

Overview of the Company’s gover ning bodies

The Company’s governing bodies consist of the GMS, the Supervisory Board and the Board of Directors, the last of
which is responsible for the day-to-day management of the Company. A brief description of each of the GMS, the
Supervisory Board and the Board of Directorsis set out below.

General Mesting of Shareholders

According to the Charter, the Supervisory Board shall convene an annual GMS no later than two months following the
completion of an external audit of the Company.

According to the Charter, the time, place and the agenda of the GMS shall be sent to the Company’s shareholders at
least 20 days prior to the date of such GMS. According to the Charter, the Supervisory Board determines the record
date for the GMS. Shareholders holding at least one per cent. of the Company’s shares should be notified about a GM'S
viaregistered mail.

A quorum for the GMS is established if a meeting is attended by the holders of at least 50.0 per cent. of the voting
shares or their authorised representatives. |If there is no quorum, a new GMS shall be convened with the same agenda
and within the period determined by the Supervisory Board in accordance with the procedures set by the Charter. A
quorum for the new GMS is satisfied if holders of at least 25.0 per cent. of the voting shares or their representatives are
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present. If thereis still no quorum at this new GMS a further new GMS shall be convened and such further GM'S will
be deemed to be quorate irrespective of the number of attending voting shareholders or their representatives.

An Extraordinary GMS (an “EGM ™) shall be convened whenever the Supervisory Board or a shareholder or group of
shareholders holding at least 5.0 per cent. of the shares deems such a meeting necessary. Pursuant to Georgian law,
shareholders who individually or together hold at least 5.0 per cent. of the shares may, not earlier than one month from
the last GMS, request that the Supervisory Board convene an EGM. The Supervisory Board shall convene such
meeting no later than 90 days following the receipt of such regquest.

The GMS is presided over by the Chairman of the Supervisory Board or, in his absence, by the Vice-Chairman or any
other member of the Supervisory Board. In the absence of the members of the Supervisory Board, the GMS is presided
over by the Chief Executive Officer. If none of the aforementioned persons are present, the chairman shall be selected
by the GMS by a simple majority of votes.

All holders of common shares registered with the share registrar as at the record date (to be determined by the
Supervisory Board in accordance with applicable laws) of the GMS shall have the right to attend and vote at the
meeting. Shareholders may be represented at the GMS by a proxy, if issued in accordance with the Charter.

Under Georgian law, a single shareholder holding more than 75 per cent. of the Company’s voting shares would be
entitled to pass a resolution without convening a GMS. However, such entitlement has been disapplied in the
Company’s Charter.

Under Georgian law and the Charter, the shareholders are authorised to pass resolutions on the following issues at a
GMS:

e approving amendments to the Charter (including, without limitation, the Company’s authorised capital and the
Company’slegal name);

e approving mergers, de-mergers or transformations, or the Company’ s liquidation;
o fully or partially cancelling pre-emptive rights upon an increase of authorised capital;

e approving or rejecting Supervisory Board and Board of Directors' proposals regarding the utilisation of profits,
or if these bodies cannot provide ajoint proposal, making a decision about the utilisation of net profits;

e electing and dismissing Supervisory Board members;

e establishing a code of conduct for Supervisory Board members;

e  approving reports of the Supervisory Board and Board of Directors;
e deciding on the compensation of Supervisory Board members;

e deciding on the participation in litigation against members of the Supervisory Board and Board of Directors,
including the appointment of a representative in such litigation;

e deciding on the acquisition (if such transaction falls outside the scope of routine economic activity of the
Company), alienation, exchange, write-off (or such related transactions) or other encumbrance of the
Company’s properties, the value of which is more than two per cent. of the authorised capital of the Company;

e making investments, the value of which separately, or in the aggregate, exceeds one per cent. of the authorised
capital of the Company;

e approving the Company’s annual accounts,
e deciding on other issues provided by law;

e electing the auditors;
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e establishing and liquidating the Company’s subsidiaries and branches;

e issuing or terminating proxies;

e appointing and dismissing trade proxies (procuras) and trade representatives (procurists);
e approving the appointment and dismissal of members of the Board of Directors;

e borrowing funds in excess of one per cent. of the Company’s authorised capital, as at the end of the previous
calendar month; and

e securing the credit and loans taken by the Company or any other person and issuing guarantees or other kinds
of collateral, the value of which exceeds one per cent. of the authorised capital of the Company.

According to the Charter, decisions on al other issues are made by the Supervisory Board and the Board of Directors
within their respective capacities. Resolutions in relation to the above require holders of more than 50 per cent. of the
voting shares attending or represented at the GMS to vote in favour to be passed, save for those matters which require
the votes of 75 per cent. of the shareholders, which include the approval and amendments of the Company’s Charter,
mergers, demergers or transformations, the Company’s liquidation and the full or partial cancellation or pre-emptive
rights upon an increase of authorised capital.

Supervisory Board

In accordance with the Charter, it is the responsibility of the Supervisory Board to supervise the activities of the Board
of Directors.

The tasks and competencies of the Supervisory Board include, but are not limited to:
e supervising the activities of each of the members of the Board of Directors,
e appointing and discharging the Chief Executive Officer and other members of the Board of Directors, subject
to approval of the candidates by the GMS in accordance with the Charter, and devising a code of conduct for
the members of the Board of Directors;

e approving and amending the Company’s policies and other regulatory documents;

e inspecting the Company’s books and property, including, without limitation, inspecting the conditions of the
Company’s cash securities and goods personally or through its members or invited experts;

e requesting reports on the Company’s activities from the Board of Directors (including dealings with its
associated companies and subsidiaries) and reviewing the information provided by the interna audit
department or as a result of external inspections;

e convening an EGM, if necessary and for the benefit of the Company;

e reviewing annual reports and proposals of the Board of Directors relating to the distribution of profits;

e approving the Company’s annua budget; and

e making decisionsin other cases provided by applicable laws.
The Supervisory Board has created an audit committee, a nomination committee and a remuneration committee in
accordance with its charter. The Supervisory Board may decide to create other committees, the composition and tasks
of which will be determined by the Supervisory Board through the adoption of terms of reference. Committees report
their conclusions and recommendations to the Supervisory Board.
The Supervisory Board consists of ten members, including two executive members and two independent members.
Members of the Supervisory Board may be appointed and dismissed at a GMS. Unless otherwise specified at a GMS,
each member of the Supervisory Board is elected for a period of one year. There is, however, no statutory limit as to

the number of occasions on which such appointment may be renewed. The Supervisory Board, as well as each holder
of voting shares, is entitled to propose nominees for election to the Supervisory Board. A member of the Board of
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Directors may also serve as a member of the Supervisory Board simultaneously; however, members of the Board of
Directors may not hold a mgjority of the seats on the Supervisory Board. Meetings of the Supervisory Board are held at
least once per quarter. Each member of the Supervisory Board has one vote and resolutions are passed by a smple
majority of votes and in the case of an equality of votes, the Chairman of the Supervisory Board meeting shall have a
casting vote.

The Supervisory Board shall make determinations as to the independence of the members of the Supervisory Board and
shall state its reasoning if this determination is made notwithstanding certain factors regarding the independence of
members listed in the Charter.

As at the date of this Prospectus, the Company’ s Supervisory Board consists of the following members:

First
Name Age Appointed Current Position
Giorgi Bezarashvili........ccccceueueeee. 40 2009 Chairman of the Supervisory Board
Mikheil Gogishvili.........ccccceeeennee. 45 2010 Deputy Chairman of the Supervisory Board
Irakli Ezugbaia.......cccoovveenieneeennene 34 2011 Member of the Supervisory Board, Chief Executive Officer
Giorgi Gagnidze..........ccoovveieenene 32 2011 Member of the Supervisory Board, Chief Financial Officer
Vladimer Gegelashvili................... 33 2010 Member of the Supervisory Board
Pridon Rukhaia...........c.cccecevueunnnene. 54 2008 Member of the Supervisory Board
Megi Gotsiridze........cccoovvervenenene. 42 2008 Member of the Supervisory Board
Giorgi Ukleba........cccccoovvvviivienanene 41 2008 Member of the Supervisory Board
Clifford S. 188K .....ccccceeivrieecee 55 2011 Member of the Supervisory Board (independent member)
Levan Surguladze..........ccccoeeuenee. 51 2011 Member of the Supervisory Board (independent member)

Giorgi Bezarashvili. Mr. Bezarashvili was born in 1971 and qualified as a Civil Engineer (Water-Supply and
Drainage) from the Technical University of Georgiain 1994. In 1998, he graduated from the College of Government
Officials with a qualification in Constitutional Law and Legidative Activity. He began his career in 1988 as a
technician with the Project Ingtitute Sakagromrecvmsheni. In 1994, Mr. Bezarashvili worked as a Provision Chief at
the Svetitskhoveli Firm. From 1994 to 2002, he worked as a Master of Network for Municipal Production at
Thilckalkanali. In 2002, he worked as a mechanical engineer for Thiltskalkanali LLC Control Dispatching Service.
From 2002 to 2004, he worked as Deputy Chief of the Water-Supply Operation Service at Thiltskalkanali LLC.
Between 2004 and 2008, Mr. Bezarashvili served as a Member of the Georgian Parliament and as Vice-President of the
Committee of Natural Resources and Environment. From 2008 to 2009 he served as Chairman of the Supervisory
Board of the Thilis International Airport. In 2009, Mr. Bezarashvili was appointed to his current position as Chairman
of the Supervisory Board.

Mikheil Gogishvili. Mr. Gogishvili was born in 1966 and graduated from the Faculty of International Law and
International Relations of the Thilis State University. In 1993, he began his career as a speciaist at the Legal
Department of the Apparatus of the Parliament of Georgia. In 1995, he served as State Adviser to the Head of the State
Legal Department. From 1995 to 1999, he served as State Adviser to the President of Georgia in relation to the
Parliament Concerning Legidative State Affairs with the Chancellery of Georgia. From 1999 to 2000, Mr. Gogishvili
served as a Judge of the Chamber of Administrative Affairs at the Thilisi District Court. In 2000, he was appointed as a
Judge at the Supreme Court of Georgia (Chamber of Civil, Enterprise, and Insolvency Affairs). In June 2005, he was
appointed Deputy Head of the Supreme Court of Georgia and Head of the Civil Law Chamber. In 2010, he was
appointed as a member of the Supervisory Board, and, in September 2011, he was appointed Deputy Chairman of the
Supervisory Board.

Irakli Ezugbaia. Mr. Ezugbaia was born in 1978 and graduated from the Caucasus School of Business with a Master
of Business Administration in Finance in 2006. He graduated from the Georgian Technical University in 2002 with a
Master of Economics in International Economic Relations. In 2001, he completed the Management Devel opment
Programme at the Caucasus School of Business. In 1997, he completed the Accounting and Taxation system training at
the Ingtitute of Social and Economic Research. He began his career in 1997 as an economist-consultant with the non-
governmental organisation “Alliance of Farmers’. From 1998 to 2000, he was a senior consultant for the Chief of
Relations of the Department of West Countries at the Centre of International Affairs. From 2000 to 2001, he worked as
Financial Administrator with JSC “AES-Telasi”. From 2001 to 2003, he worked as a Digomi Business-Center M anager
with JSC “AES-Telasi”. In 2005, Mr. Ezugbaia was the Adviser to the Prime Minister of Georgia. In 2005, he was
appointed as Chief Financial Officer of the Company and to his current positions as Chief Executive Officer and
member of the Board of Directors of the Issuer. Mr. Ezugbaia is currently undertaking a course in major programme
management and financial strategy at the Said Business School, University of Oxford. Mr Ezugbaia was appointed an
Executive Director of the PF upon its establishment in June 2011. In October 2011, he resigned from this position,
although he still serves as Adviser to the Executive Director of the PF. In 2011, Mr. Ezugbaia was appointed as a
member of the Supervisory Board. In May 2012, Mr. Ezugbaia was appointed as a director of JSC Nenskra, a subsidiary
of the PF.
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Giorgi Gagnidze. Mr. Gagnidze was born in 1979 and graduated from the Faculty of Management and
Microeconomics of the Iv. Javakhishvili State University of Thilisi and from the Caucasus School of Businessin Thilisi
with a major in finance and accounting. In 2001, he began his career as a region business analyst with JSC “AES-
Telas”. In 2001 and 2002, he worked at JSC Bank of Georgia and in 2002 and 2003 he worked as the Financial
Conduct and International Relations Director of Advertising Company Imperial. From 2003 to 2005, he served as a
Finance Officer and then as Senior Finance Officer of JSC “AES-Telasi”. Mr. Gagnidze joined the Company in 2005
as the Deputy Finance Director, and has been the Chief Financial Officer since 2006. In 2011, he was appointed as
member of the Supervisory Board.

Vladimer Gegelashvili. Mr. Gegelashvili was born in 1978 and received a BBA in international economic relations
from the Gori State University in 2000. He undertook further studiesin law between 2000 and 2003 at Iv. Javakhishvili
State University of Thilisi. He began his career in 2003 as the chairman of the Gori Regional Department of Y outh
Issues, State Department of Georgia. From 2004 to 2007, he served as a member of the Georgian Parliament. 1n 2007
and 2008, he served as an attorney in the regional administration of Shida-kartli. From 2004 to 2008, Mr. Gegelashvili
served as Deputy Minister of the Ministry of Environmental Protection and Natural Resources. In 2010, he was
appointed as a member of the Supervisory Board.

Megi Gotsiridze. Ms. Gotsiridze was born in 1970 and graduated from the Department of Electrochemistry
Technology of the Georgian Technical University in 1988. She began her career in 1987 as an assistant kindergarten
tutor. From 1993 to 2001, she worked as a laboratory assistant with the Department of Inorganic Chemistry at the
Georgian Technical University. From 1999 to 2001, she was a Director of “Qedani” Ltd. In 2002, she worked for the
Red Cross Organisation of Georgia. From 2002 to 2004, she was Chairman of the non-governmental organisation “Gza
Momavlisa’. 1n 2004, she served as Head of the Pension Fund of the I sani-Samgori region of the United State Fund of
Social Insurance of Georgia. From 2004 to 2008, Ms. Gotsiridze served as a member of the Parliament of Georgia. In
2008, she was appointed as a member of the Supervisory Board.

Pridon Rukhaia. Mr. Rukhaia was born in 1958 and graduated from the Georgian Polytechnical Institute in 1976.
From 1978 to 1979, he worked at the Preparatory Department of the Georgian Polytechnical Institute. From 1979 to
1984, he worked in the Department of Geology at the Georgian Polytechnical Institute. Mr. Rukhaia started his career
in 1986 as an assistant at the Georgian Polytechnical Ingtitute. Between 1991 and 1995, he was a senior teacher at the
Georgian Polytechnical Ingtitute. From 1995 to 1996, he worked as an inspector with the Transport Police Department
of the Ministry of Internal Affairs of Georgia and from 1996 to 2000, he was the Head of the Transport Police
Department. In 2000 and 2002, he worked as an inspector for the Anti-Corruption and Economic Crime Department of
the Ministry of Internal Affairs of Georgia. In 2001 and 2002, he was Head of Customs at “Poti”. From 2002 to 2003,
he was Head of Regional Customs at “Dasavleti”. 1n 2008, Mr. Rukhaia was appointed as a member of the Supervisory
Board.

Giorgi Ukleba. Mr. Ukleba was born in 1971 and qualified as Technical Engineer from the Kutaisi Technical
University in 1989. He graduated from the Thilisi Political Academy with a degree in Political Science in 2000. He
began his career in 1987 as an Administrator for the Railway Club. From 1997 to 2001, he worked for the non-
governmental organisation “The Club of Young Poalitical Scientists’. Between 1999 and 2000, he worked as Head of
Section at the JSC “ SakK vesadgurMsheni”. Since 2002, he has served as a member of the United National Movement.
From 2004 to 2008, he served as a member of Parliament of Georgia. In 2008, he was appointed as a member of the
Supervisory Board.

Clifford S. Isaak. Mr. Isaak was born in 1956 and graduated from Red River College, Winnipeg, Canada with a degree
in Business Administration in 1978 and received a Certified General Accounting Designation in Canada in 1982. In
1981, he began his career as an accountant with a local practice in Saskatchewan, Canada, purchasing the practice in
1983 and subsequently selling it to Coopers & Lybrand, Saskatoon in 1988. He served as Vice-President of Business
Administration at Briercrest Schools from 1988 to 1992, and subsequently was a Financial and Management Consultant
with Isaak International from 1992-1994. From 1994 to 1995, he was a Senior Consultant with Ernst & Y oung and was
then the Chief Financial Officer of Kyrgyz Agribusiness Company from 1995 to 1997. Mr. Isaak was the Chief of
Party for a USAID accounting reform project in Kyrgyzstan from 1997 to 1999 and he subsequently worked at the
World Bank as a Senior Financial Management Specialist from 1999 to 2002. Mr. Isaak worked for
PricewaterhouseCoopers from 2004 to 2009, first as a Managing Director and finaly as the Managing Partner,
Caucasus Region. At PricewaterhouseCoopers, Mr. Isaak was responsible for Armenia, Azerbaijan and Georgia. He
also oversaw the opening of a new office in Ulanbaatar, Mongolia and worked on the opening of a new office in
Ashgabat, Turkmenistan. Since 2009, he has run his own consulting and advisory business in Thilisi. 1n 2011, he was
appointed as an independent member of the Supervisory Board.
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Levan Surguladze. Mr. Surguladze was born in 1958 and received a B.S. and M.S. in physics from Moscow State
University. Mr. Surguladze also received a Ph.D. in physics from the National Academy of Sciences, Moscow and an
M.B.A. in finance and financia engineering from the Graduate School of Business, University of Alabama. 1n 1990, he
began his career as a Research Associate at the Moscow |nstitute for Nuclear Research, and in 1991 and 1992, he was a
visiting scientist at several universities and scientific institutes in Europe and the United States. From 1995 to 1999, he
was a research associate and senior research associate at two universities in the United States. From 1999 to 2000, Mr.
Surguladze was a Trade Risk Manager for the American Stock Exchange and in 2000 to 2001 he was a Senior Vice
President/Consultant for Deutsche Bank, London in their global credit derivatives department. From 2001 to 2002, he
was a Senior Vice President/Consultant, Risk Finance for Barclays Capital, New York. From 2002 to 2007, he was the
Director, Risk Control of UBS Investment Bank, New York. Since 2007, he has been the Managing Director of CFS
Finance. 1n 2009, he was appointed as a member of the board of the Financial Supervision Agency of Georgia until its
liquidation in December 2009. 1n 2011, he was appointed as an independent member of the Supervisory Board.

The business address of each of the members of the Supervisory Board is the registered office of the Company at 15,
Tamar Mepe Avenue, Thilisi 0112, Georgia.

Board of Directors

The Board of Directors is an executive body, which is responsible for the day-to-day management of the Company
(with the exception of the functions reserved to the GMS and the Supervisory Board), and, pursuant to the Charter,
consists of the Chief Executive Officer and at least three additional members. The members of the Board of Directors
are appointed and dismissed by the Supervisory Board with the prior approval of the GMS. The Supervisory Board
approves the remuneration and other conditions of employment for each member of the Board of Directors. Certain
resolutions of the Board of Directors are subject to the approval of the Supervisory Board.

Responsibilities of the Board of Directorsinclude:

e conducting and carrying out the Company’s current activities;

e presenting the draft business plan of the Company for the current year to the Supervisory Board for approval,
within one month of the end of the fiscal year;

e supervising the functioning of the Company’s affiliates and subsidiaries and ensuring that the managers fulfil
their tasks and functions;

e reviewing the information provided by the Company’s internal audit department or received as a result of
external inspections, reviewing reports submitted by the managers of the Company’ s subsidiaries and affiliates,
and making appropriate decisions based on such information;

e ensuring the fulfilment of the resolutions made by the GM S and the Supervisory Board,;

e developing policies, office rules and any other regulations, which are approved by the Supervisory Board and
ensuring compliance with such policies, rules and regulations;

e deciding on the selection, dismissal, training and remuneration of staff;

e dealing with any other issues assigned to the Board of Directors (or itsindividual members) by the Supervisory
Board or the GMSS; and

o fulfilling the requirements set forth in the Charter and applicable laws.
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In addition, the following activities may be carried out by the Board of Directors, provided that the approva of the
Supervisory Board has been obtained:

e acquiring (if such transaction falls outside the scope of the routine economic activity of the Company)
dlienating, writing-off or encumbering real estate and property ownership rights, if the value of such
transaction does not exceed two per cent. of the Company’s authorised capital;

e making investments, which alone, or in the aggregate, do not exceed one per cent. of the Company’s
authorised capital;

e borrowing funds or credit in an amount up to one per cent. of the Company’s authorised capital;

e providing collateral, guarantee(s) or any other security to support borrowing by the Company or any other
person, the value of which does not exceed one per cent. of the Company’ s authorised capital;

e launching new activities or terminating or suspending existing activities,

e determining general principles of business strategy and the business plan of the Company and the development
and approval of the annual budget and long-term liabilities;

e determining the remuneration or additional benefits of the Company’s senior management (i.e., the Chief
Executive Officer and other members of the Board of Directors, as well as any other top-level managers so
selected by the Supervisory Board); and

e other activities that may be defined by applicable laws.
The Board of Directors is headed by the Chief Executive Officer. The Chief Executive Officer is responsible for
chairing meetings of the Board of Directors, supervising the implementation of decisions of the Board of Directors, the
Supervisory Board and the GMS, assigning tasks to the Board of Directors members and to other managers of the

Company and issuing relevant orders, instructions and other directives for these purposes.

As at the date of this Prospectus, the Company’ s Board of Directors consists of the following members:

First
Name Age Appointed Position with the Company
Irakli Ezugbaia......cccoveviiveiiiieseieieece e 34 2005 Chief Executive Officer
David JiNjolia.....ccccceeereiieee e 32 2005 Director of Freight SBU
Temur Bulian........cooooeereeeee e 50 2007 Director of Passenger SBU
Giorgi GUIgenidze..........cooeveveneneeceneeene e 30 2007 Director of Infrastructure SBU

Irakli Ezugbaia. See“—Supervisory Board”.

David Jinjolia. Mr. Jinjolia was born in 1980 and graduated with a degree in International Economics from the
Georgian Technical University in 2003. He graduated from the Thilisi State University in 2001 with a BBA in Labour
Force Management. In 2000, he pursued U.S. Common and Contract Law studies as part of the Civil Education Project
of the Central European University. Mr. Jinjolia graduated from the Caucasus School of Businessin 2001 with a BBA
in Finance and Accounting. In 1997, he began his career working as Manager of Employment and Vice-President of
the Youth Fund Center of Employment. From 1999 to 2000, he worked as Marketing Manager of “Personal Service’
Ltd. From 2000 to 2002, he worked as Regional Finance Manager of JSC “AES-Telasi”. In 2002, he was Head of
Regional Commission of Claims and Dispatches with JSC “AES-Telas”. From 2002 to 2003, Mr. Jinjolia was the
Planning and Institutional Development Project Manager of JSC “ThilUniversalBank”. In 2003, he worked as the
Planning and Analyses Group Leader with JSC “AES-Telas”. 1n 2003, he was Revenue Department Manager for JSC
“AES-Telasi”. From 2003 to 2004, Mr. Jinjolia worked as Head of the Financia Department of JSC “AES-Telas”. In
2004, he worked as Deputy Director in the Corporate Solution Department of “United Global Technologies’ Ltd. From
2005 to 2006, he served as adviser to the Minister of Economics and Privatisation of Georgia. 1n 2005, he was Deputy
General Director and the General Director of JSC “Thilgazi”. In 2005, he was appointed to his current position as
Director of the Freight SBU of the Company and as a member of the Board of Directors.
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Temur Bulia. Mr. Bulia was born in 1961 and graduated from the Georgian Technical University in 1983, as an
engineer in hydro-technical construction. 1n 2000, he graduated as an economist from the Finance and Credit Faculty of
the Economic-Humanitarian Institute of Georgia. From 1989 to 1996, he worked as Deputy General Director and
Technical Director for the Research-and-Production Community “Complex”. Between 1996 and 1999, he served as
Deputy Public Attorney of Samtskhe-Javakheti, Manager of socio-economic development programmes and Chairman
of the Permanent Committee on Georgian-Turkish Border Issues. From 1999 to 2004, Mr. Bulia served as Deputy
Director of the Examination and Utilisation Department, Counselor of State and Head of the Accounting
Documentations Department at the Ministry of Finance of Georgia. From 2005 to 2007, he served as Deputy Director,
Head of the Transportation Management and Operations Department of the Passenger Operations Branch of the
Company. In 2007, he was appointed to his current position as Director of the Passenger SBU of the Company and as a
member of the Board of Directors.

Giorgi Gurgenidze. Mr. Gurgenidze was born in 1982 and graduated from the Thilis State University, having
specialised in international law and received his qualification as a lawyer in 2004. In 2005 he graduated from the
Georgian Ingtitute of Public Affairs, School of Public Administration with a Masters in Public Administration. He
began his career in 2002 by working as an assistant to a judge at the Supreme Court of Georgia. From 2005 to 2006, he
worked as a senior specialist in the Department of Legal Affairs of the Company. In 2006, he was appointed Head of
the Department of Court and Law Enforcement Affairs of the Company. From 2006 to 2007, he was appointed the
Head of the Procurement Agency of the Company. In 2007, he served as an adviser to the Director General of the
Company. In 2007, Mr. Gurgenidze was appointed Deputy and Acting Director of Infrastructure of the Company. In
2007, he was appointed to his current position as Director of the Infrastructure SBU of the Company and as a member
of the Board of Directors.

The business address of each of the members of the Board of Directors is the registered office of the Company at 15,
Tamar Mepe Avenue, Thilisi 0112, Georgia.

Senior Management

The senior management of the Company is comprised of the members of the Board of Directors and the Chief Financial
Officer, Giorgi Gagnidze, who is a member of the Supervisory Board.

Cor porate Gover nance

Georgia has not adopted a code of corporate governance and, therefore, the Company is not subject to the requirements
of any national corporate governance rules. Furthermore, as a company incorporated in Georgia, the Company is not
subject to the U.K. Corporate Governance Code issued by the Financial Reporting Council. See “Risk Factors—Risks
related to the Company’ s Business—The Company is not subject to mandatory corporate governance requirements’.

As a matter of best practice, however, the Company has adopted and intends to comply with certain corporate
governance structures and procedures. In August 2011, two independent members were appointed to the Supervisory
Board. The Supervisory Board established an Audit Committee in February 2010 and a Nomination Committee and
Remuneration Committee in September 2011. Over the medium term, the Company aims to have half of the
Supervisory Board comprised of independent members and all members of the board committees be independent,
however it has not set a specific timeframe as it may take time to find candidates that the Company believes will add
value to the Company and the board.
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Audit Committee

In February 2010, the Supervisory Board established the Audit Committee, which is an advisory body of and reports to
the Supervisory Board. In September 2011, the Supervisory Board adopted new terms of reference for the Audit
Committee. The members of the Audit Committee are:

Name Position

ClIfford S. 1S88K ...cuvvuiiiiiisicceces e e Chairman of the Audit Committee (independent member)
Mikheil GOgiShVili.....ccccoveiieiiiiseiccecec e Member of the Audit Committee

Giorgi UKIEDA..........ccieieieiiciciees et Member of the Audit Committee

Pursuant to its terms of reference, the Audit Committee shall comprise three members from among, and selected by, the
Supervisory Board on the recommendation of the Nomination Committee and in consultation with the Chairman of the
Audit Committee. At least one member of the Audit Committee shall be an independent member of the Supervisory
Board and at least one member shall have recent and relevant financial experience. Appointments to the Audit
Committee shall be for a period of up to three years, which may be extended by two further three year periods, provided
the member till meets all criteriafor membership. The Audit Committee is responsible for, among other matters:

e reviewing, monitoring and presenting the financial statements and other public announcements of the
Company concerning its financial position, as well asthe issuer’s financial processes to the Supervisory Board;

e reviewing material transactions and contracts entered between or among the Company, or any subsidiary of the
Company, and arelated party;

e conducting certain review functions following the completion of the annual audit;
e selecting, monitoring and working with the Company’ s external auditors;

e reviewing and monitoring the Company’s risk management and internal control processes, policies and
procedures;

e conducting appointment and monitoring functionsin relation to the Company’ s internal audit department; and

e other matters as contained in the Audit Committee’s terms of reference or referred to it by the Supervisory
Board.

Nomination Committee

In September 2011, the Supervisory Board established the Nomination Committee, which is an advisory body of and
reports to the Supervisory Board. The members of the Nomination Committee are:

Name Position

Mikheil GOgiShVili.....ccccoveuiiiiiiiiieicceees e Chairman of the Nomination Committee

Pridon RUKN@IA.........coeiriiiiieee s Member of the Nomination Committee

Levan SUrguladze. ...........ccoceieienevieieeeece e Member of the Nomination Committee (independent member)

e The Nomination Committee shall comprise three members from among, and selected by, the Supervisory
Board. At least one member of the Nomination Committee shall be an independent member of the Supervisory
Board. Appointments to the Nomination Committee shall be for a period of up to three years, which may be
extended for two three-year periods, provided the member still meets all criteria for membership. The
Nomination Committee is responsible for, among other matters:

e conducting certain functions in relation to the review of the structure and performance of the Supervisory
Board and Board of Directors;

e recommending candidates for appointment to the Supervisory Board and Board of Directors when vacancies
arise;

e making recommendations to the Supervisory Board in relation to the appointment or reappointment of
independent members of the Supervisory Board;
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e making recommendations to the Supervisory Board as to retiring members of the Supervisory Board to be
proposed for re-election at a GMS;

e recommending candidates for appointment to the Audit and Remuneration Committees to the Supervisory
Board, in consultation with the chairmen of such committees; and

e other matters as contained in the Nomination Committee’'s terms of reference or as referred to it by the
Supervisory Board.

Remuneration Committee

In September 2011, the Company established the Remuneration Committee, which is an advisory body of and reportsto
the Supervisory Board. The members of the Remuneration Committee are:

Name Position

Levan SUrguladze. ... Chairman of the Remuneration Committee (independent
member)

Viadimer GegelashVili ........cccociiiiierieieieeeee e Member of the Remuneration Committee

Megi GOLSITIAZE. ... e Member of the Remuneration Committee

The Remuneration Committee shall comprise three members from among, and selected by, the Supervisory Board on
the recommendation of the Nomination Committee. At least one member of the Remuneration Committee shall be an
independent member of the Supervisory Board. Appointments to the Remuneration Committee shall be for a period of
up to three years, which may be extended by two further three-year periods, provided the member still meets al criteria
for membership. The Remuneration Committee is responsible for, among other matters:

e reviewing, considering and agreeing proposals and providing recommendations in relation to the Company’s
framework and policy regarding the remuneration of certain members of the Supervisory Board, Board of
Directors and other senior management;

e approving the terms of any service agreement to be entered into with any member of the Supervisory Board or
Board of Directors, aswell as certain terms of employment and employment contracts;

e  preparing remuneration reports,

e conducting certain functions in relation to any schemes of performance-related remuneration, share incentive
plans, pensions, bonus and other incentive schemes; and

e other matters as contained in the Remuneration Committee’s terms of reference or as referred to it by the
Supervisory Board.

Other Arrangements

The Company aso hasits own internal audit department with its own personnel, separate from the Company’s financial
departments, which reports to the Audit Committee as well as directly to the Board of Directors. In 2010, the Company
commissioned an independent consultant to review and provide recommendations in relation to several global internal
control processes. The Company has implemented the recommendations arising from this review, other than a small
number of recommendations, predominantly relating to procurement processes, considered by Management to be
inappropriate. In 2011, the Company commissioned another independent consultant to conduct a review of the
Company’s financial reporting procedures, which resulted in a number of recommendations being presented to the
Company in relation to improvements in its internal controls, which are currently being considered and, if deemed
appropriate, implemented by management. See “Risk Factors—Risks Related to the Company’'s Business—The
Company’ s accounting systems and internal controls may not be as advanced as those of companies in more devel oped
countries’.

Compensation
The aggregate amount of remuneration paid by the Company to members of its Supervisory Board, Board of Directors
and its senior management for services in all capacities provided to the Company and its subsidiaries during the years

ended 31 December 2011, 2010 and 2009 was GEL 1.2 million, GEL 1.0 million and GEL 0.9 million, respectively.
Theincrease in 2011 was primarily due to the increase in the number of Supervisory Board membersin 2011.
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There are no amounts set aside or accrued by the Company or its subsidiaries to provide pension, retirement or other
benefits to such persons. See “Description of the Company’ s Business—Employees and Pensions’

I nterests of the M ember s of the Supervisory Board, the Board of Directorsand Senior M anagement

There are no actual or potential conflicts of interest between any duties owed by members of the Supervisory Board, the
Board of Directors or the Company’s senior management to the Company and their private interests or other duties.
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TERMSAND CONDITIONSOF THE NOTES
The following are the terms and conditions in the formin which they will be endorsed on the Notes:

Theissue of the Notes was authorised by aresolution of the Board of Directors of JSC Georgian Railway (the “Issuer”)
passed on 12 June 2012, by a resolution of the Supervisory Board of the Issuer passed on 14 June 2012 and by a
resolution of the Issuer’s shareholders passed on 15 June 2012. A fiscal agency agreement to be dated 5 July 2012 (the
“Fiscal Agency Agreement”) will be entered into in relation to the Notes between the Issuer, Citibank, N.A., London
Branch, as fiscal agent and a paying and transfer agent and Citigroup Global Markets Deutschland AG, as registrar and
a paying and transfer agent. The fiscal agent, the paying and transfer agents and the registrar for the time being are
referred to below respectively as the “Fiscal Agent”, the “Paying and Transfer Agents’ and the “Registrar”. The
expression “Paying and Transfer Agents’ shall include the Fiscal Agent. The Fiscal Agency Agreement includes the
form of the Notes. Copies of the Fiscal Agency Agreement are available for inspection during normal business hours at
the specified offices of the Paying and Transfer Agents. The holders of Notes (the “Noteholders’) are deemed to have
notice of all the provisions of the Fiscal Agency Agreement applicable to them.

1. Form, Denomination, Title and Status

@ Form and denomination: The Notes are in registered form, serially numbered and in principal
amounts of U.S.$200,000 and integra multiples of U.S.$1,000 in excess thereof (each, an
“authorised denomination”).

(b) Title: Title to the Notes will pass by transfer and registration as described in Condition 2. The holder
(as defined below) of any Note will (except as otherwise required by law or as ordered by a court of
competent jurisdiction) be treated as its absolute owner for all purposes (whether or not it is overdue
and regardless of any notice of ownership, trust or any interest in it or its theft or loss (or that of the
related certificate, as appropriate) or anything written on it or on the certificate in respect of it (other
than a duly executed transfer thereof)) and no person will be liable for so treating the holder. For this
purpose, “holder” shall mean the person in whose name a Note is registered in the Register (as defined
in Condition 2(a)).

(c) Status: The Notes constitute direct, unconditional, general and (subject to Condition 3) unsecured
obligations of the Issuer and rank, and shall at all times rank, pari passu and without any preference
among themselves. The payment obligations of the Issuer under the Notes shall, save for such
exceptions as may be provided by applicable legislation and subject to Condition 3, at all times rank
equally in all respects with all other present and future unsecured obligations of the I ssuer.

2. Registration and Transfer of Notes

@ Registration: The Issuer will cause aregister (the “Register”) to be kept at the specified office of the
Registrar outside the United Kingdom on which will be entered the names and addresses of the
holders of the Notes and the particulars of the Notes held by them and of all transfers and redemptions
of Notes.

(b) Transfer: Notes may, subject to the terms of the Fiscal Agency Agreement and to Conditions 2(c) and
2(d), be transferred in whole or in part in an authorised denomination by lodging the relevant Note
(with the form of application for transfer in respect thereof duly executed and duly stamped where
applicable) at the specified office of the Registrar or any Paying and Transfer Agent.

No transfer of a Note will be valid unless and until entered on the Register. A Note may be registered
only in the name of, and transferred only to, a named person (or persons, not exceeding four in
number).

The Registrar will within seven business days (as defined in Condition 6(c)), in the place of the
specified office of the Registrar, of any duly made application for the transfer of a Note, deliver a new
Note to the transferee (and, in the case of a transfer of part only of a Note, deliver a Note for the
untransferred balance to the transferor) at the specified office of the Registrar or (at the risk and, if
mailed at the request of the transferee or, as the case may be, the transferor otherwise than by ordinary
mail, at the expense of the transferee or, as the case may be, the transferor) mail the Note by
uninsured mail to such address as the transferee or, as the case may be, the transferor may request.
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(©

(d)

Formalities free of charge: Any such transfer will be effected without charge subject to (i) the person
making such application for transfer paying or procuring the payment of any taxes, duties and other
governmental charges in connection therewith, (ii) the Registrar being satisfied with the documents of
title and/or identity of the person making the application and (iii) such reasonable regulations as the
Issuer may from time to time agree with the Registrar.

Closed Periods. Neither the Issuer nor the Registrar will be required to register the transfer of any
Note (or part thereof) (i) during the period of 15 calendar days ending on and including the day
immediately prior to 11 July 2022 (the “Final Maturity Date”); or (ii) during the period of seven
calendar days ending on (and including) any Record Date (as defined in Condition 6(a)) in respect of
any payment of interest on the Notes.

Covenants

So long as any Note remains outstanding (as defined in the Fiscal Agency Agreement):

@

(b)

(©

Negative pledge: The Issuer will not, and will ensure that no Material Subsidiary will, create or
permit to subsist any mortgage, charge, pledge, lien or other form of encumbrance or security interest
(“Security Interest”) (other than a Permitted Security Interest) upon the whole or any part of its
present or future undertaking, assets or revenues (including any uncalled capital) to secure any
Indebtedness, or any guarantee of or indemnity in respect of any Indebtedness, unless, at the same
time or prior thereto, the Issuer’s obligations under the Notes (i) are secured equally and rateably
therewith or benefit from a guarantee or indemnity in substantially identical terms thereto, as the case
may be, or (ii) have the benefit of such other security, guarantee, indemnity or other arrangement as
shall be approved by an Extraordinary Resolution (as defined in the Fiscal Agency Agreement) of the
Noteholders;

Reorganisation etc.: The Issuer shal: (i) not enter into any reorganisation (as such term may be
construed for the purposes of the laws of Georgia) by any method or procedure for reorganisation
contemplated, or as may be contemplated from time to time, by the laws of Georgia); and (ii) ensure
that no Material Subsidiary enters into any reorganisation (as such term may be construed for the
purposes of the laws of Georgia or any other laws under which any such Material Subsidiary may be
incorporated) by any method or procedure for reorganisation contemplated, or as may be
contemplated from time to time, by the laws of Georgia or any such other laws), if, in the case of
either (i) or (ii) above, any such reorganisation could reasonably be expected to be materially
prejudicial to the interests of the Noteholders;

Financial statements. (i) On the Issue Date (in respect of the audited consolidated financial
statements for the financial year ended 31 December 2011) and within nine months of its most recent
financial year-end, the Issuer shall send to the Fiscal Agent a copy of its audited annual consolidated
financial statements for each such financial year, together with the report thereon by the Issuer's
independent auditors, (ii) within 45 days of the end of each of the first three fiscal quarters of a
financial year, the Issuer shall send to the Fiscal Agent a copy of its unaudited interim consolidated
financial statements as at, and for the period beginning on the first day of the financial year in which
such quarter falls and ending on the last day of such quarter, certified by two directors of the Issuer as
presenting fairly the financial position of the Issuer and its consolidated subsidiaries as at the relevant
date, and the results of operations and changes in financial position of the Issuer and its consolidated
subsidiaries for the relevant period then ended, each prepared and presented in accordance with
International Financial Reporting Standards (“1FRS’) (as issued by the International Accounting
Standards Board), consistently applied, and (iii) the Issuer shall procure that the Fiscal Agent delivers
a copy of such financia statements, together with, in respect of any audited annual consolidated
financial statements, the relevant auditors' report thereon, to any Noteholder promptly upon request
by such Noteholder;
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(d)

(€)

Incurrence of Financial Indebtedness: The Issuer will not, and will not permit any Subsidiary to,
Incur, directly or indirectly, any Financial Indebtedness; provided, however, that the Issuer and any
Subsidiary will be entitled to Incur Financial Indebtednessif:

(i) after giving effect to such Incurrence and the application of the proceeds thereof, on a pro
forma basis, no Event of Default would occur or be continuing; and

(i) theratio of Net Financial Indebtedness of the Issuer and its Subsidiaries as of the date of such
Incurrence (for this purpose “the date of determination”), after giving effect to such
Incurrence and the application of the proceeds thereof, on a pro forma basis, to the aggregate
amount of EBITDA for the most recent annual financial period for which consolidated
financial statements have been delivered pursuant to Condition 3(d) (or, prior to the delivery of
the first annual consolidated financial statements following the Issue Date pursuant to
Condition 3(c), EBITDA for the 12 month period ended 31 December 2011 each such annual
financial period and 12 month period, a“measurement period”), does not exceed 3.5 to 1.

For purposes of calculating the ratio described in this Condition 3(d), acquisitions that have been
made by the Issuer or any Subsidiary, including through mergers or consolidations and including any
related financing transactions (including, without limitation, any acquisition giving rise to the need to
make such calculation as a result of the Incurrence of Financial Indebtedness), during (A) the most
recent annual financial period for which audited consolidated financial statements have been delivered
pursuant to Condition 3(c) or (B) subsequent to such annual financial period and on or prior to the
date on which the ratio is to be calculated for the purpose of this Condition 3(d), will be given pro
forma effect as if they had occurred on the first day of the measurement period used in the calculation
of EBITDA; provided, however, that (x) any such pro forma EBITDA in respect of an acquisition may
only be so included in the calculation of EBITDA if such pro forma EBITDA shall have been derived
from financial statements of, or relating to or including, such acquired entity, and (y) such financial
statements have been prepared in accordance with IFRS, U.S. GAAP or any body of accounting
principles that has been determined by the European Commission to be equivalent to IFRS (without
regard to any modification to such principles that may be required after the date of such financial
statements in connection with or pursuant to such determination).

Permitted Incurrence: Condition 3(d) will not prohibit the Incurrence of any of the following items
of Financial Indebtedness:

(i) refinancing (including successive refinancing) of Indebtedness of the Issuer or any Subsidiary
outstanding on the Issue Date (including the Notes) or permitted to be Incurred under Condition
3(d) above; provided that the aggregate principal amount thereof is not thereby increased by
more than the fees and expenses incurred or to be incurred by the Issuer or such Subsidiary in
connection with such refinancing plus the amount of any premium paid or to be paid in
connection with such refinancing;

(ii) inter-company Indebtedness (A) between the Issuer and any Subsidiary and (B) between any
Subsidiary and another Subsidiary; provided, however, that any subsequent issuance or transfer
of any Capital Stock which results in any such Subsidiary ceasing to be a Subsidiary or any
subsequent disposition, pledge or transfer of such Indebtedness (other than to the Issuer or a
Subsidiary) shall be deemed, in each case, to constitute the Incurrence of such Indebtedness by
the abligor in respect thereof; and

(iii) Indebtedness arising out of interest rate agreements or currency hedging agreements for the
benefit of the Issuer or any Subsidiary; provided that such interest rate agreements do not exceed
the aggregate principal amount of the related Indebtedness and such currency hedging
agreements do not increase the obligations of the Issuer or any Subsidiary other than as a result
of fluctuations in interest or foreign currency exchange rates or by reason of fees, indemnities
and compensation payable thereunder.
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(f)

Limitation on Restricted Payments:

(i)

(i)

(iii)

(iv)

v)

Subject as provided below, the Issuer will not, directly or indirectly:

(A) declare or pay any dividend, in cash or otherwise, or make any other distribution (whether
by way of redemption, acquisition or otherwise) in respect of its share capital; or

(B) voluntarily purchase, redeem or otherwise retire for value any of its share capital or
subordinated debt

(any such action, a“Restricted Payment”).

Notwithstanding the foregoing, and subject as further provided below, the Issuer may make a
Restricted Payment if, at the time of the relevant declaration or payment of a dividend or making
of a distribution, as the case may be (A) no Event of Default, or condition, event or act, which,
with the lapse of time, the expiry of any grace period or the issue, making or giving of any
notice, certification, declaration, demand, determination or request or the taking of any similar
action or the fulfilment of any similar condition, would constitute an Event of Default, has
occurred or would result from the making of such Restricted Payment and (B) the aggregate
amount of such Restricted Payment and all (if any) other Restricted Payments made since the
Issue Date would not exceed 50 per cent. of the aggregate amount of the Issuer’s consolidated
profit and total comprehensive income for each financial year ended since the Issue Date for
which financial statements have been delivered pursuant to Condition 3(c), in each case, as
determined by reference to the Issuer’s audited consolidated financial statements prepared under
IFRS for the relevant financial year and calculated on a cumulative basis for al such years.

Nothing herein shall limit the declaration or payment of any dividend or the making of any other
distribution by the Issuer (A) in an aggregate amount not exceeding GEL 350 million in one or
more instalments out of the aggregate amount of the Issuer's consolidated profit and total
comprehensive income for each financial year ended prior to or on 31 December 2011, in each
case, as determined by reference to the Issuer's audited consolidated financial statements
prepared under IFRS for the relevant year and calculated on a cumulative basis for all such
years, (B) in respect of any preferred stock, which may be issued by the I ssuer from time to time;
or (C) in respect of any share capital of the Issuer made out of the net cash proceeds of any
substantially concurrent sale of, or by issuance of, share capital of the Issuer (other than share
capital issued or sold to a Subsidiary or an employee stock ownership plan or to a trust
established by the Issuer or any of its Subsidiaries for the benefit of their employees) or a
substantially concurrent cash capital contribution to the share capital of the I ssuer.

The Issuer will not permit any Material Subsidiary to declare or pay any dividend, in cash or
otherwise or make any other distribution as is described in paragraph (i) above in respect of any
class of share capital of such Material Subsidiary unless such dividend or distribution, as the case
may be, is made on a pro rata basis to holders of such class of share capital or such dividend is
declared or paid or such distribution is made, as the case may be, on a basis that results in the
Issuer or another Material Subsidiary receiving a greater amount by way of such dividend or
other distribution, as the case may be, than it would have received if the dividend had been paid
or distribution made, as the case may be, on apro ratabasis.

For the purpose of this Condition 3(f), the amount of any dividend declared or paid or other
distribution made, other than in cash, which is to be taken into account in any calculation
required hereunder, shall be the fair market value as determined in good faith by the board of
directors of the Issuer of such dividend or distribution, as the case may be, assuming (to the
extent applicable in the circumstances of the relevant payment or other distribution) it was the
subject of an arm’s length transaction between an informed and willing seller under no
compulsion to sell and an informed and willing buyer under no compulsion to buy.

The Fiscal Agent shall have no aobligation towards, or relationship of agency or trust with, any Noteholder and
shall not be responsible or obliged to review the contents of any financial statement referred to in Condition
3(c) above. In addition, the Fiscal Agent shall be under no obligation to enforce any obligation of the Issuer
under Condition 3(c), 3(d) or 3(f).
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For the purposes of these Conditions:

(i)

(i)

(iii)

(iv)

v)

(vi)

“Available Credit Facilities’ means, as at any date of determination, the amount available to be
drawn by the Issuer under any committed credit facility available to it as at such date;

“Capital Stock” of any Person means any and all shares, interests (including partnership
interests), rights to purchase, warrants, options, participations or other equivalents of or interests
in (however designated) equity of such Person, including any Preferred Stock, but excluding any
debt securities convertible into such equity;

“Cash” means, as at any date of determination, the amount of cash and cash equivalents of the
I ssuer at such date;

“EBITDA” means, for any period the profit before income tax for such period minus (i) net
finance income, plus (ii) depreciation and amortisation and excluding (iii) impairment
reversals/(losses), in each case for such period and on a consolidated basis and, to the extent
provided in Condition 3(d), calculated in accordance with IFRS;

“Financial Indebtedness’ means:
(A)  moneys borrowed;
(B) any amount raised under any acceptance credit facility;

(C) any amount raised pursuant to any note purchase facility or the issue of bonds, notes,
debentures, loan stock or any similar instrument;

(D) the amount of any liability in respect of any lease or hire purchase contract, which would
in accordance with IFRS be treated as a finance or capital lease;

(E) receivables sold or discounted (other than any receivables to the extent they are sold on a
non-recourse basis);

(F)  any amount raised under any other transaction (including any forward sale or purchase
agreement) having the commercial effect of borrowing, which is treated as an obligation
in accordance with IFRS;

(G) any counter-indemnity obligation in respect of a guarantee, indemnity, bond, standby or
documentary letter of credit or any other instrument issued by a bank or financial
ingtitution; and

(H) the amount of any liability in respect of any guarantee or indemnity for any of the items
referred to in items (A) to (G) inclusive above;

“Hedging Obligations’ means, with respect to the Issuer or any Materia Subsidiary, the
obligations of such entity pursuant to:

(A) any interest rate swap agreement, interest rate cap agreement or interest rate collar
agreement or any other agreement or arrangement designed to protect such entity against
fluctuations in interest rates; or

(B) any foreign currency futures contract or option agreement or any other agreement or
arrangement designed to protect such entity against fluctuations in foreign currency rates;
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(vii)

(viii)

(ix)
)

“Incur” means issue, assume, guarantee, incur or otherwise become liable for; provided,
however, that any Financial Indebtedness of a Person existing at the time such Person becomes a
Subsidiary (whether by merger, consolidation, acquisition or otherwise) shall be deemed to be
Incurred by such Person at the time it becomes a Subsidiary. The term “Incurrence” when used
as a noun shall have the corresponding meaning. Solely for purposes of determining compliance
with Condition 3(d):

(A) amortisation of debt discount or the accretion of principal with respect to a non interest-
bearing or other discount security;

(B) the payment of regularly scheduled interest in the form of additional Indebtedness of the
same instrument or the payment of regularly scheduled dividends on Capital Stock in the
form of additional Capital Stock of the same class and with the same terms;

(C) theobligation to pay a premium in respect of Indebtedness arising in connection with the
issuance of a notice of redemption or the making of a mandatory offer to purchase such
Indebtedness; and

(D) any additional Financial Indebtedness, not covered by (A) to C) (inclusive) above, not to
exceed U.S.$15,000,000 at any time outstanding,

will not be deemed to be the Incurrence of Financial Indebtedness;

“Indebtedness’ means any present or future indebtedness for moneys borrowed or raised
(whether or not evidenced by bonds, debentures, notes or other similar instruments);

“lssue Date” means 5 July 2012;

“Material Subsidiary” means, at any time, any Subsidiary:

(A)  whosetotal assetsexceed 5 per cent. of the consolidated total assets of the Issuer; or

(B) whosetotal revenues exceed 5 per cent. of the consolidated total revenues of the Issuer;.

For these purposes:

(C)  all calculations shall be determined in accordance with IFRS in the preparation of:

(x) the then latest annual audited consolidated financial statements of the relevant
Subsidiary (in the case of a Subsidiary preparing consolidated financial statements)
or the then latest annual audited non-consolidated financial statements of the
relevant Subsidiary (in the case of a Subsidiary preparing non-consolidated
financial statements); and

(y) thethen latest annual audited consolidated financial statements of the I ssuer;

(D) upon aMaterial Subsidiary transferring al or substantialy all of its assets or business to
another Subsidiary, the transferor shall cease to be a Material Subsidiary on the effective
date of such transfer and thereupon the transferee shall be deemed to be a Materia
Subsidiary until the date of its next annual audited consolidated financial statements or, as
the case may be, annual audited non-consolidated financia statements, after which

whether it is or is not a Materia Subsidiary shall be determined in accordance with
paragraphs (A) and (B) above; and
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(E)

subject to paragraph (D) above, if, as a result of any transfer, reconstruction,
amalgamation, reorganisation, merger or consolidation, a company, which satisfied either
of the tests set forth in paragraphs (A) or (B) above immediately before such transfer,
reconstruction, amalgamation, reorganisation, merger or consolidation, no longer satisfies
either such test immediately after such transfer, reconstruction, amalgamation,
reorganisation, merger or consolidation, such company shall immediately cease to be a
Material Subsidiary;

(xi) “Net Financial Indebtedness’ means, as at any date of determination and with respect to any
Person, the aggregate amount of Financial Indebtedness less (A) Cash and (B) Available Credit
Facilities, in each case of such Person and as of such date;

(xii) “Permitted Security Interest” means:

(A)
(B)
(©

(D)

(E)

(F)

(G)

(H)

(1)

Q)

(K)

(L)

any Security Interest outstanding as of the I ssue Date;
any Security Interest granted in favour of the Issuer by any Material Subsidiary;

any Security Interest arising by operation of law which has not been foreclosed or
otherwise enforced against the assetsto which it applies;

any Security Interest upon assets created for the purpose of financing the acquisition of
such assets;

any Security Interest existing on assets at the time of their acquisition or securing
Indebtedness of a person existing at the time that such person is merged into or
consolidated with the Issuer or becomes a Material Subsidiary, provided that such
Security Interest (x) was not created in contemplation of such acquisition, merger or
consolidation or event and (y) in the case of a merger or consolidation, does not extend to
any assets or property of the Issuer or any Material Subsidiary, as the case may be (other
than those of the person acquired and its subsidiaries (if any));

any Security Interest created for the purpose of any Project Financing provided that such
Security Interest is upon (x) assets which are the subject of such Project Financing and
(y) revenues or claims which arise from the operation, failure to meet specifications,
exploitation, sale or loss of, or failure to complete, or damage to, such assets;

any Security Interest granted pursuant to Hedging Obligations of the Issuer or a Material
Subsidiary;

any right of set-off, a right to combine accounts or any analogous right, which any bank
or other financial ingtitution may have relating to any credit balance of the Issuer or any
Material Subsidiary;

any Security Interest incurred, or pledge and deposit in connection with workers
compensation, unemployment insurance and other social security benefits, and leases,
appeal bonds and other obligations of substantially similar nature in the ordinary course
of business;

any Security Interest for ad valorem, income or property taxes or assessments and similar
charges, which either is not delinquent or is being contested in good faith by appropriate
proceedings for which the Issuer has set aside on its books reserves to the extent required
by IFRS;

any easement, right of way, restriction (including zoning restriction), reservation, permit,
servitude, minor defect or irregularity in title and other similar charge or encumbrance,
and any Security Interest arising under leases or subleases granted to others, in each case
not interfering in any material respect with the business of the Issuer or any Materia
Subsidiary and existing, arising or incurred in the ordinary course of business;

any Security Interest not otherwise permitted by the preceding paragraphs (A) to (K)
(inclusive), provided that the aggregate principal amount of the Indebtedness secured by
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such Security Interest does not at any time exceed the greater of U.S.$25,000,000 or 2 per
cent. of the consolidated total assets of the Issuer, as determined by reference to the
audited consolidated balance sheet of the Issuer prepared in accordance with IFRS as at
the end of the most recent financia year of the Issuer; or

(M) the renewal or extension of any Security Interest described in the preceding paragraphs
(A) to (L) (inclusive), provided that (x) the principal amount of the Indebtedness secured
thereby is not increased, (y) such renewal or extension shall be no more restrictive than
the original Security Interest and (z) the Security Interest has not been extended to any
additional assets;

(xiii) “Person” means any individual, company, corporation, firm, partnership, joint venture,
association, unincorporated organisation, trust or other judicial entity, including, without
limitation, any state or agency of a state or other entity, whether or not having separate lega
personality;

(xiv) “Preferred Stock” of any Person, means Capital Stock of any class or classes (however
designated) which is preferred as to the payment of dividends or distributions, or as to the
distribution of assets upon any voluntary or involuntary liquidation or dissolution of such Person,
over shares of any other class of Capital Stock of such Person;

(xv) “Project Financing” means any arrangement for the provision of funds which are to be used
solely to finance the acquisition, construction, development or exploitation of any assets
pursuant to which the persons providing such funds agree that the principal source of repayment
of such funds will be the project and the revenues (including insurance proceeds) generated by
such project; and

(xvi) Subsidiary” means any entity whose financial statements at any time are required by law or in
accordance with IFRS to be fully consolidated with those of the I ssuer.

Interest

Each Note bears interest from and including the Issue Date at the rate of 7.75 per cent. per annum payable
semi-annually in arrear in equa instalments of U.S.$38.75 per U.S.$1,000 in principal amount of the Notes on
11 January and 11 July in each year (each an “Interest Payment Date"), except that the first payment of
interest, to be made on 11 January 2013, will be in respect of the period from and including the Issue Date to
but excluding 11 January 2013 and will be U.S.$40.04 per U.S.$1,000 in principal amount of the Notes. Each
Note will cease to bear interest from and including the due date for redemption thereof unless, upon due
presentation, payment of principal is improperly withheld or refused. In such event it shall continue to bear
interest at such rate (both before and after judgment) up to but excluding whichever isthe earlier of (i) the day
on which all sums due in respect of such Note up to that day are received by or on behalf of the relevant holder
and (ii) the day which falls seven days after the Fiscal Agent has notified Noteholders of receipt of all sums
due in respect of al the Notes up to that seventh day (except to the extent that there is failure in the subsequent
payment to the relevant Noteholders under these Conditions).

If interest is required to be calculated for a period of less than an Interest Period (as defined below), it will be
calculated on the basis of a 360-day year consisting of 12 months of 30 days each and, in the case of an
incomplete month, the actual number of days elapsed. The period beginning on and including the first Interest
Payment Date and ending on but excluding the second Interest Payment Date and each successive period
beginning on and including an Interest Payment Date and ending on but excluding the next succeeding I nterest
Payment Dateis called an “Interest Period”.

Redemption and Purchase

@ Redemption: Unless previously redeemed or purchased and cancelled, the Notes will be redeemed at
their principal amount on the Final Maturity Date, together (if applicable) with interest accrued and
unpaid to but excluding the Final Maturity Date.

(b) Redemption at the Option of Noteholders (Put Option): If a Change of Control Event (as defined

below) occurs, the Issuer shall, at the option of the holder of any Note, upon the holder of such Note
giving notice to the Issuer as provided in Condition 5(c) at any time during the Redemption Period,
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(d)

(€)

redeem such Note on the Redemption Date at its principal amount together (if applicable) with interest
accrued and unpaid to but excluding the Redemption Date.

Change of Control Notice: Immediately upon the Issuer becoming aware that a Change of Control
Event has occurred, the Issuer shall give notice (a“Change of Control Notice”) to the Noteholdersin
accordance with Condition 13 specifying the nature of the Change of Control Event and the procedure
for exercising the put option contained in Condition 5(b).

To exercise the put option pursuant to Condition 5(b), a holder must deposit the certificate
representing the Note(s) to be redeemed with the Registrar or any Paying and Transfer Agent at its
specified office, together with a duly completed option exercise notice (“Exercise Notice”) in the
form obtainable from any Paying and Transfer Agent or the Registrar within the Redemption Period.
An Exercise Notice, once given, shall be irrevocable.

If 90 per cent. or more in principal amount of the Notes then outstanding has been redeemed pursuant
to Condition 5(b), the Issuer may, on not less than 30 or more than 60 days' notice to the Noteholders
given within 30 days after the Redemption Date, redeem, at its option, the remaining Notes as a whole
at their principal amount, together with interest accrued and unpaid to but excluding the date of such
redemption. Such notice to the Noteholders shall specify the date fixed for redemption, the
redemption price and the manner in which redemption will be effected.

For the purpose of this Condition 5:

(i) a “Change of Control Event” will occur if at any time Georgia ceases to own, directly or
indirectly, more than 50 per cent. of the issued share capital of the Issuer or otherwise ceases
to control, directly or indirectly, the Issuer. For the purpose of this Condition, Georgiawill be
deemed to “control” the Issuer if (whether directly or indirectly and whether by the
ownership of share capital, the possession of voting power, contract, trust or otherwise) it or
its government (or any entity controlled by its government) has the power to appoint and/or
remove the majority of the members of the board of directors or other governing body of the
Issuer or otherwise contrals, or has the power to control, the affairs and policies of the I ssuer;

(i) “Redemption Date” means, in respect of any Note, the date which falls 14 days after the
date on which the relevant holder exercises its option in accordance with this Condition 5;
and

(iii) “Redemption Period” means the period from and including the date on which a Change of
Control Event occurs (whether or not the Issuer has given a Change of Control Notice in
respect of such event) to and including the date falling 60 days after the date on which such
Change of Control Noticeis given, provided that if no Change of Control Notice is given, the
Redemption Period shall not terminate.

Purchase: The Issuer or any Subsidiary may at any time purchase Notes in the open market or
otherwise at any price. Any Notes so purchased, while held by or on behalf of the Issuer or any
Subsidiary, shall not entitle the holder to vote at any meeting of Noteholders and shall not be deemed
to be outstanding for the purposes of calculating quorums at meetings of Noteholders or for any other
purpose pursuant to Conditions 8 or 11.

Cancellation: All Notes purchased by or on behalf of the Issuer or any Subsidiary may be cancelled
or held and resold, provided that any Notes so purchased, while held by or on behalf of the Issuer or
any Subsidiary, shall not entitle the holder to vote at any meeting of the Noteholders. Any Notes so
purchased and cancelled may not be re-issued or resold.

Payments

@

M ethod of payment: Payment of principal in respect of the Notes will be made to the persons shown
in the Register at the close of business on the Record Date and subject to the surrender of the Notes at
the specified office of any Paying and Transfer Agent. Payments of interest will be made to the
persons shown in the Register at close of business on the relevant Record Date. For this purpose,
“Record Date” means the seventh business day, in the place of the specified office of the Registrar,
before the due date for the relevant payment. Each such payment will be made by transfer to a U.S.
dollar account maintained by the payee with a bank in outside the United States.
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(b) Payments subject to fiscal laws. All payments are subject in al cases to any applicable fiscal or
other laws and regulations, but without prejudice to the provisions of Condition 7. No commissions or
expenses shall be charged to the Noteholders in respect of such payments.

(@) Delay in payment: Noteholders will not be entitled to any interest or other payment for any delay
after the due date in receiving the amount due (i) as aresult of the due date not being a business day or
(i) if the holder islate in surrendering (where so required) the relevant Note(s).

(d) Business day: In these Conditions “business day” means a day on which commercia banks and
foreign exchange markets are open in the relevant city and (where such surrender is required by these
Conditions) in the place of the specified office of the relevant Paying and Transfer Agent to whom the
relevant Note is surrendered.

(e Paying and Transfer Agents: The initial Registrar and Paying and Transfer Agents and their initial
specified offices are listed below. The Issuer reserves the right at any time to vary or terminate the
appointment of any Paying and Transfer Agent and/or the Registrar and appoint additional or other
Paying and Transfer Agents, provided that it will maintain (i) a Registrar and a Fiscal Agent, (ii)
Paying and Transfer Agents having specified offices in at least two major European cities and (iii) a
Paying and Transfer Agent with a specified office in a European Union member state that will not be
obliged to withhold or deduct tax pursuant to any law implementing European Council Directive
2003/48/EC or any other Directive implementing the conclusions of the ECOFIN Council meeting of
26-27 November 2000, to the extent such a Paying and Transfer Agent is not already maintained
pursuant to (ii) above.

Taxation

All payments of principal and interest by or on behalf of the Issuer in respect of the Notes shall be made free
and clear of, and without withholding or deduction for, any taxes, duties, assessments or governmental charges
of whatever nature imposed, levied, collected, withheld or assessed by or within Georgia or any political
subdivision thereof or any authority therein or thereof having power to tax, unless such withholding or
deduction isrequired by law. In that event, the Issuer shall pay such additional amounts as will result in receipt
by the Noteholders of such amounts as would have been received by them had no such withholding or
deduction been required, except that no such additional amounts shall be payable in respect of any Note:

@ Other connection: to a holder, or to a third party on behalf of a holder, who is liable to such taxes,
duties, assessments or governmental charges in respect of such Note by reason of his having some
connection with Georgia other than the mere holding of the Note; or

(b) Provision of information: to or on behaf of a holder who is able to avoid such taxes, duties,
assessments or governmental chargesin respect of such Note by providing information concerning the
nationality, residence or identity of the holder or by making a declaration of non-residence or other
claim for exemption to the relevant tax authority; or

(c) Surrendered for payment more than 30 days after the Relevant Date: surrendered for payment
more than 30 days after the Relevant Date except to the extent that the holder of it would have been
entitled to such additional amounts on surrender of such Note for payment on the last day of such
period of 30 days; or

(d) Payment to individuals: where such withholding or deduction is imposed on a payment to an
individual and is required to be made pursuant to European Council Directive 2003/48/EC or any
other Directive implementing the conclusions of the ECOFIN Council meeting of 26-27 November
2000 on the taxation of savings income or any law implementing or complying with, or introduced in
order to conform to, such Directive; or

(e Payment by another Paying and Transfer Agent: by or on behalf of a Noteholder who would have
been able to avoid such withholding or deduction by surrendering the relevant Note to another Paying
and Transfer Agent in aMember State of the European Union.

In these Conditions “Relevant Date” means whichever is the later of (i) the date on which such payment first
becomes due and (ii) if the full amount payable has not been received by the Fiscal Agent as provided in the
Fiscal Agency Agreement on or prior to such due date, the date on which, the full amount having been so
received, notice to that effect shall have been given to the Noteholders. Any reference in these Conditions to
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principal and/or interest shall be deemed to include any additional amounts which may be payable under this
Condition 7.

Events of Default

If any of the following events (each an “Event of Default”) occurs and is continuing:

@

(b)

(©)

(d)

(€)

(f)

9

(h)

(i)

Non-payment: the Issuer fails to pay any amount of interest or principal on any of the Notes when
due and such failure continues for a period of 10 days (in the case of interest) or 7 days (in the case of
principal); or

Breach of other obligations: the Issuer does not perform or comply in any material respect with any
one or more of its other obligations in the Notes which default is incapable of remedy or if capable of
remedy, is not remedied within 30 days after notice of such default shall have been given to the I ssuer
(with a copy to the Fiscal Agent at its specified office) by any Noteholder; or

Cross-acceleration: (i) any Indebtedness of the Issuer or any Subsidiary becomes due and payable
prior to its stated maturity by reason of any actual or potential default, event of default or the like
(howsoever described), or (ii) any Indebtedness of the Issuer or any Subsidiary is not paid when due
or, as the case may be, within any originally applicable grace period, or (iii) the Issuer or any
Subsidiary fails to pay when due any amount payable by it under any present or future guarantee for,
or indemnity in respect of, any Indebtedness of any other person, provided that the aggregate amount
of any Indebtedness, guarantees and indemnities in respect of which one or more of the events
mentioned above in this paragraph (c) have occurred equals or exceeds U.S.$25,000,000 or its
equivalent (on the basis of the middle spot rate for the relevant currency against the U.S. dollar as
guoted by any leading bank on the day on which this paragraph operates); or

Enfor cement Proceedings: a distress, attachment, execution or other legal processis levied, enforced
or sued out on or against all or any material part of the property, assets or revenues of the Issuer or
any Material Subsidiary and is not discharged or stayed within 60 days; or

Security Enforced: any mortgage, charge, pledge, lien or other encumbrance, present or future,
created or assumed by the Issuer or any Material Subsidiary over al or any material part of the
property, assets or revenues of the Issuer or such Material Subsidiary, as the case may be, becomes
enforceable and any step is taken to enforce it (including the taking of possession or the appointment
of areceiver, manager or other similar person) and is not discharged within 60 days; or

Insolvency: the Issuer or any Material Subsidiary is (or is, or could be, deemed by law or a court to
be) insolvent or bankrupt or unable to pay its debts, stops, suspends or threatens to stop or suspend
payment of all or a material part of its debts, proposes or makes any agreement for the deferral,
rescheduling or other readjustment of all or a material part of its debts or proposes or makes a general
assignment or an arrangement or composition with or for the benefit of the relevant creditors in
respect of all or a material part of its debts; or a moratorium is agreed or declared in respect of or
affecting all or amaterial part of the debts of the Issuer or any Material Subsidiary; or

Winding-up: an order is made or an effective resolution passed for the winding-up or dissolution of
the Issuer or any Material Subsidiary, or the Issuer ceases or threatens to cease to carry on all or
substantially all of its business or operations, except for the purpose of and followed by a
reconstruction, amalgamation, reorganisation, merger or consolidation (i) on terms approved by an
Extraordinary Resolution of the Noteholders, or (ii) in the case of a Material Subsidiary, whereby the
undertaking and assets of the Material Subsidiary are transferred to or otherwise vested in the Issuer or
another Subsidiary; or

Performance prevented: it is or will become unlawful for the Issuer to perform or comply with any
of its material obligations under or in respect of the Notes or the Fiscal Agency Agreement or any of
such obligations shall be or become unenforceable or invalid; or

Consents etc.: any regulation, decree, consent, approval, licence or other authority necessary to
enable the Issuer to perform its material obligations under the Notes or the Fiscal Agency Agreement
or for the validity or enforceability thereof expires or is withheld, revoked or terminated or otherwise
ceases to remain in full force and effect or is modified in a manner which adversely affects any right
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10.

11.

or clam of any of the Noteholders in respect of any payment due to them pursuant to these
Conditions; or

) Analogous Events: any event occurs which under the laws of any relevant jurisdiction has an
analogous effect to any of the events referred to in any of the foregoing paragraphs of this
Condition 8,

then the holders of at least 25 per cent. in aggregate principal amount of the outstanding Notes may, by notice
in writing to the Issuer at its registered office (with a copy to the Fiscal Agent), declare all the Notesto be, and
whereupon they shall become, immediately due and payable at their principal amount together with accrued
interest without further action or formality. Notice of any such declaration shall promptly be given to all other
Noteholders by the Fiscal Agent (acting on behalf of the Issuer) in accordance with Condition 13.

Prescription

Claims in respect of principal and interest shall be prescribed and will become void unless made within a
period of 10 years in the case of principal and five years in the case of interest from the appropriate Relevant
Date.

Replacement of Notes

If any Note is lost, stolen, mutilated, defaced or destroyed it may be replaced at the specified office of the
Fiscal Agent, subject to all applicable laws and stock exchange or other relevant authority requirements, upon
payment by the claimant of the expenses incurred in connection with such replacement and on such terms as to
evidence, security, indemnity and otherwise as the Issuer may reasonably require. Mutilated or defaced Notes
must be surrendered before replacements will be issued.

M eetings of Noteholders, Written Resolutions

@ M eetings of Noteholders: The Fiscal Agency Agreement contains provisions for convening meetings
of Noteholders to consider matters relating to the Notes, including (subject to Condition 11(c) below)
the modification of any provision of these Conditions or the provisions of the Fiscal Agency
Agreement. Such a meeting may be convened by the Issuer or the Fiscal Agent in its discretion and
shall be convened by the Issuer or the Fiscal Agent at any time upon the request in writing of holders
of at least 10 per cent. of the aggregate principal amount of the outstanding Notes. For the avoidance
of doubt, notwithstanding any provision contained in these Conditions, the Notes or in the Fiscal
Agency Agreement, no modification or amendment of these Conditions, the Notes or the Fiscal
Agency Agreement may be made without the prior written consent of the I ssuer.

(b) Quorum: The quorum for any meeting convened to consider an Extraordinary Resolution will be two
or more persons holding or representing a clear majority in principal amount of the Notes for the time
being outstanding or for any adjourned meeting, two or more persons being or representing
Noteholders whatever the principal amount of the Notes held or represented, unless the business of
such meeting includes consideration of proposals, inter alia, (i) to modify the maturity of the Notes or
the dates on which interest is payable in respect of the Notes, (ii) to reduce or cancel the principal
amount of or interest on or to vary the method of calculating the rate of interest on, the Notes, (iii) to
change the currency of payment of the Notes, or (iv) to modify the provisions concerning the quorum
required at any meeting of Noteholders or the majority required to pass an Extraordinary Resolution,
in which case the necessary quorum will be two or more persons holding or representing not less than
75 per cent., or at any adjourned meeting not less than 25 per cent., in principal amount of the Notes
for the time being outstanding. Any Extraordinary Resolution duly passed shall be binding on
Noteholders (whether or not they were present at the meeting at which such resolution was passed).

(c) Written Resolutions: The Fiscal Agency Agreement provides that a resolution in writing signed by
or on behalf of the holders of not less than 75 per cent. in principal amount of the Notes outstanding
shall for all purposes be as valid and effective as an Extraordinary Resolution passed at a meeting of
Noteholders duly convened and held. Such a resolution in writing may be contained in one document
or several documents in the same form, each signed by or on behalf of one or more Noteholders.
Notwithstanding any provision contained in these Conditions or in the Fiscal Agency Agreement, no
modification or amendment of these Conditions or the Fiscal Agency Agreement may be made
without the prior written consent of the I ssuer.
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13.
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(d) Modification of these Conditions and the Fiscal Agency Agreement: The Notes, these Conditions
and the provisions of the Fiscal Agency Agreement may be amended without the consent of the
Noteholders to correct a manifest error or to make any other modification of a minor or technical
nature; provided that, for the avoidance of doubt, no modification or amendment of the Notes, these
Conditions and the provisions of the Fiscal Agency Agreement may be made without the prior written
consent of the Issuer and the Issuer shall only permit any modification of, or any waiver or
authorisation of any breach or proposed breach of or any failure to comply with, these Conditions, the
Notes or the Fiscal Agency Agreement, if to do so could not reasonably be expected to be materially
prejudicial to the interests of the Noteholders.

Further Issues

The Issuer may from time to time without the consent of the Noteholders create and issue further securities
either having the same terms and conditions as the Notes in all respects (or in all respects except for the first
payment of interest on them) and so that such further issue shall be consolidated and form a single series with
the outstanding securities of any series (including the Notes) or upon such terms as the I ssuer may determine at
the time of their issue. References in these Conditions to the Notes include (unless the context requires
otherwise) any other securities issued pursuant to this Condition and forming a single series with the Notes.

Any such further securities, even if they are treated for non-tax purposes as part of the same series as the
Notes, in some cases may be treated as a separate series for U.S. federal income tax purposes. In such a case,
the further securities may be considered to have been issued with original issue discount (“ OID") even if the
Notes had no OID. These differences may affect the market value of the Notes if the further securities are not
otherwise distinguishable from the Notes.

Notices

All notices to Noteholders shall be mailed to them at their respective addresses appearing in the Register and
shall be deemed to have been given on the fourth weekday (excluding Saturday and Sunday) after the date of
mailing.

Currency Indemnity

United States dollars (the “Contractual Currency”) is the sole currency of account and payment for all sums
payable by the Issuer under or in connection with the Notes, including damages. Any amount received or
recovered in a currency other than the Contractual Currency (whether as a result of, or of the enforcement of, a
judgment or order of a court of any jurisdiction or otherwise) by any Noteholder in respect of any sum
expressed to be due to it from the Issuer shall only constitute a discharge to the Issuer to the extent of the
Contractual Currency amount which the recipient is able to purchase with the amount so received or recovered
in that other currency on the date of that receipt or recovery (or, if it is not practicable to make that purchase on
that date, on the first date on which it is practicable to do o). If that Contractual Currency amount is less than
the Contractual Currency amount expressed to be due to the recipient under any Note, the Issuer shall
indemnify such recipient against any loss sustained by it as aresult. In any event, the Issuer shall indemnify the
recipient against the cost of making any such purchase. For the purposes of this Condition, it will be sufficient
for the Noteholder to demonstrate that it would have suffered a loss had an actual purchase been made. These
indemnities constitute a separate and independent obligation from the Issuer’ s other obligations, shall giverise
to a separate and independent cause of action, shall apply irrespective of any indulgence granted by any
Noteholder and shall continue in full force and effect despite any other judgment, order, claim or proof for a
liquidated amount in respect of any sum due under any Note or any other judgment or order, until paid in full.

Contracts (Rights of Third Parties) Act 1999

No person shall have any right to enforce any term or condition of the Notes under the Contracts (Rights of
Third Parties) Act 1999.

Governing Law

@ Governing law: The Fiscal Agency Agreement and the Notes are governed by, and shall be construed
in accordance with, English law.

(b) Jurisdiction: The Issuer irrevocably agrees for the benefit of the Noteholders that the courts of
England are to have jurisdiction to settle any disputes which may arise out of or in connection with the
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Fiscal Agency Agreement or the Notes and that accordingly any suit, action or proceedings arising out
of or in connection therewith (together referred to as “Proceedings’) may be brought in the courts of
England.

No objection to Proceedings: The Issuer irrevocably and unconditionally waives and agrees not to
raise any objection which it may have now or subsequently to the laying of the venue of any
Proceedings in the courts of England and any claim that any Proceedings have been brought in an
inconvenient forum and further irrevocably and unconditionally agrees that a final non-appealable
judgment in any Proceedings brought in the courts of England shall be conclusive and binding upon
the Issuer and may, subject to the proviso in paragraph (f) below, be enforced in the courts of any
other jurisdiction to which the Issuer is or may be subject. Nothing in this Condition shall limit any
right to take Proceedings against the Issuer in any other court of competent jurisdiction, nor shall the
taking of Proceedings in one or more jurisdictions preclude the taking of Proceedings in any other
jurisdiction, whether concurrently or not.

Agent for service of process: The Issuer irrevocably appoints Law Debenture Corporate Services
Limited of Fifth Floor, 100 Wood Street, London EC2V 7EX as its agent in England to receive
service of process in any Proceedings in England. If for any reason such agent shall cease to be such
agent for service of process, the Issuer shall appoint a new agent for service of process in England and
deliver to the Fiscal Agent a copy of the new agent’s acceptance of that appointment within 30 days.

Arbitration: The Issuer irrevocably and unconditionally agrees that any disputes which may arise out
of or in connection with the Notes (including any questions regarding their existence, validity or
termination) may be referred to and finally resolved by arbitration under the Rules of the LCIA
(formerly the London Court of International Arbitration). The place of such arbitration shall be
London and the language English.

Waiver of immunity: To the extent that the Issuer or any of its assets has (on the date of issue of the
Notes), or thereafter may acquire, any right to immunity from set-off, legal proceedings, attachment
prior to judgement, other attachment or execution of judgement on the grounds of sovereignty or
otherwise, the Issuer, if and to the extent permitted by applicable laws, hereby irrevocably waives any
such right to immunity and any similar defence, and irrevocably consents to the giving of any relief or
the issue of any process, including, without limitation, the making, enforcement or execution against
any property whatsoever of any order, award or judgment made or given in connection with any
Proceedings.
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PROVISIONSRELATING TO THE NOTESWHILST IN GLOBAL FORM
The Global Notes

The Notes will be evidenced on issue, in the case of Unrestricted Notes, by the Unrestricted Global Note (which will be
deposited with, and registered in the name of a nominee for, a common depositary for Euroclear and Clearstream,
Luxembourg) and, in the case of Restricted Notes, by the Restricted Globa Note (which will be deposited with a
custodian for, and registered in the name of Cede & Co. as nominee of, DTC).

Beneficial interestsin the Unrestricted Global Note may be held only through Euroclear or Clearstream, Luxembourg at
any time. See “Clearing and Settlement—Book-Entry Ownership”. By acquisition of a beneficia interest in an
Unrestricted Global Note, the purchaser thereof will be deemed to represent, among other things, that it is not located in
the United States.

Beneficia interests in the Restricted Global Note may only be held through DTC at any time. See “Clearing and
Settlement—Book-Entry Ownership”. By acquisition of a beneficial interest in the Restricted Global Note, the purchaser
thereof will be deemed to represent, among other things, that it is a QIB and that, if in the future it decides to transfer
such beneficial interest, it will transfer such interest in accordance with the procedures and restrictions contained in the
Fiscal Agency Agreement. See “Transfer Restrictions”.

Beneficia interests in each Globa Note will be subject to certain restrictions on transfer set forth therein and in the
Fiscal Agency Agreement, and with respect to Restricted Notes, as set forth in Rule 144A, and the Restricted Global
Note will bear the legend set forth thereon regarding such restrictions set forth under “Transfer Restrictions’. A
beneficial interest in the Unrestricted Global Note may be transferred to a person who takes delivery in the form of an
interest in the Restricted Global Note in denominations greater than or equal to the minimum denominations applicable
to interests in the Restricted Global Note and only upon receipt by the Registrar of a written certification (in the form
provided in the Fiscal Agency Agreement) to the effect that the transferor reasonably believes that the transferee is a
QIB and that such transaction is in accordance with any applicable securities laws of any state of the United States or
any other jurisdiction. Beneficia interests in the Restricted Global Note may be transferred to a person who takes
delivery inthe form of an interest in the Unrestricted Global Note and in accordance with Regulation S.

A beneficia interest in the Unrestricted Global Note that is transferred to a person who takes delivery in the form of an
interest in the Restricted Globa Note will, upon transfer, cease to be an interest in the Unrestricted Global Note and
become an interest in the Restricted Global Note, and, accordingly, will thereafter be subject to al transfer restrictions
and other procedures applicable to a beneficial interest in the Restricted Global Note for as long as it remains such an
interest. A beneficial interest in the Restricted Global Note that is transferred to a person who takes delivery in the form
of an interest in the Unrestricted Global Note will, upon transfer, cease to be an interest in the Restricted Global Note
and become an interest in the Unrestricted Global Note and, accordingly, will thereafter be subject to all transfer
restrictions and other procedures applicable to a beneficial interest in the Unrestricted Global Note for so long as it
remains such an interest. No service charge will be made for any registration of transfer or exchange of Notes, but the
Registrar may require payment of a sum sufficient to cover any tax or other governmental charge payable in connection
therewith. Except in the limited circumstances described below, owners of beneficial interests in Global Notes will not
be entitled to receive physical delivery of the definitive registered certificates (“Note Certificates’). No Notes will be
issued in bearer form.

Legends

The holder of a Note Certificate may transfer the Notes evidenced thereby in whole or in part in the applicable
minimum denomination by surrendering it at the specified office of the Registrar or any Paying and Transfer Agent,
together with the completed form of transfer thereon. Upon the transfer, exchange or replacement of a Restricted Note
Certificate bearing the legend referred to under “Transfer Restrictions’, or upon specific request for removal of the
legend on a Restricted Note Certificate, the Company will deliver only Restricted Note Certificates that bear such
legend, or will refuse to remove such legend, as the case may be, unless there is delivered to the Company and the
Registrar such satisfactory evidence, which may include an opinion of counsel, as may reasonably be required by the
Company that neither the legend nor the restrictions on transfer set forth therein are required to ensure compliance with
the provisions of the Securities Act.

Amendmentsto Terms and Conditions of the Notes

The Global Notes contain provisions that apply to the Notes that it evidences, some of which modify the effect of the
Terms and Conditions of the Notes. The following is a summary of those provisions.
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Payments

Payments of principal and interest in respect of Notes evidenced by a Global Note will be made to the person who
appears in the Register at the close of business on the Clearing System Business Day immediately prior to the date for
payment as holder of the Notes against presentation for endorsement by the Fiscal Agent and, if no further payment
falls to be made in respect of the relevant Notes, surrender of such Global Note to or to the order of the Fiscal Agent or
such other Paying and Transfer Agent as shall have been notified to the relevant Noteholders for such purpose. A record
of each payment so made will be endorsed in the appropriate schedule to a Global Note, which endorsement will be
prima facie evidence that such payment has been made in respect of the relevant Notes. “Clearing System Business
Day” for the purposes of this paragraph means Monday to Friday, inclusive, except 25 December and 1 January.

Notices

So long as any Notes are evidenced by a Global Note and such Global Note is held by or on behalf of a clearing system,
notices to Noteholders may be given by delivery of the relevant notice to that clearing system for communication by it
to entitled account holders in substitution for delivery thereof as required by the Terms and Conditions of the Notes
(and such natices will be deemed to have been given on the day following the date of delivery to the relevant clearing
system or, if that is not a Clearing System Business Day, on the next succeeding Clearing System Business Day).

M eetings

The holder of a Global Note will be treated as being two persons for the purposes of any quorum requirements of, or the
right to demand a poll at, a meeting of Noteholders and in any such meeting as having one vote in respect of each
integral U.S.$1,000 in principal amount of Notes.

Cancellation

Cancellation of any Note required by the Terms and Conditions of the Notes to be cancelled will be effected by
reduction in the principal amount of the relevant Global Note.

Prescription

Claims against the Company in respect of principal and interest on the Notes whilst the relevant Notes are represented
by a Globa Note will become void unless it is presented for payment within a period of 10 years (in the case of
principal) and five years (in the case of interest) from the appropriate Relevant Date (as defined in Condition 7
(Taxation) of the Notes).

Default

Each Global Note provides that the holder may cause the Global Note or a portion of it to become due and payable in
the circumstances described in Condition 8 (Events of Default) of the Notes by stating in the notice to the Fiscal Agent
the principal amount of Notes which is being declared due and payable. If principal in respect of any Note is not paid
when due and payable, the holder of the Global Note may elect that the Global Note becomes void as to a specified
portion and that the persons entitled to such portion, as accountholders with a clearing system, acquire direct
enforcement rights against the Company under further provisions of the Global Note executed by the Company as a
deed poll.

Put Option

The Noteholders' put option in Condition 5(b) (Redemption at the Option of Noteholders (Put Option)) of the Notes
may be exercised by the holder of the relevant Global Note, giving notice to the Fiscal Agent of the principal amount of
Notes in respect of which the option is exercised and presenting the relevant Global Note for endorsement of exercise
within the time limits and in the circumstances specified in Condition 5(b) (Redemption at the Option of Noteholders
(Put Option)).

Exchange for Note Certificates

Exchange

The Unrestricted Global Note will be exchangeable, free of charge to the holder, in whole but not in part, for Note

Certificates if: (i) it is held by or on behalf of a clearing system and such clearing system is closed for business for a
continuous period of 14 calendar days (other than by reason of holidays, statutory or otherwise) or announces an
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intention permanently to cease business or does in fact do so, by the holder giving notice to the Registrar or (ii) if the
Company would suffer a material disadvantage in respect of the Notes as a result of a change in the laws or regulations
(taxation or otherwise) of any jurisdiction referred to in Condition 7 (Taxation) of the Notes which would not be
suffered were the Notes in definitive form, by the Company giving notice to the Registrar and the Noteholders, in each
case of its intention to exchange interests in the Unrestricted Global Note for Note Certificates on or after the Exchange
Date (as defined below) specified in the notice.

The Restricted Global Note will be exchangeable, free of charge to the holder, in whole but not in part, for Note
Certificates if (i) DTC or its successor depositary notifies the Company that it is no longer willing or able to discharge
properly its responsibilities as depositary with respect to the Restricted Global Note or ceases to be a “clearing agency”
registered under the Exchange Act, or is at any time unable to act as such, and the Company is unable to locate a
qualified successor within 90 days of receiving notice of such ineligibility on the part of such depositary or (ii) the
Company would suffer a material disadvantage in respect of the Notes as a result of a change in the laws or regulations
(taxation or otherwise) of any jurisdiction referred to in Condition 7 (Taxation) of the Notes which would not be
suffered were the Notes in definitive form, by the Company giving notice to the Registrar and the Noteholders, in each
case, of itsintention to exchange interests in the Restricted Global Note for Note Certificates on or after the Exchange
Date (as defined below) specified in the notice.

“Exchange Date” means a day falling not later than 60 calendar days after that on which the notice requiring exchange
is given and on which banks are open for business in the city in which the specified office of the Registrar or the
relevant Paying and Transfer Agent islocated.

The Registrar will not register the transfer of, or exchange of interests in, a Global Note for Note Certificates for a
period of 15 calendar days ending on the date for any payment of principal or interest in respect of the Notes.

Delivery

If any of the events described in “—Exchange” above occurs, the relevant Global Note shall be exchangeable in full but
not in part for Note Certificates and the Company will, free of charge to the Noteholders (but against such indemnity as
the Registrar or any relevant Paying and Transfer Agent may require in respect of any tax or other duty of whatever
nature which may be levied or imposed in connection with such exchange), cause sufficient Note Certificates to be
executed and delivered to the Registrar for completion and despatch to the relevant Noteholders. A person having an
interest in the relevant Global Note must provide the Registrar with (@) a written order containing instructions and such
other information as the Company and the Registrar may require to complete, execute and deliver such Note
Certificates and (b) in the case of the Restricted Global Note only, a fully completed, signed certification substantially
to the effect that the exchanging holder is not transferring its interest at the time of such exchange or, in the case of
simultaneous sale pursuant to Rule 144A, a certification that the transfer is being made in compliance with the
provisions of Rule 144A to a QIB. Except as otherwise permitted, Note Certificates issued in exchange for an interest in
the Restricted Global Note shall bear the legend applicable to transfers pursuant to Rule 144A, as set out under
“Transfer Restrictions”.
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CLEARING AND SETTLEMENT

The information set out below is subject to any change in or reinterpretation of the rules, regulations and procedures of
DTC, Euroclear or Clearstream, Luxembourg (together, the “ Clearing Systems”) currently in effect. Investors wishing
to use the facilities of any of the Clearing Systems are advised to confirm the continued applicability of the rules,
regulations and procedures of the relevant Clearing System. None of the Company nor any other party to the Fiscal
Agency Agreement will have any responsibility or liability for any aspect of the records relating to, or payments made
on account of, beneficial ownership interests in the Notes held through the facilities of any Clearing System or for
maintaining, supervising or reviewing any records relating to such beneficial ownership interests.

The Clearing Systems

Custodial and depositary links are to be established between DTC, Euroclear and Clearstream, Luxembourg to facilitate
the initial issue of the Notes and cross-market transfers of the Notes associated with secondary market trading. See “—
Book-Entry Ownership” and “—Settlement and Transfer of Notes’ below.

Investors may hold their interestsin a Global Note directly through DTC, Euroclear or Clearstream, Luxembourg if they
are accountholders (“Direct Participants’) or indirectly (“Indirect Participants’ and, together with Direct
Participants, “Participants”) through organisations which are accountholders therein.

Euroclear and Clear stream, L uxembourg

Euroclear and Clearstream, Luxembourg each hold securities for their customers and facilitate the clearance and
settlement of securities transactions through electronic book-entry transfer between their respective accountholders.
Indirect access to Euroclear and Clearstream, Luxembourg is available to other ingtitutions which clear through or
maintain a custodial relationship with an accountholder of either system. Euroclear and Clearstream, Luxembourg
provide various services including safekeeping, administration, clearance and settlement of internationally-traded
securities and securities lending and borrowing. Euroclear and Clearstream, Luxembourg also deal with domestic
securities markets in several countries through established depositary and custodial relationships. Euroclear and
Clearstream, L uxembourg have established an el ectronic bridge between their two systems across which their respective
customers may settle trades with each other.

The Depository Trust Company

DTC has advised the Company as follows: DTC is a limited purpose trust company organised under the laws of the
State of New York, a “banking organisation” under the laws of the State of New Y ork, a member of the United States
Federal Reserve System, a “clearing corporation” within the meaning of the New Y ork Uniform Commercial code and
a‘“clearing agency” registered pursuant to the provisions of Section 17A of the Exchange Act. DTC was created to hold
securities for its Participants and facilitate the clearance and settlement of securities transactions between Participants
through electronic computerised book-entry changes in accounts of its Participants, thereby eliminating the need for
physical movement of certificates. Participants include securities brokers and dealers, banks, trust companies, clearing
corporations and certain other organisations. Indirect access to DTC is available to others, such as banks, securities
brokers, dealers and trust companies that clear through or maintain a custodia relationship with a DTC Direct
Participant, either directly or indirectly.

Investors may hold their interests in the Restricted Global Note directly through DTC if they are Direct Participants in
the DTC system, or as Indirect Participants through organi sations which are Direct Participants in such system.

Under the rules, regulations and procedures creating and affecting DTC and its operations (the “Rules’), DTC makes
book-entry transfers of Restricted Notes represented by the Restricted Global Note among Direct Participants on whose
behalf it acts with respect to Restricted Notes and receives and transmits distributions of principal and interest on
Restricted Notes. The Rules are on file with the Securities and Exchange Commission. Direct Participants and
Independent Participants with which beneficial owners of Restricted Notes have accounts with respect to the Restricted
Notes similarly are required to make book-entry transfers and receive and transmit such payments on behalf of their
beneficial owners. Accordingly, although beneficial owners who hold Restricted Notes through Direct Participants or
Indirect Participants will not possess Restricted Notes, the Rules, by virtue of the requirements described above, provide
a mechanism by which Participants will receive payments and will be able to transfer their interest in respect of the
Restricted Notes.
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DTC has advised the Company that it will take any action permitted to be taken by a holder of Notes only at the
direction of one or more Direct Participants and only in respect of such portion of the aggregate principal amount of the
Restricted Global Note as to which such Participant or Participants has or have given such direction. However, in the
circumstances described under “Provisions Relating to the Notes whilst in Global Form—Exchange for Note
Certificates’, DTC will cause its custodian to surrender the Restricted Global Note for exchange for Note Certificates
(which will bear the legend applicable to transfers pursuant to Rule 144A).

Paymentsthrough DTC

Payments of principal and interest in respect of a Global Note registered in the name of, or in the name of a nominee
for, DTC will be made to the order of such nominee as the registered holder of such Note.

Book-Entry Owner ship
Euroclear and Clearstream, Luxembourg

The Unrestricted Global Note evidencing Unrestricted Notes will have an ISIN and a Common Code and will be
registered in the name of a nominee for, and deposited with a common depositary on behalf of, Euroclear and
Clearstream, L uxembourg.

DTC

The Restricted Global Note evidencing the Restricted Notes will have an ISIN, Common Code and a CUSIP number
and will be deposited with the Custodian for, and registered in the name of Cede & Co. as nominee of, DTC. The
Custodian and DTC will electronically record the principal amount of the Notes held within the DTC System.

Relationship of Participantswith Clearing Systems

Each of the persons shown in the records of DTC, Euroclear or Clearstream, Luxembourg as the holder of a Note
evidenced by a Global Note must look solely to DTC, Euroclear or Clearstream, Luxembourg (as the case may be) for
its share of each payment made by the Company to the holder of such Global Note and in relation to all other rights
arising under such Global Note, subject to and in accordance with the respective rules and procedures of DTC,
Euroclear or Clearstream, Luxembourg (as the case may be). The Company expects that, upon receipt of any payment
in respect of Notes evidenced by a Globa Note, the common depositary by whom such Note is held, or nominee in
whose name it is registered, will immediately credit the relevant Participants’ or accountholders' accounts in the
relevant Clearing System with payments in amounts proportionate to their respective beneficial interestsin the principal
amount of the relevant Global Note as shown on the records of the relevant Clearing System or its nominee. The
Company also expects that payments by Direct Participants in any Clearing System to owners of beneficia interestsin
any Global Note held through such Direct Participantsin any Clearing System will be governed by standing instructions
and customary practices. Save as aforesaid, such persons shall have no claim directly against the Company in respect of
payments due on the Notes for so long as the Notes are evidenced by such Global Note and the obligations of the
Company will be discharged by payment to the registered holder of such Globa Note in respect of each amount so paid.
None of the Company, the Fiscal Agent or any other Paying and Transfer Agent will have any responsibility or liability
for any aspect of the records relating to or payments made on account of ownership interestsin any Global Note or for
maintai ning, supervising or reviewing any records relating to such ownership interests.

Settlement and Transfer of Notes

Subject to the rules and procedures of each applicable Clearing System, purchases of Notes held within a Clearing
System must be made by or through Direct Participants, which will receive a credit for such Notes on the Clearing
System’s records. The ownership interest of each actual purchaser of each such Note (the “Beneficial Owner”) will in
turn be recorded on the Direct and Indirect Participants' records.

Beneficial Owners will not receive written confirmation from any Clearing System of their purchase, but Beneficial
Owners are expected to receive written confirmations providing details of the transaction, as well as periodic statements
of their holdings, from the Direct or Indirect Participant through which such Beneficial Owner entered into the
transaction.

Transfers of ownership interests in Notes held within the Clearing System will be effected by entries made on the books
of Participants acting on behalf of Beneficial Owners. Beneficial Owners will not receive certificates evidencing their
ownership interests in such Notes, unless and until interests in any Globa Note held within a Clearing System are
exchanged for Note Certificates.
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No Clearing System has knowledge of the actual Beneficial Owners of the Notes held within such Clearing System and
their records will reflect only the identity of the Direct Participants to whose accounts such Notes are credited, which
may or may not be the Beneficial Owners. The Participants will remain responsible for keeping account of their
holdings on behalf of their customers. Conveyance of notices and other communications by the Clearing Systems to
Direct Participants, by Direct Participants to Indirect Participants, and by Direct Participants and Indirect Participants to
Beneficial Owners will be governed by arrangements among them, subject to any statutory or regulatory requirements
as may be in effect from time to time.

The laws of some jurisdictions may require that certain persons take physical delivery in definitive form of securities.
Consequently, the ability to transfer interestsin a Global Note to such persons may be limited. As DTC can only act on
behalf of Direct Participants, who in turn act on behalf of Indirect Participants, the ability of a person having an interest
in a Restricted Global Note to pledge such interest to persons or entities that do not participate in DTC, or otherwise
take actionsin respect of such interest, may be affected by alack of aphysical certificate in respect of such interest.

Trading between Euroclear and Clear stream, L uxembourg Participants

Secondary market sales of book-entry interests in the Notes held through Euroclear or Clearstream, Luxembourg to
purchasers of book-entry interests in the Notes held through Euroclear or Clearstream, Luxembourg will be conducted
in accordance with the normal rules and operating procedures of Euroclear and Clearstream, Luxembourg and will be
settled using the procedures applicable to conventional eurobonds.

Trading between DTC Participants

Secondary market sales of book-entry interests in the Notes between DTC Participants will occur in the ordinary way in
accordance with DTC rules and will be settled using the procedures applicable to United States corporate debt
obligations in DTC's Same-Day Funds Settlement system in same-day funds, if payment is effected in U.S. Dollars, or
free of payment, if payment is not effected in U.S. Dollars. Where payment is not effected in U.S. Dollars, separate
payment arrangements outside DTC are required to be made between the DTC participants.

Trading between DTC Seller and Eur oclear/Clear stream, L uxembourg Pur chaser

When book-entry interests in Notes are to be transferred from the account of a DTC Participant holding a beneficial
interest in the Restricted Global Note to the account of a Euroclear or Clearstream, Luxembourg accountholder wishing
to purchase a beneficial interest in the Unrestricted Global Note (subject to the certification procedures provided in the
Fiscal Agency Agreement), the DTC participant will deliver instructions for delivery to the relevant Euroclear or
Clearstream, Luxembourg accountholder to DTC by 12 noon, New Y ork time, on the settlement date. Separate payment
arrangements are required to be made between the DTC Participant and the relevant Euroclear or Clearstream,
Luxembourg Participant. On the settlement date, the custodian of the Restricted Global Note will instruct the Registrar
to (i) decrease the amount of Notes registered in the name of Cede & Co. and evidenced by the Restricted Global Note
and (i) increase the amount of Notes registered in the name of the nominee of the common depositary for Euroclear and
Clearstream, Luxembourg and evidenced by the Unrestricted Global Note. Book-entry interests will be delivered free of
payment to Euroclear or Clearstream, Luxembourg, as the case may be, for credit to the relevant accountholder on the
first business day following the settlement date.

Trading between Euroclear/Clear stream, L uxembourg seller and DTC Purchaser

When book-entry interests in the Notes are to be transferred from the account of a Euroclear or Clearstream,
Luxembourg accountholder to the account of a DTC Participant wishing to purchase a beneficia interest in the
Restricted Global Note (subject to the certification procedures provided in the Fiscal Agency Agreement), the Euroclear
or Clearstream, Luxembourg Participant must send to Euroclear or Clearstream, Luxembourg delivery free of payment
instructions by 7:45 p.m., Brussels or Luxembourg time, one business day prior to the settlement date. Euroclear or
Clearstream, Luxembourg, as the case may be, will in turn transmit appropriate instructions to the common depositary
for Euroclear and Clearstream, Luxembourg and the Registrar to arrange delivery to the DTC Participant on the
settlement date, Separate payment arrangements are required to be made between the DTC Participant and the relevant
Euroclear or Clearstream, Luxembourg accountholder, as the case may be. On the settlement date, the common
depositary for Euroclear and Clearstream, Luxembourg will (a) transmit appropriate instructions to the custodian of the
Restricted Global Note who will in turn deliver such book-entry interests in the Notes free of payment to the relevant
account of the DTC Participant and (b) instruct the Registrar to (i) decrease the amount of Notes registered in the name
of the nominee of the common depositary for Euroclear and Clearstream, Luxembourg and evidenced by the
Unrestricted Global Note; and (ii) increase the amount of Notes registered in the name of Cede & Co. and evidenced by
the Restricted Global Note,
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Although DTC, Euroclear and Clearstream, Luxembourg have agreed to the foregoing procedures in order to facilitate
transfers of beneficia interests in Global Notes among Participants and accountholders of DTC, Euroclear and
Clearstream, Luxembourg, they are under no obligation to perform or continue to perform such procedures, and such
procedures may be discontinued at any time. None of the Company, the Fiscal Agent or any other Paying and Transfer
Agent will have any responsibility for the performance by DTC, Euroclear, Clearstream, Luxembourg or their
respective Direct or Indirect Participants of their respective obligations under the rules and procedures governing their
operations.

Settlement of Pre-issue Trades

It is expected that delivery of Notes will be made against payment therefor on the Issue Date, which could be more than
three business days following the date of pricing. Under Rule 15¢6-1 under the Exchange Act, trades in the United
States secondary market generally are required to settle within three business days (T+3), unless the parties to any such
trade expressly agree otherwise.

Accordingly, purchasers who wish to trade Notes in the United States on the date of pricing or the next succeeding
business days until three days prior to the Issue Date will be required, by virtue of the fact the Notes initially will settle
beyond T+3, to specify an alternate settlement cycle at the time of any such trade to prevent a failed settlement.
Settlement proceduresin other countries will vary.

Purchasers of Notes may be affected by such local settlement practices and purchasers of Notes between the relevant
date of pricing and the Issue Date should consult their own advisers.
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SUBSCRIPTION AND SALE

Each of Goldman Sachs International, J.P. Morgan Securities Ltd. and Merrill Lynch International (each, a“Joint Lead
Manager” and together, the “Joint Lead Managers’) has, in a subscription agreement dated 27 June 2012 (the
“Subscription Agreement”) and upon the terms and subject to the conditions contained therein, severally agreed to
subscribe and pay for the aggregate principal amount of the Notes listed next to its name in the table below at the issue
price of 99.998 per cent. of their principal amount.

Joint Lead Manager Principal Amount of the Notes
Goldman Sachs INtErNationNal ..........cccoeiinieniiniineeseeie et U.S.$166,666,667
J.P. MOrgan SECUNtiES L. ... U.S.$166,666,667
U.S.$166,666,666

TOAL ..t U.S.$500,000,000

The Company has agreed to pay to the Joint Lead Managers a fee in respect of their agreement to subscribe and pay for
the Notes. The Joint Lead Managers are entitled in certain circumstances to be released and discharged from their
obligations under the Subscription Agreement prior to the closing of the issue of the Notes. The Company has in the
Subscription Agreement agreed to indemnify the Joint Lead Managers against certain liabilities incurred in connection
with the Notes.

Each of the Joint Lead Managers and its respective affiliates have performed and expect to perform in the future various
financial advisory, investment banking and commercial banking services for, and may arrange loans and other non-
public market financing for, and enter into derivative transactions with, the Company and its affiliates (including its
shareholders) for which they will receive customary fees. If the Joint Lead Managers or their respective affiliates have a
lending relationship with the Company, they will routinely hedge their credit exposure consistent with customary risk
management policies. Typically, the Joint Lead Managers and their respective affiliates would hedge such exposure by
entering into transactions, which consist of either the purchase of credit default swaps or the creation of short positions
in the Company’s securities, including potentially the Notes. Any such short positions could adversely affect future
trading prices of the Notes. The Joint Lead Managers and their respective affiliates may also make investment
recommendations or publish or express independent research views in respect of such securities or financia instruments
and may hold, or recommend to clients that they acquire, long and/or short positionsin such securities and instruments.

In connection with the issue of the Notes, the Stabilising Manager (or any person acting for the Stabilising Manager)
may over-allot notes or effect transactions with a view to supporting the market price of the Notes at alevel higher than
that which might otherwise prevail. However, there is no assurance that the Stabilising Manager (or any person acting
on behalf of the Stabilising Manager) will undertake stabilisation action. Any stabilisation action may begin on or after
the date on which adequate public disclosure of the terms of the offer of the Notes is made and, if begun, may be ended
at any time, but it must end no later than the earlier of 30 days after the issue date of the Notes and 60 days after the
date of theinitia allotment of the Notes. Any stabilisation action or over-allotment must be conducted by the Stabilising
Manager (or any person acting on behalf of the Stabilising Manager) in accordance with all applicable laws and rules.

United States

The Notes have not been and will not be registered under the Securities Act and may not be offered or sold within the
United States except pursuant to an exemption from, or in a transaction not subject to, the registration requirements of
the Securities Act.

Each Joint Lead Manager has represented that it has not offered or sold, and agreed that it will not offer or sell, any
Notes constituting part of its allotment within the United States except in accordance with Rule 903 of Regulation S or
Rule 144A under the Securities Act. Each Joint Lead Manager has represented that neither it nor its affiliates (as
defined in Rule 405 under the Securities Act), nor any persons acting on its or their behalf, have engaged or will engage
in any directed selling efforts with respect to the Notes. Terms used in this paragraph have the meaning given to them
by Regulation S under the Securities Act.

Each Joint Lead Manager has represented and agreed that neither it nor any of its affiliates (as defined in Rule 501(b) of
Regulation D under the Securities Act (“Regulation D)), nor any person acting on its or their behalf, has engaged or
will engage in any form of general solicitation or general advertising (within the meaning of Regulation D) in
connection with any offer and sale of the Notes in the United States.

The Notes are being offered and sold by the Joint Lead Managers outside the United States in accordance with
Regulation S. The Subscription Agreement provides that the Joint Lead Managers may through their respective United
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States broker-dealer affiliates resell a portion of the Notes within the United States only to QIBs in reliance on Rule
144A.

In addition, until 40 days after the commencement of the offering of the Notes, an offer or sale of Notes within the
United States by a dealer (whether or not participating in the offering) may violate the registration requirements of the
Securities Act if such offer or sdle is made otherwise than in accordance with Rule 144A, or another available
exemption from registration under the Securities Act.

United Kingdom
Each Joint Lead Manager has represented and agreed that:

i it has only communicated or caused to be communicated and will only communicate or cause to be
communicated an invitation or inducement to engage in investment activity (within the meaning of Section 21
of the Financial Services and Markets Act 2000 (the “FSMA™) received by it in connection with the issue or
sale of the Notes in circumstances in which Section 21(1) of the FSMA does not apply to the Company; and

ii. it has complied and will comply with all applicable provisions of the FSMA with respect to anything done by it
in relation to the Notes in, from or otherwise involving the United Kingdom.

Georgia

Each Joint Lead Manager has represented and agreed that it has complied and will comply with al applicable
provisions of Georgian law with respect to anything done by it in relation to the Notes in, from or otherwise involving
Georgia.

General

No action has been, or will be, taken by the Company or the Joint Lead Managers that would, or is intended to, permit a
public offer of Notes, or possession or distribution of this Prospectus, in any country or jurisdiction where any such
action for that purpose is required. Accordingly, each Joint Lead Manager has undertaken that it will comply, to the best
of its knowledge and belief and in all material respects, with all applicable securities laws and regulations in each
jurisdiction in which it purchases, offers, sells or delivers Notes or hasin its possession or distributes this Prospectus.
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TRANSFER RESTRICTIONS

Restricted Notes

Each purchaser of Restricted Notes, by accepting delivery of this Prospectus and the Notes, will be deemed to have
represented, agreed and acknowledged that:

1.

Itis (a) aQIB, (b) acting for its own account, or for the account of a QIB, (c) not formed for the purpose of
investing in the Company, and (d) aware, and each beneficial owner of such Notes has been advised, that the
sale of such Notesto it is being made in reliance on Rule 144A.

It understands that the Restricted Notes are being offered only in a transaction not involving any public
offering in the United States within the meaning of the Securities Act, and that the Restricted Notes have not
been and will not be registered under the Securities Act and may not be offered, sold, pledged or otherwise
transferred except (@) in accordance with Rule 144A to a person that it and any person acting on its behalf
reasonably believe is a QIB purchasing for its own account or for the account of a QIB or (b) in an offshore
transaction in accordance with Rule 903 or Rule 904 of Regulation S under the Securities Act, in each casg, in
accordance with any applicable securities laws of any state or another jurisdiction of the United States.

It acknowledges that the Notes offered and sold hereby in the manner set forth in paragraph 1 are “restricted
securities’ within the meaning of Rule 144(a)(3) under the Securities Act and are being offered and sold in a
transaction not involving any public offering in the United States within the meaning of the Securities Act and
that no representation is made as to the availability of the exemption provided by Rule 144 for resales of the
Notes.

If it is acquiring any Notes for the account of one or more QIBs, it represents that it has sole investment
discretion with respect to each such account and that it has full power to make (and does make) the foregoing
acknowledgments, representations and agreements on behalf of each such account.

It understands that the Company has the right to refuse to honour the transfer of an interest in the Restricted
Notes to a United States person whom it reasonably believesis not a QIB.

It understands that the Restricted Notes, unless otherwise agreed between the Company and the Fiscal Agentin
accordance with applicable law, will bear alegend to substantially the following effect:

THIS NOTE HAS NOT BEEN AND WILL NOT BE REGISTERED UNDER THE UNITED STATES
SECURITIES ACT OF 1933 (THE “SECURITIES ACT"), OR WITH ANY SECURITIES REGULATORY
AUTHORITY OF ANY STATE OR OTHER JURISDICTION OF THE UNITED STATES AND MAY NOT
BE OFFERED, SOLD, PLEDGED OR OTHERWISE TRANSFERRED EXCEPT (1) IN ACCORDANCE
WITH RULE 144A UNDER THE SECURITIES ACT (“RULE 144A") TO A PERSON THAT THE
HOLDER AND ANY PERSON ACTING ON ITS BEHALF REASONABLY BELIEVE IS A QUALIFIED
INSTITUTIONAL BUYER WITHIN THE MEANING OF RULE 144A (A “QIB”) AND THAT IS
ACQUIRING THIS NOTE FOR ITS OWN ACCOUNT OR FOR THE ACCOUNT OF ONE OR MORE
QIBS, (2) IN AN OFFSHORE TRANSACTION IN ACCORDANCE WITH RULE 903 OR RULE 904 OF
REGULATION S UNDER THE SECURITIES ACT OR (3) PURSUANT TO AN EXEMPTION FROM
REGISTRATION UNDER THE SECURITIES ACT PROVIDED BY RULE 144 THEREUNDER, IF
AVAILABLE, IN EACH CASE, IN ACCORDANCE WITH ANY APPLICABLE SECURITIES LAWS OF
ANY STATE OF THE UNITED STATES AND THE HOLDER WILL, AND EACH SUBSEQUENT
HOLDER IS REQUIRED TO, NOTIFY ANY PURCHASER OF THE RESALE RESTRICTIONS
REFERRED TO ABOVE. NO REPRESENTATION CAN BE MADE AS TO THE AVAILABILITY OF
ANY EXEMPTION UNDER THE SECURITIES ACT FOR RESALES OF THE NOTES.

It acknowledges that the Company, the Registrar, the Joint Lead Managers and their affiliates, and others, will
rely upon the truth and accuracy of the foregoing acknowledgements, representations and agreements and
agrees that, if any of the acknowledgements, representations or agreements deemed to have been made by it by
its purchase of Restricted Notesis no longer accurate, it shall promptly notify the Company and the Joint Lead
Managers. If it is acquiring any Notes as a fiduciary or agent for one or more investor accounts, it represents
that it has sole investment discretion with respect to each of those accounts and that it has full power to make
the foregoing acknowledgements, representations and agreements on behalf of each account.
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8.

It understands that the Restricted Notes will be evidenced by the Restricted Global Note. Before any interest in
a Restricted Global Note may be offered, sold, pledged or otherwise transferred to a person who takes delivery
in the form of an interest in an Unrestricted Global Note, it will be required to provide a Paying and Transfer
Agent with a written certification (in the form provided in the Fiscal Agency Agreement) as to compliance
with applicable securities laws.

Prospective purchasers are hereby notified that sellers of the Notes may be relying on the exemption from the
provisions of Section 5 of the Securities Act provided by Rule 144A.

Unrestricted Notes

Each purchaser of Unrestricted Notes, by accepting delivery of this Prospectus and the Notes, will have been deemed to
have represented, agreed and acknowledged that:

1.

It is, or at the time the Unrestricted Notes are purchased will be, the beneficia owner of such Unrestricted
Notes and (@) that it is located outside the United States (within the meaning of Regulation S) and (b) it is not
an affiliate of the Company or a person acting on behalf of such an affiliate.

It understands that the Unrestricted Notes have not been and will not be registered under the Securities Act and
may not be offered, sold, pledged or otherwise transferred except (a) in accordance with Rule 144A to a person
that it and any person acting on its behalf reasonably believe isa QIB purchasing for its own account or for the
account of one or more QIBs or (b) to a non-United States person in an offshore transaction in accordance with
Rule 903 or Rule 904 of Regulation S, in each case, in accordance with any applicable securities laws of any
state of the United States.

It understands that the Unrestricted Notes will be evidenced by an Unrestricted Global Note. Before any
interest in an Unrestricted Global Note may be offered, sold, pledged or otherwise transferred to a person who
takes delivery in the form of an interest in the corresponding Restricted Globa Note, it will be required to
provide a Paying and Transfer Agent with a written certification (in the form provided in the Fiscal Agency
Agreement) as to compliance with applicable securities laws.

It acknowledges that the Company, the Registrar, the Joint Lead Managers and their affiliates, and others, will
rely upon the truth and accuracy of the foregoing acknowledgements, representations and agreements and
agrees that, if any of the acknowledgements, representations or agreements deemed to have been made by it by
its purchase of the Unrestricted Notes is no longer accurate, it shall promptly notify the Company and the Joint
Lead Managers. If it is acquiring any Notes as a fiduciary or agent for one or more investor accounts, it
represents that it has sole investment discretion with respect to each of those accounts and that it has full power
to make the foregoing acknowledgements, representations and agreements on behalf of each account.
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TAXATION

The following discussion summarises certain Georgian tax considerations that may be relevant to holders of Notes. It
also includes a limited discussion of certain European Union considerations and certain material United Sates federal
income tax considerations. This summary is based on the Company’s understanding of laws, regulations, rulings and
decisions now in effect and is subject to changes in, and differing interpretations of, tax law and practice, including
changes, interpretations and applications that could have a retroactive effect. Certain statements made below as to the
possible tax treatment of holders of Notes should be read in this context.

This summary does not describe all of the tax considerations that may be relevant to holders of Notes, particularly
holders of Notes subject to special tax rules. Holders of Notes are advised to consult their own professional advisers as
to the consequences of purchasing Notes under the tax laws of the country of which they are resident.

Georgian Tax

The analysis below is a general overview of certain tax implications related to the Notes prepared in accordance with
Georgian tax legidation. As with other areas of Georgian legislation, tax law and practice in Georgia is not as clearly
established as that of more developed jurisdictions. It is possible, therefore, that changes may be made in the law or in
the current interpretation of the law or current practice, including changes that could have a retroactive effect.
Accordingly, it is possible that payments to be made to the holders of the Notes could become subject to taxation, or
that rates currently in effect with respect to such payments could be increased, in ways that cannot be anticipated as at
the date of this Prospectus. Each prospective purchaser of Notes should also consider the further tax implications for it
under laws and regulations of those countries which will be applicable to its purchase, holding and sale of Notes. See
“Risk Factors—Risks Related to Georgia—The uncertainties of the Georgian tax system could have a material adverse
effect on the Company’ s business.”

Withholding Tax on Interest

Pursuant to the Tax Code of Georgia, payments of interest on the Notes will be exempt from withholding tax and such
payments of interest shall not be included in the gross taxable income of Noteholders (whether they are individuals
(physical persons) or legal entities), so long as the Notes are listed on a “recognised stock exchange’. For these
purposes, the London Stock Exchange is a “recognised stock exchange”. However, it is not clear what kind of evidence
the tax authorities might require by way of proof that the Notes are listed on the London Stock Exchange.

Enforceability of the Tax Gross-up under the Terms and Conditions of the Notes

Pursuant to Condition 7 (Taxation) of the Notes, in the case of a withholding or deduction of any taxes (subject to
certain customary exceptions) in respect of any payment on the Notes, the Company is required to increase the amount
of the relevant payment by such amount as would result in the receipt by the relevant Noteholder of the amount which
would have been received by it had no such withholding or deduction been required. The Tax Code of Georgia neither
prohibits nor permits the inclusion of tax gross-up clauses (such as that set out in Condition 7 (Taxation)) in agreements
or instruments made by Georgian companies. In practice, however, such gross-up provisions are widely respected by
the tax authorities in Georgia.

Taxation on Sale of Notes
Taxation on the Sale of Notes by Non-resident Notehol ders—General

It is unlikely that the sale of Notes, absent a sale of Notes on the territory of Georgia or to a Georgian tax resident, will
trigger any Georgian tax obligations on the part of the Noteholders. However, the Tax Code of Georgia does not
provide a clear definition of the place of sale (supply) of the Notes for the purposes of determining profit/income tax
exposure and, accordingly, there is a risk that such interpretation may be susceptible to varying interpretations by the
tax authorities.

The relative novelty of the introduction of debt securities, such as the Notes, to the Georgian market, as well as
ambiguities with respect to the application of the respective provisions of the Tax Code of Georgia, which came into
force on 1 January 2011, combined with the absence of established practices, may result in varying interpretations of
the respective provisions of the Tax Code of Georgia being adopted by the tax authorities. In addition, the tax
authorities have been known to apply such varying interpretations to the respective provisions of the Tax Code of
Georgia to cope with the impracticability or unenforceability of certain provisions with respect to non-resident tax

payers.
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Taxation on Sale of Notes by Non-resident Legal Entities

Legal entitiesin Georgia are subject to profit tax at the rate of 15 per cent., calculated based on the taxable profit of the
relevant entity. Under the Tax Code of Georgia, taxable profit, for these purposes, is defined as the difference between
the gross income of the entity and the deductions granted or permitted under the Tax Code of Georgia. The same rate
may be applicable to non-resident legal entitiesif they realise a capital gain on the sale of Notes to Georgian taxpayers
and the same rate will be applicable to non-resident legal entities if they realise a capital gain on the sale of Notes to
non-resident taxpayers on the territory of Georgia. The capital gain is calculated as the difference between the initial
acquisition and subsequent sale prices. If such sale triggers a tax liability, non-residents will be obliged to report and
pay tax to the Georgian tax authorities. However, the actual applicability of this taxation regime is subject to
considerable impracticability and lack of enforceability, which may, in limited circumstances, lead to the adoption of
peculiar and, at times, rather aggressive interpretations by the tax authorities. The applicability of profit tax may be
affected by a double tax treaty between Georgia and the country of residence of the seller.

Taxation on Sale of Notes by Non-resident Natural Persons

Natural persons in Georgia are subject to income tax at the rate of 20 per cent. (the income tax rate applicable to natural
persons in Georgia is set to gradually decrease over the next few years with the effective income tax rate expected to
drop to 18 per cent. in 2013 and 15 per cent. thereafter) on the taxable income. Under the Tax Code of Georgia, taxable
income, for these purposes, is defined as the difference between the gross income of the natural person and the
deductions granted or permitted under the Tax Code of Georgia. The same rate will be applicable to non-resident
individuals when such individuals sell Notes to any legal entity or individual on the territory of Georgia and the same
rate may be applicable to non-resident individuals when such individuals sell Notes to a Georgian resident outside of
the territory of Georgia. In such cases, income tax will be assessed on the difference between the initial purchase and
subsequent sale price. If such sale triggers a tax liability, non-resident natural persons selling Notes will be obliged to
report and pay tax to the Georgian tax authorities. The actual applicability of this taxation regime, however, is subject to
considerable impracticability and lack of enforceability, which may, in limited circumstances, lead to the adoption of
peculiar and, at times, rather aggressive interpretations by the tax authorities. As above, the applicability of income tax
may be affected by a double tax treaty between Georgia and the country of residency of the seller.

Taxation of Sale of Notes by Non-resident Noteholders through a Georgian Brokerage Company

If a Noteholder (individual (natural person) or legal entity), which is not registered as a taxpayer for the purposes of the
Tax Code of Georgia, sells Notes through a Georgian brokerage company licensed in Georgia, withholding tax will be
assessed on the difference between the initial purchase and subsequent sale price. The amount of this withholding tax,
in the case of a natural person selling the Notes, will be 20 per cent. and, in case of legal entities selling the Notes, will
be 15 per cent., although varying interpretations may exist as to the tax rates applicable to both natural persons and legal
entities. Certain exemptions may be available to individual Noteholders if such individuals maintain ownership of such
Notes for more than two calendar years, although varying interpretations may preclude the applicability of such
exemption.

Taxation on Sale of Notes by Residents of Georgia to Non-resident Legal Entities or Natural Persons

In the event of a sale of Notes by a resident of Georgia to a non-resident natural person or legal entity, no tax burden
will fall on the purchaser. A sale of Notes by a Georgian resident taxpayer may be subject to 15 per cent. profit tax (for
a legal entity) or 20 per cent. income tax (for an individual), with the tax being calculated based on the difference
between the relevant initial acquisition price and the subsequent sale price. There may, however, be some uncertainty
relating to the interpretation of the applicable provisions of the Tax Code of Georgia regarding the Notes. An aggressive
interpretation of the tax law by local tax authorities may result in the imposition of additional tax obligations. The
Georgian tax authorities may adopt the view that such taxes are to be assessed on the full amount of the sale price.

Certain exemptions from the 20 per cent. income tax may be available to an individual Noteholder if such Noteholder

has held Notes for more than two calendar years, although varying interpretations may preclude the applicability of this
exemption.
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Taxation on Sale of Notes by Resident Noteholders through a Georgian Brokerage Company

If a Georgian resident individual Noteholder, who is not registered as a taxpayer for the purposes of the Tax Code of
Georgia, sells Notes through a brokerage company registered in Georgia, withholding tax (currently at the rate of 20 per
cent., although varying interpretations may exist as to the tax rate applicable) will be assessed on the difference between
the initial purchase and subsequent sale price. Certain exemptions may be available to Georgian resident individual
Noteholders if such individuals maintain ownership of such Notes for more than two calendar years, although varying
interpretations may preclude the applicability of such exemption.

Taxation on Purchase of Notes by Residents of Georgia

Generally, the Tax Code of Georgia does not impose any tax burden on a purchaser of Notes who is a resident of
Georgia, whether the purchaser is a legal entity or an individual. The tax authorities may, however, in limited
circumstances, attempt to interpret certain provisions of the Tax Code of Georgia in such a way as to ensure that the
seller complies with its tax obligations (as outlined above) by assessing the corresponding amount of withholding tax on
the purchaser.

Value Added Tax
The Tax Code of Georgia considers the sale of Notes as a financial operation, which is exempt from value-added-tax.
Other Considerations

The Tax Code of Georgia expressly provides for right of the tax authority to re-examine the transaction price indicated
by the respective parties, subject to certain procedural requirements.

Certain United States Feder al Income Taxation Consider ations

TO ENSURE COMPLIANCE WITH TREASURY DEPARTMENT CIRCULAR 230, HOLDERS ARE HEREBY
NOTIFIED THAT: (A) ANY DISCUSSION OF FEDERAL TAX ISSUES IN THIS OFFERING MEMORANDUM IS
NOT INTENDED OR WRITTEN TO BE RELIED UPON, AND CANNOT BE RELIED UPON, BY HOLDERS FOR
THE PURPOSE OF AVOIDING PENALTIES THAT MAY BE IMPOSED ON HOLDERS UNDER THE
INTERNAL REVENUE CODE; (B) SUCH DISCUSSION IS INCLUDED HEREIN BY THE COMPANY IN
CONNECTION WITH THE PROMOTION OR MARKETING (WITHIN THE MEANING OF CIRCULAR 230) BY
THE COMPANY OF THE TRANSACTIONS OR MATTERS ADDRESSED HEREIN; AND (C) HOLDERS
SHOULD SEEK ADVICE BASED ON THEIR PARTICULAR CIRCUMSTANCES FROM AN INDEPENDENT
TAX ADVISER.

* k % k% %

The following is a summary of certain material United States federal income tax consequences of the acquisition,
ownership and disposition of Notes by a U.S. Holder (as defined below). This summary deals only with initial
purchasers of Notes at the issue price that are U.S. Holders and that will hold the Notes as capital assets. The discussion
does not cover all aspects of United States federal income taxation that may be relevant to, or the actual tax effect that
any of the matters described herein will have on, the acquisition, ownership or disposition of Notes by particular
investors, and does not address state, local, foreign or other tax laws. This summary also does not discuss all of the tax
considerations that may be relevant to certain types of investors subject to specia treatment under the United States
federal income tax laws (such as, U.S. expatriates, “dua resident” companies, real estate investment trusts, regulated
investment companies, grantor trusts, financial ingtitutions, insurance companies, investors liable for the alternative
minimum tax, individual retirement accounts and other tax-deferred accounts, tax-exempt organisations, dealers in
securities or currencies, investors that will hold the Notes, as part of straddles, hedging transactions or conversion
transactions for United States federal income tax purposes or investors whose functional currency is not the U.S. Dollar,
U.S. Holders who are residents of Georgia or holders otherwise subject to special tax rules).

As used herein, the term “U.S. Holder” means a beneficial owner of Notes that is, for United States federal income tax
purposes, (i) an individual citizen or resident of the United States, (ii) a corporation created or organised under the laws
of the United States or any state thereof, (iii) an estate the income of which is subject to United States federal income
tax without regard to its source or (iv) atrust if a court within the United States is able to exercise primary supervision
over the administration of the trust and one or more United States persons have the authority to control al substantial
decisions of the trugt, or the trust has elected to be treated as a domestic trust for United States federal income tax
purposes.
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The United States federal income tax treatment of a partner in a partnership that holds Notes will depend on the status
of the partner and the activities of the partnership. Prospective purchasers that are partnerships should consult their tax
advisers concerning the United States federal income tax consequences to their partners of the acquisition, ownership
and disposition of Notes by the partnership.

The summary is based on the tax laws of the United States, including the Internal Revenue Code of 1986, as amended,
its legidative history, existing and proposed regulations thereunder, published rulings and court decisions, all as of the
date hereof and all subject to change at any time, possibly with retroactive effect.

THE SUMMARY OF UNITED STATES FEDERAL INCOME TAX CONSEQUENCES SET OUT BELOW IS FOR
GENERAL INFORMATION ONLY. ALL PROSPECTIVE PURCHASERS SHOULD CONSULT THEIR TAX
ADVISERS AS TO THE PARTICULAR TAX CONSEQUENCES TO THEM OF OWNING THE NOTES,
INCLUDING THE APPLICABILITY AND EFFECT OF STATE, LOCAL, FOREIGN AND OTHER TAX LAWS
AND POSSIBLE CHANGES IN TAX LAW.

Payments of Interest and Sale of Notes
General

Interest on a Note will be taxable to aU.S. Holder as ordinary income at thetime it is received or accrued, depending on
the holder’ s method of accounting for tax purposes. Interest paid by the Company on the Notes constitutes income from
sources outside the United States. Prospective purchasers should consult their tax advisers concerning the applicability
of the foreign tax credit and source of income rules to income attributable to the Notes.

Sale and Retirement of the Notes

A U.S. Holder will generally recognise gain or loss on the sale or retirement of a Note equal to the difference between
the amount realised on the sale or retirement and the tax basis of the Note. A U.S. Holder's tax basis in a Note will
generaly be its U.S. Dollar cost. The amount realised does not include the amount attributable to accrued but unpaid
interest, which will be taxable as interest income to the extent not previoudly included in income. Gain or loss
recognised by a U.S. Holder on the sale or retirement of a Note will be capital gain or loss and will be long-term capital
gain or lossif the Note was held by the U.S. Holder for more than one year. The deductibility of capital lossesis subject
to substantial limitations. Gain or loss realised by a U.S. Holder on the sale or retirement of a Note generally will be
United States source. Therefore, a U.S. Holder may have insufficient foreign source income to utilise foreign tax credits
attributable to any withholding or other foreign tax imposed on the sale or disposition. Prospective purchasers should
consult their tax advisers as to the foreign tax credit implications of the sale or retirement of Notes.

Backup Withholding and Information Reporting

Payments of principal and interest on, and the proceeds of sale or other disposition of Notes by a United States paying
agent or other United States intermediary will be reported to the IRS and to the U.S. Holder as may be required under
applicable regulations. Backup withholding will be required on payments made within the United States, or by a United
States paying agent or other United States intermediary, on Notes held by a U.S. Holder (other than an exempt
recipient), if the U.S. Holder fails to furnish its correct taxpayer identification number, fails to report al interest and
dividends required to be shown on its United States federal income tax returns, or otherwise fails to comply with, or
establish an exemption from, the backup withholding requirements.

Backup withholding tax is not an additional tax. A holder generally will be entitled to credit any amounts withheld
under the backup withholding rules against such holder’'s United States federal income tax liability provided the
required information is furnished to the IRS in atimely manner.

Information Reporting Regarding Specified Foreign Financial Assets

The “Hiring Incentives to Restore Employment Act” and temporary and proposed regulations generally require
individual U.S. holders (“specified individuals’) and “specified domestic entities” with an interest in any “specified
foreign financial asset” (which may include the Notes) to file an annual report on new | RS Form 8938 with information
relating to the asset, including the maximum value thereof, for any taxable year in which the aggregate value of al such
assets is greater than $50,000 on the last day of the taxable year or $75,000 at any time during the taxable year. Certain
individuals are permitted to have an interest in a higher aggregate value of such assets before being required to file a
report. The proposed regulations relating to specified domestic entities apply to taxable years beginning after December
31, 2011. Under the proposed regulations, “ specified domestic entities’ are domestic entities that are formed or used for
the purposes of holding, directly or indirectly, specified foreign financial assets. Generally, specified domestic entities
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are certain closely held corporations and partnerships that meet passive income or passive asset tests and, with certain
exceptions, domestic trusts that have a specified individual as a current beneficiary and exceed the reporting threshold.
Specified foreign financial assets include any depository or custodial account held at a foreign financial institution; any
debt or equity interest in aforeign financial ingtitution if such interest is not regularly traded on an established securities
market; and, if not held at afinancial institution, (i) any stock or security issued by a non-U.S. person, (ii) any financial
instrument or contract held for investment where the issuer or counterparty isanon-U.S. person, and (iii) any interest in
an entity which isanon-U.S. person.

Depending on the aggregate value of your investment in specified foreign financial assets, you may be obligated to file
an IRS Form 8938 under this provision if you are an individual U.S. holder. Specified domestic entities are not required
to file Form 8938 until the proposed regulations are final. Penalties apply to any failure to file IRS Form 8938.
Additionally, in the event a U.S. holder (either a specified individual or specified domestic entity) does not file such
form, the statute of limitations on the assessment and collection of U.S. federal income taxes of such U.S. holder for the
related tax year may not close before the date which is three years after the date such information is filed. Y ou should
consult your own tax advisor as to the possible application to you of this information reporting requirement and related
statute of limitations tolling provision.

Legidation Affecting Taxation of Notes Held By or Through Entities Treated as Foreign Financial | nstitutions

Legidlation enacted in 2010 generally imposes a withholding tax of 30 per cent. on certain payments, including on
certain non-U.S. source payments made by non-U.S. financial institutions that enter into an agreement with the IRS and
satisfy various U.S. information reporting and withholding requirements to non-U.S. financial institutions that do not
enter into such agreement. Under proposed regulations, this tax may apply to a portion of interest paid on the Notes on
or after January 1, 2017, although under the same proposed regulations (which need to be finalised to become effective)
the tax generally would not apply to payments on debt obligations outstanding on January 1, 2013. Non-U.S. Holders
should consult their tax advisers regarding the implications of this legidation and the guidance issued thereunder for
their investment in the Notes.

3.8 per cent. Medicare Tax On “ Net Investment Income”

For taxable years beginning after December 31, 2012, certain U.S. Holders, including individuals, estates, and trusts,
will be subject to an additional 3.8 per cent. Medicare tax on unearned income. For individual U.S. Holders, the
additional Medicare tax applies to the lesser of (i) “net investment income,” or (ii) the excess of “modified adjusted
gross income” over U.S. $200,000 (U.S. $250,000 if married and filing jointly or U.S. $125,000 if married and filing
separately). “Net investment income” generally equals the taxpayer’'s gross investment income reduced by the
deductions that are allocable to such income. Investment income generally includes passive income such as interest,
dividends, annuities, royalties, rents, and capital gains. U.S. Holders are urged to consult their own tax advisors
regarding the implications of the additional Medicare tax resulting from an investment in the Notes.

EU Savings Directive

Under EC Council Directive 2003/48/EC on the taxation of savings income, Member States are required to provide to
the tax authorities of another Member State details of payments of interest (or similar income) paid by a person within
itsjurisdiction to an individual resident in that other Member State. However, for atransitional period, Luxembourg and
Austria may instead (unless during that period they elect otherwise) operate a withholding system in relation to such
payments (the ending of such transitional period being dependent upon the conclusion of certain other agreements
relating to information exchange with certain other countries). A number of non-EU countries and territories including
Switzerland have adopted similar measures (a withholding system in the case of Switzerland).

The European Commission has proposed certain amendments to the EU Savings Directive, which may, if implemented,
amend or broaden the scope of the requirements described above.
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GENERAL INFORMATION
Authorisation

The Company has obtained all necessary consents, approvals and authorisations in Georgia in connection with the
issue and performance of the Notes. The issue of the Notes was authorised by resolutions of the Board of Directors of
the Company passed on 12 June 2012, by resolutions of the Supervisory Board of the Company passed on 14 June
2012 and by shareholders' resolutions of the Company passed on 15 June 2012. The Company’s registration number
i5$202886010. The Company’ s telephone number is +995 219 9573.

Listing

It is expected that listing of the Notes on the Official List and admission of the Notes to trading on the Market will be
granted on or about 5 July 2012, subject only to the issue of the Global Notes. The Global Notes are expected to be
issued on or about 5 July 2012. Prior to official listing and admission to trading, dealings in the Notes will be permitted
by the London Stock Exchange in accordance with its rules. The listing of the Notes on the Official List will be
expressed as a percentage of their nominal amount (exclusive of accrued interest). Transactions will normally be
effected for settlement in U.S. Dollars and for delivery on the third working day after the day of the transaction. The
listing expensesin connection with the issue of the Notes are expected to be approximately U.S.$12,000.

No Significant Change

There has been no significant change in the financial or trading position of the Company or the Company and its
consolidated subsidiaries taken as a whole, in each case, since 31 March 2012 and no material adverse change in the
prospects of the Company and its consolidated subsidiaries taken as a whole, in each case, since 31 December 2011.
Clearing Systems

The Notes have been accepted for clearance through Euroclear, Clearstream, Luxembourg and DTC. The Common
Code and ISIN for the Unrestricted Notes and the Common Code, ISIN and CUSIP number for the Restricted Notes are
asfollows:

Unrestricted Notes

ISIN: XS0800346362
Common Code: 080034636

Restricted Notes

ISIN: US37363BAA61
Common Code: 080082215
CUSIP; 37363B AA6

The address of Euroclear is 1 Boulevard du Roi Albert 11, B-1210 Brussels, Belgium, The address of Clearstream,
Luxembourg is 42 Avenue JF Kennedy, L-1855 Luxembourg. The address of DTC is 55 Water Street, New York, NY
10041, United States.

Indication of Yield

The indication of yield in relation to the Notes is 7.75 per cent. per annum. Thisyield is calculated at the |ssue Date on
the basis of the issue price. It is nhot an indication of future yield.

Litigation
Neither the Company nor its subsidiaries has been involved in any governmental, legal or arbitration proceedings
(including such proceedings pending or threatened of which the Company is aware) during the previous twelve months

that may have, or have had in the recent padt, significant effects on the financial position or profitability of the
Company or the Company and its subsidiaries, taken as a whole.
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Documents

For the period of 12 months starting on the date on which this Prospectus is made available to the public, copies (and
English translations where the documents in question are not in English) of the following documents will be available,
during usual business hours on any weekday (Saturdays and public holidays excepted), for inspection at the offices of
the Company:

@ the Charter of the Company;

(b) the Consolidated Financial Statements;

(© acopy of this Prospectus together with any supplement to this Prospectus or further prospectus; and
(d) the Fiscal Agency Agreement.

This Prospectus will be published on the website of the Regulatory News Service operated by the London Stock
Exchange at www.londonstockexchange.com/exchange/news/mar ket-news/mar ket-news-home.html .

Auditors

KPMG of 4 Besiki Street, Thilisi 0108, Georgia have audited, and in each case rendered an unqualified audit report on,
the consolidated financial statements of the Company as at and for the respective years ended 31 December 2011 and 31
December 2010. The First Quarter Condensed Consolidated Financial Statements were reviewed by KPMG of 4 Besiki
Street, Thilisi 0108, Georgia.

The review report of KPMG in respect of the First Quarter Condensed Consolidated Financial Statements contains an
“emphasis of matter”, which draws attention to the fact that the condensed consolidated interim financial statements as
at and for the three-month period ended 31 March 2011, excluding the adjustments described in Note 18 to the First
Quarter Condensed Consolidated Financial Statements, were based on the condensed consolidated interim financial
statements as at and for the three-month period ended 31 March 2011 that were approved for issuance by the Company
on 15 May 2011. Such statements were neither audited nor reviewed. As part of preparing the condensed consolidated
interim financial statements as at and for the three-month period ended 31 March 2012, management adjusted the
condensed consolidated interim financial statements as at and for the three-month period ended 31 March 2011. KPMG
has reviewed the adjustments made and has stated in its review report that nothing has come to its attention that causes
it to believe that such adjustments have not been properly applied.

KPMG is registered as a third country audit entity in accordance with the requirements of article 45 of the Statutory
Audit Directive (2006/43/EC) (as implemented in the United Kingdom).

KPMG has given and has not withdrawn its written consent to the inclusion of its independent review report on the
Company in relation to the First Quarter Condensed Consolidated Financial Statements (the “Q1 2012 Review
Report”) in the form and context in which it appears and has authorised the contents of the Q1 2012 Report for the
purposes of paragraph 5.5.4(R)(2)(f) of the Prospectus Rules paragraph 13.1 of Annex IX and paragraph 7.3 of Annex
X111 of the Commission Regulation (EC) 809/2004 (the “ Pr ospectus Dir ective Regulation”).

For the purposes of Prospectus Rule 5.5.4R(2)(f), KPMG accepts responsibility for the Q1 2012 Review Report as part
this Prospectus and declares that it has taken all reasonable care to ensure that the information contained in the Q1 2012
Review Report is, to the best of its knowledge, in accordance with the facts and contains no omission likely to affect its
import.

This declaration is included in this Prospectus in compliance with paragraph 1.2 of Annex IX and paragraph 1.2 of
Annex X111 of the Prospectus Directive Regulation.
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INDEX TO FINANCIAL INFORMATION

The Audited Consolidated Financial Statements in this Prospectus are those of Georgian Railway LLC, the predecessor
company to the Company. On 12 April 2012, Georgian Railway LLC changed its corporate form from a limited
liability company to a joint stock company and was re-registered under the name “JSC Georgian Railway”, in
accordance with the Law on Entrepreneurs.
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Thilisi Branch of KPMG CIS Limited Telephone +995 (32) 2935695
4, Besiki Street, Fax +995 (32) 2935713
Thoilisi, 0108, Internet www .kpmg.ge
Georgia

Independent Auditors’ Report on Review of
Condensed Consolidated Interim Financial Statements

To the Management Board
Georgian Railway JSC (formerly Georgian Railway LLC)

Introduction

We have reviewed the accompanying condensed consolidated interim statements of financial position of
Georgian Railway JSC (formerly Georgian Railway LLC) (the “Company”) and its subsidiaries
(the “Group”) as at 31 March 2012 and 31 March 2011, and the related condensed consolidated interim
statements of comprehensive income, changes in equity and cash flows for the three-month periods ended
31 March 2012 and 31 March 2011, and notes to the condensed consolidated interim financial statements.
Management is responsible for the preparation and presentation of these condensed consolidated interim
financial statements in accordance with International Financial Reporting Standard IAS 34 Interim
Financial Reporting. Our responsibility is to express a conclusion on these condensed consolidated
interim financial statements based on our reviews.

Scope of reviews

We conducted our reviews in accordance with the International Standard on Review Engagements 2410
Review of Interim Financial Information Performed by the Independent Auditor of the Entity. A review of
condensed consolidated interim financial statements consists of making inquiries, primarily of persons
responsible for financial and accounting matters, and applying analytical and other review procedures. A
review is substantially less in scope than an audit conducted in accordance with International Standards
on Auditing and consequently does not enable us to obtain assurance that we would become aware of all
significant matters that might be identified in an audit. Accordingly, we do not express an audit opinion.

Conclusion

Based on our reviews, nothing has come to our attention that causes us to believe that the condensed
consolidated interim financial statements as at 31 March 2012 and 31 March 2011, and for the
three-month periods ended 31 March 2012 and 31 March 2011 are not prepared, in all material respects,
in accordance with International Financial Reporting Standard 1AS 34 Interim Financial Reporting.

Emphasis of Matter

We draw attention to the fact that the condensed consolidated interim financial statements as at and for
the three-month period ended 31 March 2011, excluding the adjustments described in note 18, are based
on the condensed consolidated interim financial statements as at and for the three-month period ended
31 March 2011 that were approved for issuance on 15 May 201 1. Such statements were neither audited
nor reviewed. As part of preparing the current period condensed consolidated interim financial statements
Management has adjusted the condensed consolidated interim financial statements as at and for the three-
month period ended 31 March 201 1. We have reviewed the adjustments made and nothing has come to
our attention that causes us to believe that these adjustments have not been properly applied.

T ho broph o £PMG S Lo

Thbilisi Branch of KPMG.CIS Limjted _\«,H;.
14 May 2012 :

Toilisi Branch of XKPMG CIS Limited, a branch incarporated under the Laws of
Georgia, 8 subsidiary o KPMG Europe LLP, and a member firm of the KPMG

of firms affiliated with KPMG International
Cooperative ("KPMG Intemalional”), a Swiss entity.
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Georgian Railway JSC
Condensed Consolidated Interim Statements of Financial Position

31 March 31 December 31 March 31 December

000 GEL Note 2012 2011 2011 2010
Unaudited Unaudited
ASSETS Restated
Non-current assets
Property, plant and equipment Il 1,979,521 1,913,195 1,727,045 1,725,633
Investment property Il - 6,838 9,926 9,926
Other non-current assets 11 227,795 276,039 174,014 136,375
Total non-current assets 2,207,316 2,196,072 1,910,985 1,871,934
Current assets
Non-current assets held for distribution 11 33,033 - - -
Inventories 23,053 23,737 19,700 17,992
Current tax assets - 511 - -
Trade and other receivables 31,821 27,355 23,398 26913
Prepayments and other current assets 12 57,387 27,714 53,381 42,665
Cash and cash equivalents 14 42,110 64,516 258,325 335,855
Bank deposits 87,196 76,449 36,896 38,021
Total current assets 274,600 220,282 391,700 461,446
Total assets 2,481,916 2,416,354 2,302,685 2,333,380
EQUITY AND LIABILITIES
Equity
Charter capital 990,545 1,000,463 985,869 985,376
Non-cash owner contribution reserve 38,031 38,043 35,404 35,404
Retained earnings 768,606 763,502 631,273 612,261
Total equity 13 1,797,182 1,802,008 1,652,546 1,633,041
Non-current liabilities
Loans and borrowings 14 411,756 414,063 422,089 438,383
Trade and other payables 45 45 45 45
Deferred tax liabilities 59,550 60,925 66,548 66,521
Total non-current liabilities 471,351 475,033 488,682 504,949
Current liabilities
Loans and borrowings 14 8,320 18,607 7,744 19,259
Trade and other payables 15 81,195 45954 48,761 61,886
Liabilities to owner 16 22,291 13,188 26,543 29,241
Provisions 19,834 20,273 20,606 21,597
Other taxes payable 33,389 26,867 30,642 27,236
Other current liabilities 12,868 14,424 15,315 15,018
Dividends payable 28,000 - - -
Current tax liabilities 7,486 - 11,846 21,153
Total current liabilities 213,383 139,313 161,457 195,390
Total liabilities 684,734 614,346 650,139 700,339
Total equity and liabilities 2,481,916 2,416,354 2,302,685 2,333,380
4

The condensed consolidated interim statements of financial position are to be read in conjunction with the notes to, and
forming part of, the condensed consolidated interim financial statements set out on pages 8 to 18.
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Georgian Railway JSC
Condensed Consolidated Interim Statements of Comprehensive Income

Three-month period Three-month period

’000 GEL Note ended 31 March 20i2  ended 31 March 20i1
Unaudited Unaudited
Restated
Revenue 6 105,798 103,396
Other income 5,717 3,989
Employee benefits expense (23,846) (26,310)
Depreciation and amortization expense (24,765) (23,034)
Electricity and materials used 7 (12,346) (12,669)
Other expenses 8 (14,703) (20,464)
Results from operating activities 35,855 24,908
Finance income 9 10,425 10,869
Finance costs 9 (6,559) (1,515)
Net finance income 3,866 9,354
Profit before income tax 39,721 34,262
Income tax expense 10 (6,617) (5,719)

Profit and total comprehensive income
for the period 33,104 28,543

These condensed consolidated interim financial statements were approved by the Management
Board on 14 May 2012;and were signed on its behalf by:

,} ey

/

Amir zadze
Actife/Ghlef Accountant

Irakli Ezugbaia
General Director -

(9.}

The condensed consolidated interim statements of comprehensive income are to be read in conjunction with
the notes to, and forming part of, the condensed consolidated interim financial statements set out on pages
8 to 18. F-6



Georgian Railway JSC
Condensed Consolidated Interim Statements of Changes in Equity

Non-cash owner

Charter contribution Retained Total
000 GEL capital reserve earnings equity
Balance at | January 201 | 985,376 35,404 612,261 1,633,041

Total comprehensive income
for the period

Profit and total comprehensive income
for the period (unaudited, restated) - - 28,543 28,543

Transactions with owners, recorded
directly in equity

Non-cash contributions by and
distributions to owners

(unaudited, restated) 493 - (9,531) (9,038)
Balance at 31 March 2011

(unaudited, restated) 985,869 35,404 631,273 1,652,546
Balance at | January 2012 1,000,463 38,043 763,502 1,802,008

Total comprehensive income
for the period

Profit and total comprehensive income
for the period (unaudited) - - 33,104 33,104

Transactions with owners, recorded
directly in equity

Dividends to owners (unaudited) - - (28,000) (28,000)

Non-cash contributions by and

distributions to owners (unaudited) (9,918) (12) - (9,930)

Balance at 31 March 2012 (unaudited) 990,545 38,031 768,606 1,797,182
6

The condensed consolidated interim statements of changes in equity are to be read in conjunction with the notes
to, and forming part of, the condensed consolidated interim financial statements set out on pages 8 to 18.



Georgian Railway JSC
Condensed Consolidated Interim Statements of Cash Flows

Three-month period  Three-month period

000 GEL ended 31 March 2012 ended 31 March 2011
Unaudited Unaudited
Restated

Cash flows from operating activities

Cash receipts from customers 101,042 111,644
Cash paid to suppliers and employees (50,362) (47,540)
Cash flows from operations before income taxes 50,680 64,104
Income tax paid - (15,000)
Net cash from operating activities 50,680 49,104

Cash flows from investing activities

Acquisition of property, plant and equipment (49,581) (99,414)
(Increase)/decrease in term deposits (10,747) 1,125
(Increase)/decrease in restricted cash (101) 5,790
Interest received 4,733 814
Net cash used in investing activities (55,696) (91,685)

Cash flows from financing activities

Proceeds from borrowings 190 -
Interest paid (20,647) (22,330)
Net cash used in financing activities (20,457) (22,330)
Net decrease in cash and cash equivalents (25,473) (64,911)
Cash and cash equivalents at 1 January 61,553 323,943
Effect of exchange rate fluctuations on cash and cash
equivalents 2,966 (6,743)
Cash and cash equivalents at 31 March 39,046 252,289
7

The condensed consolidated interim statements of cash flows are to be read in conjunction with the notes to,
and forming part of, the condensed consolidated interim financial statements set out on pages 8 to 18.
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Georgian Railway JSC
Notes to the Condensed Consolidated Interim Financial Statements

Background

Business environment
Georgian business environment

The Group’s operations are primarily located in Georgia. Consequently, the Group is exposed to
the economic and financial markets of Georgia which display characteristics of an emerging
market. The conflict between Georgia and the Russian Federation has created additional
uncertainty in the environment. The legal, tax and regulatory frameworks continue development,
but are subject to varying interpretations and frequent changes which together with other legal and
fiscal impediments contribute to the challenges faced by entities operating in Georgia. The
condensed consolidated interim financial statements reflect management’s assessment of the
impact of the Georgian business environment on the operations and the financial position of the
Group. The future business environment may differ from management’s assessment.

Reporting entity

Georgian Railway JSC (the “Company”), formerly incorporated as an LLC, and its subsidiaries
(the “Group”) comprise Georgian joint stock and limited liability companies as defined in the Civil
Code of Georgia (see note 17).

The Group’s principal activity is the operation of a nationwide railway system providing freight
and passenger transportation services, maintenance and development of railway infrastructure and
construction of railway lines within Georgia.

The Company was wholly owned by the State of Georgia represented by the State Enterprise
Management Agency of the Ministry of Economy and Sustainable Development of Georgia as at
31 March 2011. On 25 October 2011 24% of the Company’s charter capital was transferred to
Partnership Fund JSC which is wholly owned by the State of Georgia (see note 17).

agig nf
AdId Ul

Statement of compliance

These condensed consolidated interim financial statements have been prepared in accordance with
International Financial Reporting Standard IAS 34 Interim Financial Reporting. They do not
include all of the information required for full annual financial statements and should be read in
conjunction with the consolidated financial statements of the Group as at and for the years ended
31 December 2011 and 2010.

Functional and presentation currency

The national currency of Georgia is the Georgian Lari (“GEL”), which is the Company’s functional
currency and the currency in which these condensed consolidated interim financial statements are
presented. All financial information presented in GEL has been rounded to the nearest thousand.
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Georgian Railway JSC
Notes to the Condensed Consolidated Interim Financial Statements

Use of estimates and judgments

The preparation of condensed consolidated interim financial statements requires management to
make judgements, estimates and assumptions that affect the application of accounting policies and
the reported amounts of assets and liabilities, income and expense. Actual results may differ from
these estimates.

In preparing these condensed consolidated interim financial statements, the significant judgements
made by management in applying the Group’s accounting policies and the key sources of
estimation uncertainty were the same as those that applied to the consolidated financial statements
as at and for the years ended 31 December 2011 and 2010.

Significant accounting policies

The accounting policies applied by the Group in these condensed consolidated interim financial
statements are the same as those applied by the Group in its consolidated financial statements as at
and for the years ended 31 December 2011 and 2010.

As part of preparing the current period condensed consolidated interim financial statements,
Management identified errors in the condensed consolidated interim financial statements as at and
for the three-month period ended 31 March 2011 that were approved for issuance on 15 May 2011.
These statements were neither audited nor reviewed. Management restated the condensed
consolidated interim statements of comprehensive income, changes in equity and cash flows for the
three-month period ended 31 March 2011 in accordance with International Financial Reporting
Standard 1AS 8 Accounting Policies, Changes in Accounting Estimates and Errors in these
condensed consolidated interim financial statements to adjust for those errors (see note 18).

Financial risk management

The Group’s financial risk management objectives and policies are consistent with those disclosed
in the consolidated financial statements as at and for the years ended 31 December 2011 and 2010.



Georgian Railway JSC
Notes to the Condensed Consolidated Interim Financial Statements

Operating segments

Information about reportable segments (unaudiled)

Freight Passenger
transportation transportation Total
Three- Three- Three- Three- Three- Three-
month month month month month month
period period period period period period
ended ended ended ended ended ended
31 March 31 March 31 March 31 March 31 March 31 March
’000 GEL 2012 2011 2012 2011 2012 2011
Restated Restated Restated
External revenues 101,101 97,716 4,105 3,450 105,206 101,166
Reportable segment
profit/(loss) before
infrastructure costs, central
overheads, net finance
income or costs and income
tax 60,752 57,943 (2,226) 3,217 58,526 54,726

Reportable segment assets 359,081 337,733 108,382 101,359 467,463 439,092

Reconciliation of reportable segment profit or loss (unaudited)

Three-month period Three-month period

’000 GEL ended 31 March 2012 ended 31 March 2011

Restated
Total profit or loss for reportable segments 58,526 54,726
Other profit or loss (321) (1,300)
Payroll expenses — infrastructure and headquarters (8,044) (12,768)
Depreciation expenses — infrastructure and headquarters (12,622) (12,068)
Net finance income 3,866 9,354
Other net unallocated expenses (1,684) (3,682)
Consolidated profit before income tax 39,721 34,262

There has been no change to the basis of segmentation or the measurement basis for the segment
profit or loss since 31 December 2011 and 31 December 2010.



Georgian Railway JSC
Notes to the Condensed Consolidated Interim Financial Statements

Revenue

Three-month period Three-month period

’000 GEL ended 31 March 2012 ended 31 March 2011
Restated

Freight traffic 87,276 89,271
Freight car rental 13,789 8,357
Passenger traffic 3,694 3,157
Other 1,039 2,611
105,798 103,396

Railroad transportation in Georgia is a natural monopoly; however, prices are not subject to
government regulation. According to clause 64 of the Railway Code of Georgia, which came into
force on 1 July 2005, the Government of Georgia allowed the Group to set prices for all services
provided including freight transportation, freight transportation-related additional services, and
passenger and luggage transportation.

Tariffs for freight transportation are based on the International Rail Transit Tariff. The Group is a
co-signatory of the Tariff Agreement together with CIS countries, Latvia, Lithuania and Estonia.
The parties to the Agreement hold annual conferences to determine the tariff policy for the
following year: each party declares tariffs denominated in Swiss Francs for railway transportation
and states the general rules that apply to and modify tariffs. The agreed tariffs indicate the
maximum level of tariffs applicable.

Effective from 1 February 2012, the Group changed the freight tariff currency from CHF to USD
due to the volatility of the exchange rates between the CHF and other currencies and also to better
align costs and revenues from its customers, which mainly trade in USD or GEL.

Electricity and materials used

Three-month period Three-month period

’000 GEL ended 31 March 2012 ended 31 March 2011
Restated
Electricity 6,114 8,466
Materials 3,953 1,771
Fuel 2,279 2,432
12,346 12,669
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Georgian Railway JSC
Notes to the Condensed Consolidated Interim Financial Statements

Other expenses

Three-month period Three-month period

’000 GEL ended 31 March 2012 ended 31 March 2011
Restated

Freight car rental 4,995 5,561
Taxes other than income tax 4,992 4,168
Security 1,842 [,894
Repairs and maintenance 1,641 3,709
Write off of non-current assets - 4,094
Other 1,233 1,038
14,703 20,464

During the three-month period ended 31 March 2011 the Group identified impairment indicators
leading to the write-off of several items of the Group’s construction in progress. No such indicators
were identified during the three-month period ended 31 March 2012,

Finance income and costs

Foreign currency exchange rate fluctuations

Included in finance income for the three-month period ended 31 March 2012 is a net foreign
exchange gain of GEL 6,426 thousand mainly as a result of the GEL depreciation against the Swiss
Franc (“CHF”) and GEL appreciation against the U.S. Dollar (“USD”) as the Group held a
significant part of its bank balances in CHF and the Group’s loans and borrowing were
denominated in USD during the three-month period ended 31 March 2012. In the three-month
period ended 31 March 2011, the Group recognised a foreign exchange gain of GEL 10,25]
thousand due to GEL appreciation against USD partly offset by the impact of GEL appreciation
against CHF.

Impairment of receivables

Included in finance costs for the three-month period ended 31 March 2012 is an impairment loss of
GEL 6,536 thousand mainly due to disputed receivables for which the Group does not expect a
repayment (three-month period ended 31 March 2011: GEL 1,514 thousand).

Income tax expense

Income tax is recognised based on management’s best estimate of the weighted average annual
income tax rate expected for the full financial year applied to the pre-tax income of the interim
periods. The Group’s consolidated effective tax rate for the three-month period ended 31 March
2012 was 17 percent (three-month period ended 31 March 2011: 17 percent). The statutory tax rate
is 15 percent.
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Georgian Railway JSC
Notes to the Condensed Consolidated Interim Financial Statements

Property, plant and equipment and other non-current assets

Acquisitions and disposals of property, plant and equipment

During the three-month period ended 31 March 2012 the Group acquired assets with a cost,
excluding capitalized borrowing costs, of GEL 83,333 thousand mainly relating to the Main Line
Modernization and Tbilisi Bypass projects (31 March 2011: GEL 30,144 thousand).

Capitalized borrowing costs related to the Main Line Modernization project for the three-month
period ended 31 March 2012 amounted to GEL 6,056 thousand (31 March 2011: GEL 6,380
thousand) and capitalized borrowing costs related to the Tbilisi Bypass project for the three-month
period ended 3] March 2012 amounted to GEL 4,254 thousand (31 March 2011: GEL 4,496

thousand).

During the three-month period ended 31 March 2012 assets with a carrying amount of GEL 827
thousand were transferred to the owner (31 March 2011: GEL 12,156 thousand).

Investment property

In March 2012 the decision was made to transfer the Tbilisi Central Station building to the
Government of Georgia although the Group retains a right of use over that portion of the Tbilisi
Central Station necessary for the Group’s operations. In the three-month period ended 31 March
2012, investment property of 6,838 thousand, mainly relating to the Tbilisi Central Station, was
reclassified to property, plant and equipment due to the change in use of the property.

Other non-current assets

The increase in other non-current assets is mainly related to prepayments made and materials and
equipment purchased for the Main Line Modernization and Tbilisi Bypass Projects.

Non-current assets held for distribution

During the three-month period ended 31 March 2012, the Group resolved to transfer to the
Government of Georgia the partially-constructed Batumi Tower in the western part of Georgia, as
well as the land plots upon which the building is being constructed, all of the rights and
obligations under the construction agreement and all other agreements executed in connection with
this project. The total value of such assets reclassified from property, plant and equipment and
prepayments for non-current assets were GEL 33,033 thousand consisting land plots of GEL 4,220
thousand, construction in progress of GEL 9,186 thousand and prepayments for construction
contracts of GEL 19,627 thousand. The transfer was completed in April 2012.

Capital commitments and major projects

As at 31 March 2012 the Group entered into contracts for the construction or purchase of property,
plant and equipment of GEL 854,646 thousand (31 March 2011: GEL 611,582 thousand), mainly
relating to the Main Line Modernization (GEL 534,288 thousand) and Tbilisi Bypass Projects
(GEL 277,815 thousand) excluding prepayments made for the contracts amounting to GEL 132,479
thousand as at 31 March 2012 (31 March 2011: GEL 71,957 thousand).
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Georgian Railway JSC
Notes to the Condensed Consolidated Interim Financial Statements

Prepayments and other current assets

During the three-month period ended 31 March 2012 the Group revised its estimate of the VAT
recoverable within 12 months from 31 March 2012, which resulted in an increase in prepayments
and other current assets and a reduction in other non-current assets as at 31 March 2012 of

GEL 26,966 thousand.

Equity
Dividends

Dividends were declared by the Group during the three-month period ended 31 March 2012 of
GEL 28,000 thousand (three-month period ended 31 March 2011: nil) (see note 17).

Loans and borrowings

No significant issues or repayments of loans and borrowings occurred during the three-month
periods ended 31 March 2012 and 31 March 2011. Changes in the carrying amounts are attributable
to interest accruals and payments and foreign currency translation differences.

In July 2010 the Group issued bonds with a face value of USD 250 million maturing in July 2015.
The proceeds are being used for the implementation of two capital projects: the Main Line
Modernization and the Tbilisi Bypass.

Cash and cash equivalents include restricted cash of GEL 3,064 thousand as at 31 March 2012
(31 December 2011: GEL 2,963 thousand; 31 March 2011: GEL 6,036 thousand; 31 December

2010: GEL 11,912 thousand).

Trade and other payables

As at 31 March 2012 construction works completed by a contractor for the Bypass Project
amounted to GEL 40,342 thousand representing an increase of GEL 35,339 thousand compared to

31 December 2011.

Related party transactions

Parent and ultimate controlling party

The Company was wholly owned by the State of Georgia represented by the State Enterprise
Management Agency of the Ministry of Economy and Sustainable Development of Georgia as at
31 March 2011. On 25 October 2011 24% of the Company’s charter capital was transferred to
Partnership Fund JSC which is wholly owned by the State of Georgia.
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Georgian Railway JSC
Notes to the Condensed Consolidated Interim Financial Statements

Transactions with key management personnel

Key management received the following remuneration during the three-month periods ended
31 March 2012 and 2011, which is included in employee benefits expenses:

Three-month period Three-month period
000 GEL ended 31 March 2012 ended 31 March 2011
Salaries and bonuses 247 279

Other related party transactions

Revenue, purchases and expenses

Until September 2011 the Group purchased most of its electricity from a State-owned operator
which amounted to GEL 675 thousand for the three-month period ended 31 March 2012
(three-month period ended 31 March 2011: GEL 6,838 thousand). In September 2011, the
Company signed an agreement for the purchase and sale of electricity from another provider. The
Group also purchases security services from a state agency which amounted to GEL 1,902
thousand for the three-month period ended 31 March 2012 (three-month period ended 31 March
2011: GEL 1,910 thousand). During the three-month period ended 31 March 2012 the Group
purchased goods of GEL 1,258 thousand from a State-owned company (three-month period ended
31 March 2011: GEL 656 thousand). The Group usually does not have significant balances for
these purchases.

Management estimates that the aggregate amounts of other income and expenses and the related
balances with other government-related entities are not significant.

Other balances

000 GEL 31 March 2012 31 December 2011 31 March 2011 31 December 2010

Liabilities to owner 22,291 13,188 26,543 29,241

Liabilities to owners relate to non-core property, plant and equipment that has been withdrawn but
not yet transferred formally to the Government of Georgia. These liabilities are recognised at the
carrying amount of assets to be transferred to the Government of Georgia.

Subsequent events

In April 2012 the Company changed its legal form from a limited liability company, whose charter
capital is not divided into shares, to a joint stock company with a share capital of 1,049,751,200
shares having a par value of GEL 1 per share.

In April 2012, a Memorandum of Understanding was signed between the Company and the
Government of Georgia which creates a set-off mechanism for the Company whereby dividends
that would otherwise be payable to the State in respect of its shares in the Company are offset
against the Group’s future expenses in relation to the Bypass Project and in exchange for the
transfer, by the Group to the Government, of approximately 70.1 hectares of land plots in Central
Thbilisi. The amount to be offset under this mechanism is subject to an aggregate cap of CHF 138.0
million. If the dividends payable to the State are insufficient to cover the reimbursable expenses in
full, the Group has the right to retain a pro-rata ownership interest in the land plots.

F-16
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Notes to the Condensed Consolidated Interim Financial Statements

Pursuant to Government Resolution No. 789 of 30 April 2012 on “Contributing the Shares of JSC

“Canraian Railwav” auwned hy tha Ctata inta tha canital AF ICC Partnarchin Fnind?” an 2 Mav 2019
LCOrgian Rauway OwWnea gy i sState o ik Cdpildr O oL rarinersnip rund , On 5 vidy 2Zvis

the State transferred additional shares in the Company representing 1.5 per cent. of the Company’s
authorised capital, by way of capital contribution, to the JSC Partnership Fund.

N opge

in Aprii 2012, the Company made a dividend payment in the amount of GEL 10 miiiion.
In April 2012, land plots and assets located in Kulevi, with an aggregate value of approximately
GEL 48.0 million, were contributed by the Government of Georgia to the Company’s capital.

In April 2012, as part of the Modernisation Project, 33 land plots (including six buildings and a
reservoir), with an aggregate value of approximately GEL 11.2 million, were contributed by the
Government of Georgia to the Company’s capital.

On 16 April 2012 the Government of Georgia announced its intention to proceed with an initial
public offering of 25% of the ordinary shares (in the form of Global Depositary receipts) of the
Company on The London Stock Exchange.

Correction of prior period errors

As part of preparing the current period condensed consolidated interim financial statements,
Management identified errors in the condensed consolidated interim financial statements as at and
for the three-month period ended 31 March 2011 that were approved for issuance on 15 May 2011.
Management restated the condensed consolidated interim statements of comprehensive income,
changes in equity and cash flows for the three-month period ended 31 March 2011 in accordance
with International Financial Reporting Standard [AS 8 Accounting Policies, Changes in Accounting
Estimates and Errors in these condensed consolidated interim financial statements to adjust for
those errors. This has resulted in the following changes in the amounts reported previously. There
was no impact on the statement of financial position as at 31 December 2010,

Condensed consolidated interim statement of financial position as at 31 March 2011

Balances as previously

reported Restated balances
'000 GEL as at 31 March 2011 Restatements as at 31 March 2011
Non-current assets 1,919,242 (8,257) 1,910,985
Current assets 385,917 5,783 391,700
Total assets 2,305,159 (2,474) 2,302,685
Equity 1,646,176 6,370 1,652,546
Non-current liabilities 488,610 72 488,682
Current liabilities 170,373 (8,916) 161,457
Total equity and liabilities 2,305,159 (2,474) 2,302,685
16



Georgian Railway JSC
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Condensed consolidated interim statement of comprehensive income for the three-month

period ended 31 March 2011

’000 GEL Balances as previously
reported Restated balances

as at 31 March 2011 Restatements as at 31 March 2011
Results from operating activities 31,433 (6,525) 24,908
Net finance (costs)/income (1,963) 11,317 9,354
Profit before income tax 29,470 4,792 34,262
Income tax expense (7,623) 1,904 (5,719)
Profit and total comprehensive
income for the period 21,847 6,696 28,543

The errors identified by Management principally related to borrowing costs of GEL 10,875
thousand which should have been capitalised and certain items of construction in progress of
GEL 4,094 thousand for which indicators of impairment were identified during the three-month
period ended 31 March 2011 and which should have been written off.

Condensed consolidated interim statement of changes in equity for the three-month period

ended 31 March 2011

Balances as previously

reported Restated balances
’000 GEL as at 31 Mareh 2011 Restatements as at 31 March 2011
Balance as at 1 January 2011 1,633,041 - 1,633,041
Profit and total comprehensive
income for the period 21,847 6,696 28,543
Total contributions by and
distributions to owners (8,712) (326) (9,038)
Balance as at 31 March 2011 1,646,176 6,370 1,652,546

17
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Condensed consolidated interim statement of cash flows for the three-month period ended

31 March 2011

’000 GEL

Net cash from operating activities

Net cash used in investing
activities

Net cash used in financing
activities

Net increase in cash and

cash equivalents

Cash and cash equivalents at
1 January 2011

Effect of exchange rate
fluctuations on cash and
cash equivalents

Cash and cash equivalents
at 31 March 2011

Balances as previously
reported

Restated balances

as at 31 March 2011 Restatements as at 31 March 2011
15,025 34,079 49,104

(86,828) (4,857) (91,685)

- (22,330) (22,330)

(71,803) 6,892 (64,911)

373,876 (49,933) 323,943

(7,055) 312 (6,743)

295,018 (42,729) 252,289

Management identified errors related to the classification of deposits of GEL 36,896 thousand and
restricted cash of GEL 6,036 thousand as cash and cash equivalents as at 31 March 2011.

Management also changed the classification of interest paid for the three-month period ended
31 March 2011 of GEL 22,330 thousand as financing activities rather than operating activities
consistent with the presentation in the consolidated financial statements as at and for the year ended

31 December 2011.
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4 Besiki Street, Fax +995 (32) 2935713
Thilisi, 0108, Internet www.kpmg.ge
Georgia

Independent Auditors’ Report

To the Management Board
Georgian Railway LLC

We have audited the accompanying consolidated financial statements of Georgian Railway LLC
(the “Company”) and its subsidiaries (the “Group”), which comprise the consolidated statement of
financial position as at 31 December 2011, and the consolidated statements of comprehensive
income, changes in equity and cash flows for the year then ended, and notes, comprising a
summary of significant accounting policies and other explanatory information.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards, and for such internal
control as management determines is necessary to enable the preparation of consolidated financial
statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our
audit. We conducted our audit in accordance with International Standards on Auditing. Those
standards require that we comply with ethical requirements and plan and perform the audit to
obtain reasonable assurance about whether the consolidated financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the consolidated financial statements. The procedures selected depend on the
auditor’s judgment, including the assessment of the risks of material misstatement of the
consolidated financial statements, whether due to fraud or error. In making those risk assessments,
the auditor considers internal control relevant to the entity’s preparation and fair presentation of
the consolidated financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. An audit also includes evaluating the appropriateness of accounting policies used
and the reasonableness of accounting estimates made by management, as well as evaluating the
overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.
Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the
financial position of the Group as at 31 December 2011, and its financial performance and its cash
flows for the year then ended in accordance with International Financial Reporting Standards.
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000 GEL

ASSETS

Non-current assets

Property, plant and equipment
Investment property

Other non-current assets
Total non-current assets

Current assets

Inventories

Current tax assets

Trade and other receivables
Prepayments and other current assets
Cash and cash equivalents

Bank deposits

Total current assets

Total assets

EQUITY AND LIABILITIES
Equity

Charter capital

Non-cash owner contribution reserve
Retained earnings

Total equity

Non-current liabilities
Loans and borrowings

Trade and other payables
Deferred tax liabilities

Total non-current liabilities

Current liabilities
Loans and borrowings
Trade and other payables
Liabilities to owners
Provisions

Other taxes payable
Other current liabilities
Current tax liabilities
Total current liabilities
Total liabilities

Total equity and liabilities

Georgian Railway LLC

Consolidated Statement of Financial Position as at 31 December 2011

Note

=

16
17

19
20
21

19
20
18
22
23

2011 2010
1,913,195 1,725,633
6,838 9,926
276,039 136,375
2,196,072 1,871,934
23,737 17,992
S11 -
27,355 26,913
27,714 42,665
64,516 335,855
76,449 38,021
220,282 461,446
2,416,354 2,333,380
1,000,463 985,376
38,043 35,404
763,502 612,261
1,802,008 1,633,041
414,063 438,383
45 45
60,925 66,521
475,033 504,949
18,607 19,259
45,954 61,886
13,188 29,241
20,273 21,597
26,867 27,236
14,424 15,018
. 21,153
139,313 195,390
614,346 700,339
2,416,354 2,333,380
4

The consolidated statement of financial position is to be read in conjunction with the notes to, and forming

part of, the consolidated financial statements set out on pages 8 to 38.
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Georgian Railway LLC

Consolidated Statement of Comprehensive Income for the year ended 31 December 2011

’000 GEL Note 2011 2010

Revenue 7 477,377 404,687
Other income 12,025 17,818
Employee benefits expense (108,493) (111,257)
Depreciation and amortization expense (92,137) (98,749)
Electricity and materials used 8 (47,763) (44,620)
Other expenses 9 (73,219) (71,815)
Results from operating activities 167,790 96,064
Finance income 10 27,036 45411
Finance costs 10 (10,492) (17,669)
Net finance income 16,544 27,742
Profit before income tax 184,334 123,806
Income tax expense 11 (9,921) (22,273)
Profit and total comprehensive income for the year 174,413 101,533

These consolidated financial statements were approved by the Management Board on 16 March

2012 and were signed on its behalf by:

a0’ f
Irakli Ezugbaia /1, i

l
L » Amiran Tevzadze

General Director L \ - Acting Chief Accountant

5

The consolidated statement of comprehensive income is to be read in conjunction with the notes to, and
forming part of, the consolidated financial statements set out on pages 8 to 38.
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Balance at 1 January 2010

Total comprehensiveincome for the
year

Profit and total comprehensive income
for the year

Transactions with owners, recor ded
directly in equity

Dividends to owners

Net non-cash contributions by and
distributions to owners, net (see note 18)

Transfer of retained earnings to charter
capital (see note 18)

Total contributions by and distributions
to owners

Balance at 31 December 2010

Balance at 1 January 2011

Total comprehensiveincomefor the
year

Profit and total comprehensive income
for the year

Transactionswith owners, recorded
directly in equity

Net non-cash contributions by and
distributions to owners, net (see note 18)

Cash contributions by and distributions
to owners (see note 18)

Total contributions by and distributions
to owners

Balance at 31 December 2011

Georgian Railway LLC
Consolidated Statement of Changes in Equity for the year ended 31 December 2011

Charter Non-cash owner Retained Total
capital contribution reserve earnings equity
967,207 25,311 556,165 1,548,683
- - 101,533 101,533
- - (36,000) (36,000)
14,278 10,093 (5,546) 18,825
3,801 - (3,891) -
18,169 10,093 (45,437) (17,175)
985,376 35,404 612,261 1,633,041
985,376 35,404 612,261 1,633,041
- - 174,413 174,413
(3,385) 2,639 (23,172) (23,918)
18,472 - - 18,472
15,087 2,639 (23,172) (5,446)
1,000,463 38,043 763,502 1,802,008

6

The consolidated statement of changes in equity is to be read in conjunction with the notes to, and forming part
of, the consolidated financial statements set out on pages 8 to 38.
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Georgian Railway LLC
Consolidated Statement of Cash Flows for the year ended 31 December 2011

000 GEL Note 2011 2010

Cash flows from operating activities

Cash receipts from customers 480,859 433,749
Cash paid to suppliers and employees (224,670) (195,162)
Cash flows from operations befor e income taxes

and interest paid 256,189 238,587
Income tax paid (30,259) (4,923)
Net cash from operating activities 225,930 233,664

Cash flowsfrom investing activities

Acquisition of property, plant and equipment (436,028) (281,738)
Proceeds from sale of investments - 6,300
Increase in term deposits (38,428) (38,021)
Decrease/(increase) in restricted cash 8,949 (11,912)
Interest received 9,883 3,350
Net cash used in investing activities (455,624) (322,021)

Cash flows from financing activities

Proceeds from borrowings 1,144 455,109
Repayment of borrowings (477) (28,975)
Interest paid (43,080) (2,163)
Dividends paid - (36,000)
Contribution of cash by owners 20,000 -
Distribution of cash to owners (1,528) -
Net cash (used in)/from financing activities (23,941) 387,971
Net (decrease)/increase in cash and cash equivalents (253,635) 299,614
Cash and cash equivalents at 1 January 323,943 1,361
Effect of exchange rate fluctuations on cash and cash

equivalents (8,755) 22,968
Cash and cash equivalents at 31 December 17 61,553 323,943

7

The consolidated statement of cash flows is to be read in conjunction with the notes to, and forming part of,
the consolidated financial statements set out on pages 8 to 38.
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Georgian Railway LLC
Notes to the Consolidated Financial Satements for the year ended 31 December 2011

Background
Business environment

The Group’s operations are primarily located in Georgia. Consequently, the Group is exposed to
the economic and financial markets of Georgia which display characteristics of an emerging
market. The conflict between Georgia and the Russian Federation has created additional
uncertainty in the environment. The legal, tax and regulatory frameworks continue development,
but are subject to varying interpretations and frequent changes which together with other legal and
fiscal impediments contribute to the chalenges faced by entities operating in the Georgia. The
consolidated financial statements reflect management’s assessment of the impact of the Georgian
business environment on the operations and the financia position of the Group. The future business
environment may differ from management’ s assessment.

Organisation and operations

Georgian Railway LLC (the “Company”) and its subsidiaries (the “Group”) comprise Georgian
limited liability companies and joint stock companies as defined in the Civil Code of Georgia The
Company was established as a state-owned enterprise in December 1998 by the Decree of President
of Georgia # 929 as an entity engaged in the provision of railway transportation services in
Georgia.

The Company’s registered office is 15 Queen Tamar Avenue, Thilisi 0112, Georgia.

The Group’s principal activity is the operation of a nationwide railway system providing freight
and passenger transportation services, maintenance and development of railway infrastructure and
construction of railway lines within Georgia.

The Company was wholly owned by the State of Georgia represented by the State Enterprise
Management Agency of the Ministry of Economy and Sustainable Development of Georgia as at
30 September 2011. On 25 October 2011 24% of the Company’s charter capital was transferred to

Partnership Fund JSC which is wholly owned by the State of Georgia. Related party transactions
are disclosed in note 28.

Basis of preparation
Statement of compliance

These consolidated financial statements have been prepared in accordance with International
Financial Reporting Standards (“IFRSs”).

Basis of measurement

The consolidated financia statements are prepared on the historical cost basis except that property,
plant and equipment was revalued to determine deemed cost as part of the adoption of IFRSs.

Functional and presentation currency
The national currency of Georgia is Georgian Lari (“GEL"), which is the Company’s functional

currency and the currency in which these consolidated financial statements are presented. All
financial information presented in GEL has been rounded to the nearest thousand.
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Georgian Railway LLC
Notes to the Consolidated Financial Satements for the year ended 31 December 2011

Use of estimates and judgments

The preparation of consolidated financial statements in conformity with IFRSs requires
management to make judgments, estimates and assumptions that affect the application of
accounting policies and the reported amounts of assets, liabilities, income and expenses. Actua
results may differ from those estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognised in the period in which the estimates are revised and in any future periods
affected.

Information about critical judgments in applying accounting policies that have the most significant
effect on the amounts recognised in the consolidated financial statements is included in the
following notes:

o Note3(d) —useful livesof property, plant and equipment
o Note 24(b) —impairment allowances for trade and other receivables

Information about assumptions and estimation uncertainties that have a significant risk of resulting
in amaterial adjustment within the next financial year isincluded in note 22 — provisions.

Significant accounting policies

The accounting policies set out below have been applied consistently to all periods presented in
these consolidated financia statements, and have been applied consistently by Group entities.

Basis of consolidation
Subsidiaries

Subsidiaries are entities controlled by the Group. The financial statements of subsidiaries are
included in the consolidated financial statements from the date that control commences until the
date that control ceases. The accounting policies of subsidiaries have been changed when necessary
to dign them with the policies adopted by the Group. Losses applicable to the non-controlling
interests in a subsidiary are alocated to the non-controlling interests even if doing so causes the
non-controlling interests to have a deficit balance.

Transactions eliminated on consolidation

Intra-group balances and transactions, and any unrealised income and expenses arising from intra-
group transactions, are eliminated in preparing the consolidated financial statements. Unrealised
gains arising from transactions with equity-accounted investees are eliminated against the
investment to the extent of the Group’s interest in the investee. Unrealised losses are eliminated in
the same way as unrealised gains, but only to the extent that there is no evidence of impairment.
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Georgian Railway LLC
Notes to the Consolidated Financial Satements for the year ended 31 December 2011

Foreign currency
Foreign currency transactions

Transactions in foreign currencies are trandated to the respective functional currencies of Group
entities at exchange rates at the dates of the transactions. Monetary assets and liabilities
denominated in foreign currencies at the reporting date are retranslated to the functional currency at
the exchange rate at that date. The foreign currency gain or 10oss on monetary items is the difference
between amortised cost in the functiona currency at the beginning of the period, adjusted for
effective interest and payments during the period, and the amortised cost in foreign currency
translated at the exchange rate at the end of the reporting period.

Non-monetary itemsin aforeign currency that are measured based on historical cost are translated
using the exchange rate at the date of the transaction.

Foreign currency differences arising in retranslation are recognised in profit or loss.
Financial instruments

Non-derivative financial instruments comprise trade and other receivables, cash and cash
equivalents, loans and borrowings, and trade and other payables.

Non-derivative financial assets

The Group initially recognises loans and receivables on the date that they are originated. All other
financia assets are recognised initially on the trade date at which the Group becomes a party to the
contractual provisions of the instrument.

The Group derecognises a financial asset when the contractua rights to the cash flows from the
asset expire, or it transfers the rights to receive the contractual cash flows on the financial asset in a
transaction in which substantially all the risks and rewards of ownership of the financial asset are
transferred. Any interest in transferred financial assets that is created or retained by the Group is
recognised as a separate asset or liability.

Financial assets and liabilities are offset and the net amount presented in the statement of financial
position when, and only when, the Group has alegal right to offset the amounts and intends either
to settle on anet basis or to realise the asset and settle the liability simultaneously.

The Group classifies non-derivative financial assets into the loans and receivables category.

Loans and receivables

Loans and receivables are a category of financial assets with fixed or determinable payments that
are not quoted in an active market. Such assets are recognised initially at fair vaue plus any
directly attributable transaction costs. Subsequent to initial recognition loans and receivables are
measured at amortised cost using the effective interest method, less any impairment losses
(see note3(f)(i)).

Loans and receivabl es category comprise trade and other receivables and cash and cash equivalents.

10
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Georgian Railway LLC
Notes to the Consolidated Financial Satements for the year ended 31 December 2011

Cash and cash equivalents

Cash and cash equivalents comprise cash balances and call deposits with maturities of three months
or less from the acquisition date. Bank overdrafts that are repayable on demand and form an
integral part of the Group's cash management are included as a component of cash and cash
equivalents for the purpose of the statement of cash flows.

Non-derivative financial liabilities

The Group initially recognises financia liabilities on the trade date at which the Group becomes a
party to the contractual provisions of the instrument.

The Group derecognises a financial liability when its contractua obligations are discharged or
cancelled or expire.

The Group classifies non-derivative financial liabilities into the other financial liabilities category.
Such financial liabilities are recognised initialy at fair value plus any directly attributable
transaction costs. Subsequent to initial recognition these financial liabilities are measured at
amortised cost using the effective interest method.

Other financia liabilities comprise loans and borrowings and trade and other payables.

Charter capital

Charter capital is classified as equity.

Reduction of charter capital

Charter capital reductions and non-cash distributions are recognised at the carrying amount of the
assets distributed at the date of the distribution where the asset is ultimately controlled by the same
parties both before and after the distribution.

Increase of charter capital

When charter capital is increased, any difference between the registered amount of charter capital
and the fair value of the assets contributed is recognised as a separate component of equity as non-
cash owner contribution reserve.

Property, plant and equipment

Recognition and measurement

Items of property, plant and equipment are measured at cost less accumulated depreciation and
impairment losses. The cost of property, plant and equipment a 1 January 2007, the date of
transition to IFRSs, was determined by reference to its fair value at that date.

Cogt includes expenditure that is directly attributable to the acquisition of the asset. The cost of
self-constructed assets includes the cost of materials and direct labour, any other costs directly
attributable to bringing the asset to a working condition for their intended use, the costs of
dismantling and removing the items and restoring the site on which they are located, and

capitalised borrowing costs. Purchased software that is integral to the functionality of the related
equipment is capitalised as part of that equipment.

11
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Notes to the Consolidated Financial Satements for the year ended 31 December 2011

When parts of an item of property, plant and equipment have different useful lives, they are
accounted for as separate items (major components) of property, plant and equipment.

Any gain or loss on disposal of an item of property, plant and equipment is determined by
comparing the proceeds from disposal with the carrying amount of property, plant and equipment,
and isrecognised net within other income/other expensesin profit or loss.

Subsequent costs

The cost of replacing a component of an item of property, plant and equipment is recognised in the
carrying amount of the item if it is probable that the future economic benefits embodied within the
component will flow to the Group, and its cost can be measured reliably. The carrying amount of
the replaced component is derecognised. The costs of the day-to-day servicing of property, plant
and equipment are recognised in profit or loss asincurred.

Maintenance and repair expenses are recognised as follows:

. Rolling stock:

- current maintenance expenses during the useful life of eguipment (repair work and
replacement of unusable and missing parts) are recognised as operating expenses in profit
or lossasincurred;

- expenses under multi-year major overhaul programmes are capitalised as a separate
overhaul component and depreciated separately from the main asset;

- overhauls performed near the end of the useful life of an asset, together with
refurbishment, are capitalised when they extend the useful life of the underlying asset.

. Fixed installations:

- current maintenance and repair expenses (technical inspections, maintenance contracts,
etc.) are recognised as operating expensesin profit or loss as incurred;

- labour, materials and other costs (associated with the installation of rails, sleepers and
ballast) under multi-year major building or infrastructure maintenance programmes are
capitalised through the partial or total replacement of each component concerned;

- costs associated with infrastructure improvements are capitalized to the extent that they
increase the functionality (traffic working speed) of the asset.

Depreciation

Items of property, plant and equipment are depreciated from the date that they are installed and are
ready for use, or in respect of internally constructed assets, from the date that the asset is completed
and ready for use. Depreciation is based on the cost of an asset less its residual value. Significant
components of individual assets are assessed and if a component has a useful life that is different
from the remainder of that asset, that component is depreciated separately.

Depreciation is recognised in profit or loss on a straight-line basis over the estimated useful lives of
each part of an item of property, plant and equipment, since this most closely reflects the expected
pattern of consumption of the future economic benefits embodied in the asset. Land is not
depreciated.

The estimated useful lives of significant items of property, plant and equipment for the current and
comparative periods are as follows:

e buildings and constructions 44 years
e rail track infrastructure 23 years
e transport, machinery, equipment and other 12 years

12
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Notes to the Consolidated Financial Satements for the year ended 31 December 2011

Depreciation methods, useful lives and residual values are reviewed at each financial year end and
adjusted if appropriate.

Inventories

Inventories are measured at the lower of cost and net realisable value. The cost of inventories is
based on the firg-in first-out principle, and includes expenditure incurred in acquiring the
inventories, production or conversion costs and other costs incurred in bringing them to their
existing location and condition.

Net realisable value is the estimated selling price in the ordinary course of business, less the
estimated costs of completion and selling expenses.

Impair ment
Non-derivative financial assets

A financia asset is assessed at each reporting date to determine whether there is any objective
evidence that it isimpaired. A financial asset isimpaired if objective evidence indicates that aloss
event has occurred after the initial recognition of the asset, and that the loss event had a negative
effect on the estimated future cash flows of that asset that can be estimated reliably.

Objective evidence that financial assets are impaired can include default or delinquency by a
debtor, restructuring of an amount due to the Group on terms that the Group would not consider
otherwise, indications that a debtor will enter bankruptcy, adverse changes in the payment status of
borrowers in the Group or economic conditions that correlate with defaults.

The Group considers evidence of impairment for loans and receivables at both a specific asset and
collective level. All individually significant loans and receivables are assessed for specific
impairment. All individually significant receivables found not to be specifically impaired are then
collectively assessed for any impairment that has been incurred but not yet identified. Loans and
receivables that are not individually significant are collectively assessed for impairment by
grouping together loans and receivables with similar risk characteristics.

In assessing collective impairment the Group uses historical trends of the probability of default,
timing of recoveries and the amount of loss incurred, adjusted for management’s judgement as to
whether current economic and credit conditions are such that the actual losses are likely to be
greater or less than suggested by historical trends.

An impairment loss in respect of a financial asset measured at amortised cost is calculated as the
difference between its carrying amount, and the present value of the estimated future cash flows
discounted at the asset’s origina effective interest rate. Losses are recognised in profit or loss and
reflected in an allowance account against loans and receivables. Interest on the impaired asset
continues to be recognised through the unwinding of the discount. When a subsequent event causes
the amount of impairment loss to decrease, the decrease in impairment loss is reversed through
profit or loss.

13
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Georgian Railway LLC
Notes to the Consolidated Financial Satements for the year ended 31 December 2011

Non-financial assets

The carrying amounts of the Group’s non-financial assets, other than inventories and deferred tax
assets, are reviewed at each reporting date to determine whether there is any indication of
impairment. If any such indication exists, then the asset’s recoverable amount is estimated. An
impairment loss is recognised if the carrying amount of an asset or its related cash-generating unit
(CGU) exceedsits estimated recoverable amount.

The recoverable amount of an asset or CGU is the greater of its value in use and its fair value less
costs to sall. In assessing value in use, the estimated future cash flows are discounted to their
present value using a pre-tax discount rate that reflects current market assessments of the time
value of money and the risks specific to the asset or CGU. For the purpose of impairment testing,
assets that cannot be tested individually are grouped together into the smallest group of assets that
generates cash inflows from continuing use that are largely independent of the cash inflows of other
assets or CGU.

The Group’s corporate assets do not generate separate cash inflows and are utilised by more than
one CGU. Corporate assets are alocated to CGUs on a reasonable and consistent basis and tested
for impairment as part of the testing of the CGU to which the corporate asset is allocated.

Impairment losses are recognised in profit or loss. Impairment losses recognised in respect of
CGUs are allocated to reduce the carrying amounts of assets in the CGU (group of CGUS) on a pro
rata basis.

Impairment losses recognised in prior periods are assessed at each reporting date for any
indications that the loss has decreased or no longer exists. An impairment loss is reversed if there
has been a change in the estimates used to determine the recoverable amount. An impairment loss
is reversed only to the extent that the asset’ s carrying amount does not exceed the carrying amount
that would have been determined, net of depreciation or amortisation, if no impairment loss had
been recognised.

Employee benefits

Short-term employee benefit obligations are measured on an undiscounted basis and are expensed
astherelated serviceis provided.

A liability is recognised for the amount expected to be paid under short-term cash bonus or profit-
sharing plans if the Group has a present legal or constructive obligation to pay this amount as a
result of past service provided by the employee, and the obligation can be estimated reliably.

Provisions

A provision is recognised if, as a result of a past event, the Group has a present legal or
constructive obligation that can be estimated reliably, and it is probable that an outflow of
economic benefits will be required to settle the obligation. Provisions are determined by
discounting the expected future cash flows at a pre-tax rate that reflects current market assessments
of the time value of money and the risks specific to the liability. The unwinding of the discount is
recognised as finance cost.
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Georgian Railway LLC
Notes to the Consolidated Financial Satements for the year ended 31 December 2011

Financial guarantees

Financial guarantees are contracts that require the Group to make specified payments to reimburse
the holder for a loss it incurs because a specified debtor fails to make payment when due in
accordance with the terms of a debt instrument. A financia guarantee liability is recognised
initially at fair value net of associated transaction costs, and is measured subsequently at the higher
of the amount initially recognised less cumulative amortisation or the amount of provision for
losses under the guarantee. Provisions for losses under financial guarantees are recognised when
losses are considered probable and can be measured reliably.

Revenue
Transportation activities

Revenue from freight and passenger transportation is measured at the fair value of the consideration
received or receivable. Freight and passenger transportation revenue is recognized in profit or loss
according to the percentage of completed service method based on transit time of freight and
passengers moving from the original location to the final destination.

Revenue from services rendered in stations is recognised in profit or loss when the service is
rendered.

Rental income

Rental income from investment property or other assets rented is recognised in profit or loss on a
straight-line basis over the term of the lease. L ease incentives granted are recognised as an integra
part of the total rental income, over the term of the lease.

Other expenses

L ease payments

Payments made under operating leases are recognised in profit or loss on a straight-line basis over
the term of the lease. Lease incentives received are recognised as an integral part of the total lease
expense, over the term of the lease.

Social expenditure

To the extent that the Group’s contributions to social programs benefit the community at large and
are not restricted to the Group’ s employees, they are recognised in profit or loss asincurred.

Finance income and costs

Finance income comprises interest income on funds invested and foreign currency gains. Interest
incomeis recognised as it accrues in profit or loss, using the effective interest method.

Finance costs comprise interest expense on borrowings, unwinding of the discount on provisions,
foreign currency losses and impairment losses recognised on financial assets.

Borrowing costs that are not directly attributable to the acquisition, construction or production of a
qualifying asset are recognised in profit or loss using the effective interest method.

Foreign currency gains and losses are reported on a net basis as either finance income or finance
cost depending on whether foreign currency movements are in anet gain or net 10ss position.
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Income tax

Income tax expense comprises current and deferred tax. Current tax and deferred tax are recognised
in profit or loss except to the extent that it relates to a business combination, or items recognised
directly in equity or in other comprehensive income.

Current tax is the expected tax payable or receivable on the taxable income or loss for the year,
using tax rates enacted or substantively enacted at the reporting date, and any adjustment to tax
payable in respect of previousyears.

Deferred tax is recognised in respect of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for taxation purposes.

Deferred tax is not recognised for:

o temporary differences on theinitial recognition of assets or liabilities in atransaction that is not
abusiness combination and that affects neither accounting nor taxable profit or loss; and

o temporary differences related to investmentsin subsidiaries and jointly controlled entities to the
extent that it is probable that they will not reverse in the foreseeable future.

Deferred tax is measured at the tax rates that are expected to be applied to the temporary
differences when they reverse, based on the laws that have been enacted or substantively enacted
by the reporting date.

Deferred tax assets and liabilities are offset if there is a legally enforceable right to offset current
tax assets and liabilities, and they relate to income taxes levied by the same tax authority on the
same taxable entity, or on different tax entities, but they intend to settle current tax liabilities and
assets on anet basis or their tax assets and liabilities will be realised simultaneously.

A deferred tax asset is recognised for unused tax losses, tax credits and deductible temporary
differences, to the extent that it is probable that future taxable profits will be available against
which they can be utilised. Deferred tax assets are reviewed at each reporting date and are reduced
to the extent that it is no longer probable that the related tax benefit will be realised.

Segment reporting

An operating segment is a component of the Group that engages in business activities from which it
may earn revenues and incur expenses, including revenues and expenses that relate to transactions
with any of the Group’s other components. All operating segments’ operating results are reviewed
regularly by the Group’s Management Board to make decisions about resources to be allocated to
the segment and assess its performance, and for which discrete financial information is available.

Segment results that are reported to the Group's Management Board include items directly
attributable to a segment as well as those that can be allocated on a reasonable basis. Unallocated
items comprise mainly railway infrastructure, corporate assets (primarily the Group's
headquarters), head office expenses, financial income and expenses, tax expenses and tax assets
and liabilities. Items related to infrastructure are not alocated as the Group has not implemented
systems for such allocations.

Segment capital expenditure is the total cost incurred during the year to acquire property, plant and
equipment, and intangible assets other than goodwill.

16
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Notes to the Consolidated Financial Satements for the year ended 31 December 2011

New standards and inter pretations not yet adopted

A number of new Standards, amendments to Standards and Interpretations are not yet effective as
at 31 December 2011, and have not been applied in preparing these consolidated financial
statements. Of these pronouncements, potentialy the following will have an impact on the Group’s
operations. The Group plans to adopt these pronouncements when they become effective.

IFRS 9 Financial Instruments will be effective for annual periods beginning on or after
1 January 2015. The new standard isto be issued in phases and is intended ultimately to replace
International Financial Reporting Standard 1AS 39 Financial Instruments: Recognition and
Measurement. The first phase of IFRS 9 was issued in November 2009 and relates to the
classification and measurement of financial assets. The second phase regarding classification
and measurement of financial liabilities was published in October 2010. The remaining parts of
the standard are expected to be issued during 2012. The Group recognises that the new standard
introduces many changes to the accounting for financial instruments and is likely to have a
significant impact on Group’s consolidated financial statements. The impact of these changes
will be analysed during the course of the project as further phases of the standard are issued.
The Group does not intend to adopt this standard early.

IFRS 12 Disclosure of Interests in Other Entities will be effective for annual periods beginning
on or after 1 January 2013. The new standard contains disclosure requirements for entities that
have interests in subsidiaries, joint arrangements, associates and unconsolidated structured
entities. Interests are widely defined as contractual and non-contractual involvement that
exposes an entity to variability of returns from the performance of the other entity. The
expanded and new disclosure requirements aim to provide information to enable the users to
evaluate the nature of risks associated with an entity’s interests in other entities and the effects
of those interests on the entity’s financial position, financial performance and cash flows.
Entities may early present some of the IFRS 12 disclosures early without a need to early-adopt
the other new and amended standards. However, if IFRS 12 is early-adopted in full, then
IFRS 10, IFRS 11, IAS 27 (2011) and IAS 28 (2011) must also be early-adopted.

Various Improvements to IFRSs have been dealt with on a standard-by-standard basis. All
amendments, which result in accounting changes for presentation, recognition or measurement
purposes, will come into effect for annual periods beginning after 1 January 2011. The Group
has not yet analysed the likely impact of the improvements on its financial position or
performance.

Deter mination of fair values

A number of the Group’'s accounting policies and disclosures require the determination of fair
value, for both financial and non-financial assets and liabilities. Fair values have been determined
for measurement and for disclosure purposes based on the following methods. When applicable,
further information about the assumptions made in determining fair values is disclosed in the notes
specific to that asset or liability.
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Notes to the Consolidated Financial Satements for the year ended 31 December 2011

Property, plant and equipment

The fair value of property, plant and equipment contributed by the owners is based on market
values. The market value of property is the estimated amount for which a property could be
exchanged on the date of valuation between a willing buyer and awilling seller in an arm’s length
transaction after proper marketing wherein the parties had each acted knowledgeably and willingly.
The fair value of items of plant, equipment, fixtures and fittings is based on market approach and
cost approaches using quoted market prices for similar items when available.

When no quoted market prices are available, the fair value of property, plant and equipment is
primarily determined using depreciated replacement cost. This method considers the cost to
reproduce or replace the property, plant and equipment, adjusted for physical, functional or
economical depreciation, and obsolescence.

Trade and other receivables

The fair value of trade and other receivables is estimated as the present value of future cash flows,
discounted at the market rate of interest at the reporting date. This fair value is determined for
disclosure purposes.

Financial liabilities

Fair value, which is determined for disclosure purposes, is calculated based on the present value of
future principal and interest cash flows, discounted at the market rate of interest at the reporting
date.

Operating segments

The Group has two reportable segments, as described below, which are the Group's strategic
business units. The strategic business units offer different products and services, and are managed
separately because they require different technology and marketing strategies. For each of the
strategic business units, the Group’s Management Board reviews internal management reports on at
least a quarterly basis. The following summary describes the operations in each of the Group’'s
reportable segments:

e Freight transportation. Includes transportation of goods and commaodities and related services.
e Passenger transportation. Includes transportation of passengers and luggage.

There are no inter-segment charges.

Information regarding the results of each reportable segment is included below. Performance is
measured based on segment profit before infrastructure costs, central over heads, interest and
income tax, as included in the internal management reports that are reviewed by the Group’'s
Management Board. Segment profit is used to measure performance as management believes that
such information is the most relevant in evaluating the results of certain segments relative to other
entities that operate within these industries.
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I nformation about reportable segments
Passenger
Freight transportation transportation Total
000 GEL 2011 2010 2011 2010 2011 2010
External revenues 454,872 377,868 17,629 17,343 472,501 395,211
Depreciation and
amortization (38,044) (39,522 (6,696) (7,840) (44,740) (47,362)
Reportable segment
profit/(loss) before
infrastructure costs, net
interest cost and incometax 289,190 237,419 (10,906) (10,798) 278,284 226,621
Reportable segment assets 353,766 340,474 106,823 90,126 460,589 430,600
Capital expenditure and
other additions to non-
current assets 34,495 20,722 28,157 20,976 62,652 41,698
Reconciliations of reportable segment revenues, profit or loss, assets and other material items
000 GEL 2011 2010
Revenues
Total revenue for reportable segments 472,501 395,211
Other revenue 4,876 9,476
Consolidated revenue 477,377 404,687
Profit or loss
Total profit or loss for reportable segments 278,284 226,621
Other profit or loss (835) (537)
Payroll expenses — infrastructure and headquarters (41,464) (48,920)
Depreciation expenses — infrastructure and headquarters (45,392) (51,116)
Net finance income 16,544 27,742
Other net unallocated expenses (22,803) (29,984)
Consolidated profit before income tax 184,334 123,806
Assets
Total assets for reportable segments 460,589 430,600
Property, plant and equipment - infrastructure and headquarters 1,522,671 1,365,672
Other unallocated assets, principally cash and non-current assets 433,094 537,108
Consolidated total assets 2,416,354 2,333,380
Other material items 2011
Reportable Infrastructure Consolidated
000 GEL segment totals  and headquarters totals
Capital expenditure and other additions to
non-current assets 62,652 355,625 418,277
Depreciation and amortization 44,740 47,397 92,137
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Other material items 2010

Reportable Infrastructure Consolidated
000 GEL segment totals  and headquarters totals
Capital expenditure and other additions to
non-current assets 41,698 231,122 272,820
Depreciation and amortization 47,362 51,387 98,749

Geographical information

Substantially all of the Group’s revenue is from Georgia and CIS countries and the non-current
assets of the Group are located in Georgia.

Major customer

In 2011 one customer of the Group's freight transportation segment represented approximately
30% of the Group's total revenue (GEL 142,899 thousand). In 2010 one customer of the Group’s
freight transportation segment represented approximately 30% of the Group’s total revenue
(GEL 119,684 thousand).

Revenue

000 GEL 2011 2010
Freight traffic 410,915 354,583
Freight car rental 43,957 23,285
Passenger traffic 15,257 14,685
Communication services - 4,413
Other 7,248 7,721

477,377 404,687

Railroad transportation in Georgia is a natural monopoly; however the prices are not subject to
government regulation. According to clause 64 of the Railway Code of Georgia, which came into
force on 1 July 2005, the Government of Georgia allowed the Group to set the prices for all
services provided, including freight transportation, freight transportation-related additional
services, and passenger and luggage transportation.

Tariffs for freight transportation are based on the International Rail Transit Tariff. The Group is a
co-signatory of the Tariff Agreement together with CIS countries, Latvia, Lithuania and Estonia.
The parties to the Agreement hold annual conferences to determine the tariff policy for the
following year: each party declares tariffs denominated in Swiss Francs for railway transportation
and states the general rules that apply to and modify tariffs. The agreed tariffs indicate the
maximum level of tariffs applicable.

From January 2011 the Group changed the commercia terms of its agreement with a counterparty
where both counterparties eliminated the full discount for a specified number of days of freight car
rental leading to a significant increase in both freight car rental revenue and freight car renta
expenses disclosed in note 9.
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Electricity and materials used

'000 GEL
Electricity
Materias

Fuel

Other expenses

'000 GEL

Freight car rental

Taxes other than income tax
Repairs and maintenance

Security

Write off of non-current assets
Guarantee provisions (see note 22)
Communication services

Other

Finance income and finance costs

'000 GEL

Recognised in profit or loss
Interest income on bank deposits
Net foreign exchange gain

Finance income

Impairment loss on trade receivables (note 24 (b)(ii))
Prepaid finance costs written off (note 19)

Interest expense on financia liabilities

Finance costs

Net finance costs recognised in profit or loss

2011 2010
24,180 21,386
13,849 13,565

9,734 9,669
47,763 44,620

2011 2010
23,400 9,046
17,658 16,277
11,100 5,009

7,375 7,650
4,004 4,831
- 15,509

- 3,611
9,502 9,882
73,219 71,815

2011 2010
10,941 3,229
16,095 42,182
27,036 45,411
(7,405) (6,053)
(3,047) -

(40) (11,616)
(10,492) (17,669)
16,544 27,742
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11. Incometax expense

The Group’s applicable income tax rate is the income tax rate of 15% (2009: 15%) for Georgian

companies.

'000 GEL 2011 2010

Current tax expense

Current year 30,221 30,569

Over-provided in prior years (14,704) -
15,517 30,569

Deferred tax expense

Origination and reversal of temporary differences (5,596) (8,296)

9,921 22,273

Reconciliation of effectivetax rate;

2011 2010
000 GEL % 000 GEL %

Profit before income tax 184,334 100 123,806 100
Income tax at applicable tax rate 27,650 15 18,571 15
(Net non-taxable income)/non-deductible
expenses (3,025) 2 3,702 3
Over-provided in prior years (14,704) (8 - -

9,921 5 22,273 18

During 2011 the Group won a case in the Supreme Court of Georgia related to additional tax
liabilities assessed by the Georgian Tax Authorities for the years 1998 to 2003, and accrued by the
Group before 2007, of approximately GEL 13 million. The case was finalised in September 2011.
The Georgian Tax Authorities recognised the decision of the Supreme Court of Georgia and the
amount of the assessment, which had been paid by the Group, was recorded as a prepayment on the
Group’s tax card. The Group reversed the provision for the assessment and recognised a related
current tax asset as at 31 December 2011.

22



Georgian Railway LLC
Notes to the Consolidated Financial Satements for the year ended 31 December 2011

12. Property, plant and equipment

Transport,
Buildings machinery,
and Rail track equipment and  Construction
000 GEL Land constructions infrastructure other in progress Total
Cost or deemed cost
Balance at 1 January 2010 481,217 138,563 681,676 591,249 108,647 2,001,352
Additions 36,818 281 461 21,413 87,291 146,264
Disposals (4,779) (1,863) (6,142) (5,637) (2,924) (21,345)
Transfers 5,175 1,678 28,776 22,738 (58,367) -
Write offs - - - - (4,831) (4,831)
Balance at 31 December 2010 518,431 138,659 704,771 629,763 129,816 2,121,440
Balance at 1 January 2011 518,431 138,659 704,771 629,763 129,816 2,121,440
Additions 10,926 - 627 27,895 290,644 330,092
Disposals (3,253) (8,220) (32,133) (15,388) (6,813) (65,807)
Transfers 10,052 3,294 22,998 38,667 (75,011) -
Write offs - - (4,095) (4,095)
Balance at 31 December 2011 536,156 133,733 696,263 680,937 334,541 2,381,630
Depreciation
Balance at 1 January 2010 - 11,545 109,030 180,837 - 301,412
Depreciation for the year - 4,539 40,840 53,342 - 98,721
Disposals (384) (1,347) (2,595) (4,326)
Balance at 31 December 2010 - 15,700 148,523 231,584 - 395,807
Balance at 1 January 2011 - 15,700 148,523 231,584 - 395,807
Depreciation for the year - 4,263 36,158 51,582 - 92,003
Disposals - (1,190) (11,270) (6,915) - (19,375)
Balance at 31 December 2011 - 18,773 173,411 276,251 - 468,435
Carrying amounts
At 1 January 2010 481,217 127,018 572,646 410,412 108,647 1,699,940
At 31 December 2010 518,431 122,959 556,248 398,179 129,816 1,725,633
At 31 December 2011 536,156 114,960 522,853 404,685 334,541 1,913,195

(8) Property, plant and equipment under construction

During the year ended 31 December 2010 the Group started two large capital projects. the Main Line
Modernization and the Thilisi Bypass and started to incur expenditures for the projects in September 2010 and
November 2010 respectively. To partly finance the projects the Group issued unsecured bonds in 2010
(see note 19). All the borrowing costs of the unsecured bond allocated to each project on a 59%/41% basis were
capitalized upon starting to incur expenditures for the projects. Capitalised borrowing costs related to the projects
amounted to GEL 42,141 thousand (2010: GEL 10,388 thousand).
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Other non-current assets

000 GEL

Prepayments for non-current assets
Construction materials

VAT recoverable

Other

Inventories

000 GEL
Materials
Rails

Fuel
Other

Allowance for inventory obsolescence

Reversal of previous write-down of inventories

Trade and other receivables

000 GEL
Trade receivables

Other receivables

Impairment allowance on trade receivables

2011 2010
157,694 102,810
71,991 33,333
45,000 -
1,354 232
276,039 136,375
2011 2010
20,838 14,569
3,559 4,884
2,143 1,922
2,184 1,810
28,724 23,185
(4,987) (5,193)
23,737 17,992
206 293
2011 2010
105,363 95,131
1,787 4172
107,150 99,303
(79,795) (72,390)
27,355 26,913

The Group's exposure to credit and currency risks and impairment losses related to trade and other

receivables are disclosed in note 24.
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16. Prepaymentsand other current assets
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000 GEL

VAT recoverable

Prepaid taxes other than income tax

Advances paid to suppliers

Other current assets

Cash and cash equivalents

000 GEL

Current accounts

Petty cash

Cash and cash eguivalents in the statement of financial

position

Restricted cash

Cash and cash equivalents in the statement of cash flows

2011 2010
25,720 37,869
1,969 2,508
25 2,266
- 22
27,714 42,665

2011 2010
64,351 335,716
165 139
64,516 335,855
(2,963) (11,912)
61,553 323,943

The Group’'s exposure to interest rate risk and a senditivity analysis for financial assets and
liabilities are disclosed in note 24.

Equity and liabilitiesto the owners

Charter capital

Charter capital, which is not divided into shares, represents the nominal amount of capital in the
founding documentation of the Company and is subject to state registration.

The owners of charter capital are entitled to receive dividends as declared from time to time and are
entitled to the number of votes corresponding to the percentage of shareholding in the Company at

meetings of the Company.

000 GEL

Balance at 1 January

Contribution of cash and cash equivalents

Contribution of property, plant and equipment

Distribution of cash and cash equivalents

Transfer of retained earnings to charter capital

Withdrawal of property, plant and equipment

2011 2010
985,376 967,207
20,000 -
8,133 22,423
(1,528) -
- 3,801
(11,518) (8,145)
1,000,463 985,376
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Non-cash owner contribution reserve

The difference between the nominal amount of registered charter capital for non-cash assets
contributed by the owner and the fair value of the contributed assets is recognised in the non-cash
owner contribution reserve.

Non-cash assets registered in the charter capital as future contributions by the owners but not yet
registered under the ownership of the Group are recorded in the non-cash owner contribution
reserve until the ownership registration is complete.

'000 GEL 2011 2010

Balance at 1 January 35,404 25,311

Fair value adjustment of non-cash owner contributions 2,639 10,093
38,043 35,404

Liabilitiesto owners

Liabilities to the owners represent liabilities in the form of property, plant and equipment which are
withdrawn as a reduction in charter capital but not yet transferred formally to the owners. These
liabilities are recorded at the carrying amount of assets to be transferred to the owner.

'000 GEL 2011 2010
Liabilitiesto owners 13,188 29,241

L oans and borrowings

This note provides information about the contractual terms of the Group’s interest-bearing loans
and borrowings, which are measured at amortised cost. For more information about the Group’s
exposure to interest rate, foreign currency and liquidity risk, see note 24.

000 GEL 2011 2010
Non-current liabilities

Unsecured bank facility 36 -
Unsecured bond issue 414,027 438,383
L oans and borrowings 414,063 438,383

Current liabilities

Unsecured bank facility 635 -
Current portion of unsecured bond issue 17,972 19,259
Loans and borrowings 18,607 19,259
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Terms and debt repayment schedule

Terms and conditions of outstanding loans and borrowings were as follows:

31 December 2011

31 December 2010

Nominal

interest  Year of Face Carrying  Face Carrying
000 GEL Currency rate maturity  value amount value amount
Unsecured bond issue usbh 9.9% 2015 414,028 431,999 443,200 457,642
Unsecured bank facility GEL 11% 2012 635 635 - -
Unsecured bank facility usb 11.5% 2013 36 36 - -
Total interest-bearing
liabilities 414,699 432,670 443,200 457,642

In July 2010 the Group issued bonds with a face value of USD 250 million maturing in July 2015.
The proceeds are to be used for the implementation of two capital projects. Main Line

Modernization and the Thilisi Bypass.

On 17 March 2010 a loan agreement was signed between the Group and the European Bank for
Reconstruction and Development (“EBRD”), by which the EBRD agreed to lend the Group up to
CHF 146.2 million partly to finance the Thilisi Bypass project. No funds were drawn down under
this facility. On 4 November 2011, following intensive negotiations with the EBRD the loan
agreement executed between the Company and the EBRD was cancelled. Prepaid finance costs
included in trade and other receivables related to this loan agreement of GEL 3,047 thousand were
written off in 2011. The Group aso paid a cancellation fee related to this loan of GEL 2,289

thousand in 2011, included in other expenses.

Trade and other payables

000 GEL
Non-current liabilities

Trade payables

Current liabilities
Trade payables

Advances received from customers

2011 2010
45 45
45 45
28,390 44,720
17,564 17,166
45,954 61,386

The Group’s exposure to currency and liquidity risk related to trade and other payablesis disclosed

in note 24.
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21. Deferred tax assetsand liabilities
(@) Recognised deferred tax assetsand liabilities

Deferred tax assets and liabilities are attributable to the following:

Assets Liabilities Net
000 GEL 2011 2010 2011 2010 2011 2010
Property, plant and equipment and
investment property - - (87,639 (89532 (87,639) (89,532)
Inventories 8,374 5,327 - - 8,374 5,327
Trade and other receivables 11,826 10,740 - - 11,826 10,740
Prepayments and other current
assets 1,335 1,488 - - 1,335 1,488
Other non-current assets 30 30 - - 30 30
Other current liabilities 2,123 1,231 - - 2,123 1,231
Provisions 3,041 3,239 - - 3,041 3,239
Trade and other payables - 956 (15) - (15) 956
Net tax assetd/(liabilities) 26,729 23,011 (87,654) (89,532) (60,925) (66,521)

(b) Movement in temporary differences during the year

Recognised in

000 GEL 1 January 2011 profit or loss 31 December 2011
Property, plant and equipment and
investment property (89,532) 1,893 (87,639)
Inventories 5,327 3,047 8,374
Trade and other receivables 10,740 1,086 11,826
Prepayments and other current assets 1,488 (153) 1,335
Other non-current assets 30 - 30
Other current liabilities 1,231 892 2,123
Provisions 3,239 (198) 3,041
Trade and other payables 956 (971) (15)

(66,521) 5,596 (60,925)
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000 GEL

Property, plant and equipment and
investment property

Inventories

Trade and other receivables
Prepayments and other current assets
Other non-current assets

Other current liabilities

Provisions

Trade and other payables

Provisions

000 GEL
Balance at 1 January
Provisions made during the year

Balance at 31 December

Georgian Railway LLC
Notes to the Consolidated Financial Satements for the year ended 31 December 2011

Recognised in
1 January 2010 profit or loss 31 December 2010
(93,586) 4,054 (89,532)
5,613 (286) 5,327
9,836 904 10,740
2,261 (773) 1,488
146 (116) 30
- 1,231 1,231
913 2,326 3,239
- 956 956
(74,817) 8,296 (66,521)
Guarantees Other Total
15,305 6,292 21,597
(960) (364) (1,324)
14,345 5,928 20,273

The provision for guarantees relates to the Group’s guarantee of a third party’s loan from a
Georgian bank. In 2010 the Group recognised a provision for the guarantee as there were
indications that the beneficiary of the guarantee will not be able to discharge its liabilities. The
provision is based on the full amount of the loan. The Group expects to incur most of the liability

over the next year.

Other taxes payable

000 GEL

Property tax liabilities
Personal income tax payable
Other taxes payable

2011 2010
25,255 17,076
1,190 1,226
422 8,934
26,867 27,236
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24. Financial instrumentsand risk management
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Overview

The Group has exposure to the following risks from its use of financial instruments:

e creditrisk
o liquidity risk
e market risk

This note presents information about the Group's exposure to each of the above risks, the Group’s
objectives, policies and processes for measuring and managing risk, and the Group’ s management
of capital. Further quantitative disclosures are included throughout these consolidated financial
statements.

Risk management framework

The Management Board has overall responsibility for the establishment and oversight of the
Group’ s risk management framework.

The Group’ s risk management policies are established to identify and analyse the risks faced by the
Group, to set appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk
management policies and systems are reviewed regularly to reflect changes in market conditions
and the Group's activities. The Group, through its training and management standards and
procedures, aims to develop a disciplined and constructive control environment in which all
employees understand their roles and obligations.

The Group’'s Audit Committee oversees how management monitors compliance with the Group’s
risk management policies and procedures and reviews the adequacy of the risk management
framework in relation to the risks faced by the Group. The Group’s Audit Committee is assisted in
its oversight role by Internal Audit. Internal Audit undertakes both regular and ad hoc reviews of
risk management controls and procedures, the results of which are reported to the Audit
Committee.

Credit risk
Credit risk is the risk of financial loss to the Group if a customer or counterparty to a financial

instrument fails to meet its contractual obligations, and arises principally from the Group's
receivables from customers.
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Exposureto credit risk

The carrying amount of financial assets represents the maximum credit exposure. The maximum
exposure to credit risk at the reporting date was as follows:

Carrying amount

000 GEL 2011 2010

Cash and cash equivalents - 5 largest Georgian banks

(not impaired or past due) 64,351 335,716

Bank deposits - 5 largest Georgian banks

(not impaired or past due) 76,449 38,021

Trade receivables 25,568 22,741

Other receivables 1,787 4,172
168,155 400,650

Trade and other receivables

The Group’s exposure to credit risk is influenced mainly by the individua characteristics of each
customer. However, management also considers the demographics of the Group’s customer base,
including the default risk of the industry and country, in which customers operate, as these factors
may have an influence on credit risk, particularly in the currently deteriorating economic
circumstances. Approximately 30% (2010: 30%) of the Group’s revenue is attributable to sales
transactions with a single customer.

Credit risk is managed by requesting prepayments from freight and passenger transportation
customers. Accordingly the Group’s trade receivables mainly consist of receivables from foreign
railway companies. Credit risk related to receivables from foreign railway companies is managed
through the monthly monitoring of receivable balances and requiring immediate repayment of a
debt when the balance approaches specific limits set for each individual counterparty.

More than 90% of the Group’s foreign railway customers have been transacting with the Group for
over four years, and losses have occurred infrequently. In monitoring customer credit risk,
customers are grouped according to their credit characteristics, including aging profile, maturity
and existence of previous financia difficulties.

No collateral in respect of trade and other receivablesis generally required.

The Group establishes an allowance for impairment that represents its estimate of incurred lossesin
respect of trade and other receivables. The main component of this alowance is a specific loss
component that relates to individually significant exposures.

The maximum exposure to credit risk for trade receivables at the reporting date by geographic
region was.

Carrying amount

'000 GEL 2011 2010

CIS countries 18,695 14,223

Domestic 6,873 8,518
25,568 22,741
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The Group’'s five most significant customers account for GEL 22,134 thousand of the trade
receivables carrying amount at 31 December 2011 (2010: GEL 12,857 thousand).

Impairment losses

The aging of trade receivables at the reporting date was:

Gross I mpair ment Gross I mpair ment

000 GEL 2011 2011 2010 2010
Not past due - - - -
Past due 0- 90 days 14,178 2,000 5,622 572
Past due 91-180 days 8,725 1,393 4,097 1,104
Past due 181-365 days 6,283 2,137 6,712 1,301
Past due more than one year 76,177 74,265 78,700 69,413

105,363 79,795 95,131 72,390

The movement in the alowance for impairment in respect of trade receivables during the year was
asfollows:

000 GEL 2011 2010

Balance at beginning of the year 72,390 66,337
Increase during the year 7,405 6,053
Balance at end of the year 79,795 72,390

Most of the impairment loss at 31 December 2011 relates to severa customers that have indicated
that they are not expecting to be able to pay their outstanding balances either because of economic
circumstances or as aresult of bankruptcy. The Group believes that the unimpaired amounts that are
past due are still collectible, based on historic payment behaviour and analyses on the underlying
customers' credit ratings, when available.

The alowance account in respect of trade receivables is used to record impairment losses until al
possible opportunities for recovery have been exhausted; at that point the amounts are written off
against the financial asset directly.

Based on historic default rates, the Group believes that, apart from the above, no impairment
allowance is necessary in respect of trade receivables.

Cash and cash equivalents

To mitigate the credit risk of cash and bank bal ances, the Group holds its funds with the largest five
Georgian banks. The Group does not expect any counterparty to fail to meet its obligations.

Liquidity risk

Liquidity risk is the risk that the Group will encounter difficulty in meeting the obligations
associated with its financia liabilities that are settled by delivering cash or another financial asset.
The Group’ s approach to managing liquidity is to ensure, as far as possible, that it will always have
sufficient liquidity to meet its liabilities when due, under both norma and stressed conditions,
without incurring unacceptable losses or risking damage to the Group’ s reputation.
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The Group ensures that it has sufficient cash on demand to meet expected operational expenses for
aperiod of three months, including the servicing of financial obligations; this excludes the potential
impact of extreme circumstances that cannot reasonably be predicted, such as natural disasters.

The Group has significant contractual commitments to purchase property, plant and equipment (see
note 26) for the Main Line Modernisation and Thilisi Bypass projects expected to be completed by
the end of 2016 and 2013 respectively. The proceeds from the bonds issued by the Group in July
2010 for the implementation of the two capital projects (see note 19) were substantially used as at
31 December 2011. Management believes that the Group will have sufficient cash flows from
operating activities to finance these two projects. It is expected that the bonds will be redeemed
from the proceeds of the sale of land made available as aresult of the Thilis Bypass project.

The following are the contractual maturities of financial liabilities, including estimated interest
payments and excluding the impact of netting agreements.

2011
Carrying Contractual 0-6 6-12 1-2 2-5
000 GEL amount cash flows months months years years
Unsecured bond issues 431,999 582,517 20,617 20,618 41,236 500,046
Trade payables 28,435 28,435 21,659 6,731 45 -
Other current liabilities 14,424 14,424 14,424 - - -
Guarantees issued 14,345 14,345 14,345 - - -
489,203 639,721 71,045 27,349 41,281 500,046
2010
Carrying Contractual 6-12 1-2 2-5
000 GEL amount cash flows 0-6 months months years years
Unsecured bond issues 457,642 662,030 21,883 21,883 43,766 574,498
Trade payables 44,765 44,765 39,215 5,505 45 -
Other current liabilities 15,018 15,018 15,018 - - -
Guarantees issued 15,305 15,305 15,305 - - -
532,730 737,118 91,421 27,388 43,811 574,498
Market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates, interest rates
and equity prices will affect the Group’s income or the vaue of its holdings of financia
instruments. The objective of market risk management is to manage and control market risk
exposures within acceptable parameters, while optimising the return.

Currency risk

The Group is exposed to currency risk on sales, purchases and borrowings that are denominated in
a currency other than GEL. The currencies in which these transactions primarily are denominated
are U.S. Dallars (USD) and Swiss Francs (CHF).

A majority of the Group's revenue is denominated in CHF. The Group’s policy is to conclude

significant purchase contracts in CHF to match the cash flows generated from operations.
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Effective from 1 February 2012, the Group changed the basic currency of freight tariffs from CHF
to USD. The Group is in the process of changing the significant purchase contracts to USD to

match the cash flows generated from operations.

Exposureto currency risk

The Group’ s exposure to foreign currency risk was as follows based on notional amounts:

usDh - CHF - USD- CHF -
000 GEL denominated denominated denominated denominated

2011 2011 2010 2010
Cash and cash equivalents 26,143 24,180 14,979 312,535
Bank deposits 13,362 63,087 10,637 27,384
Trade receivables 633 19,049 84 14,139
Unsecured bank facility (36) - - -
Unsecured bond issue (431,999) - (457,642) -
Trade and other payables (78) (39) (12,270) -
Net exposure (391,975) 106,277 (444,212) 354,058

The following significant exchange rates applied during the year:

in GEL Averagerate Reporting date spot rate

2011 2010 2011 2010
USD 1 1.69 1.78 1.67 1.77
CHF1 191 171 1.78 1.89
Sensitivity analysis

A strengthening of the GEL, as indicated below, against the following currencies at 31 December
would have increased (decreased) profit or loss net of taxes by the amounts shown below. There
would have been no impact directly on equity. This analysisis based on foreign currency exchange
rate variances that the Group considered to be reasonably possible at the end of the reporting
period. The analysis assumes that all other variables, in particular interest rates, remain constant.

The analysisis performed on the same basis for 2010.

'000 GEL

2011

USD (10% strengthening)
CHF (10% strengthening)
2010

USD (10% strengthening)
CHF (10% strengthening)

Profit or loss

33,318
(9,034)

37,758
(30,095)
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A weakening of the GEL against the above currencies at 31 December would have had the equal
but opposite effect on the above currencies to the amounts shown above, on the basis that all other
variables remain constant.

Interest raterisk

Changes in interest rates impact primarily loans and borrowings by changing either their fair value
(fixed rate debt) or their future cash flows (variable rate debt). Management does not have a formal
policy of determining how much of the Group’s exposure should be to fixed or variable rates.
However, at the time of raising new loans or borrowings management uses its judgment to decide
whether it believes that a fixed or variable rate would be more favourable to the Group over the
expected period until maturity.

Profile

At the reporting date the interest rate profile of the Group’s interest-bearing financial instruments
was:

Carrying amount
000 GEL 2011 2010

Fixed rateinstruments

Financial assets 76,449 38,021
Financial liabilities (432,670) (457,642)
(356,221) (419,621)

Bank deposits (included in financial assets above) have a maturity of up to fourteen months from
the reporting date and bear annual interest of 12%.

Fair value sensitivity analysisfor fixed rateinstruments

The Group does not account for any fixed rate financial assets and liabilities as fair value through
profit or loss or as available for sale. Therefore a change in interest rates at the reporting date would
not affect profit or loss or equity.

Fair values versus carrying amount

Management believes that the fair value of the Group’s financial assets and liabilities approximates
their carrying amounts.

The basis for determining fair valuesis disclosed in note 5.
Capital management

The Group has no forma policy for capital management but management seeks to maintain a
sufficient capital base for meeting the Group’s operational and strategic needs, and to maintain
confidence of market participants. This is achieved with efficient cash management, constant
monitoring of the Group’s revenues and profit, and long-term investment plans mainly financed by
the Group’ s operating cash flows. With these measures the Group aims for steady profits growth.
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The Group’ s debt to capital ratio at the end of the reporting period was as follows:

000 GEL 2011 2010

Total liabilities 614,346 700,339
Less: cash and cash equivalents (61,553) (323,943)
Net debt 552,793 376,396
Total equity 1,802,008 1,633,041
Debt to capital ratio at 31 December 0.31 0.23

There were no changesin the Group’ s approach to capital management during the year.

Neither the Company nor any of its subsidiaries are subject to externally imposed capita
regquirements.

Operating leases

Non-cancellable operating lease rentals are receivabl e as follows:

000 GEL 2011 2010

L ess than one year 2,284 1,939

Between one and five years 8,601 7,468

More than five years 64,795 60,872
75,680 70,279

Operating leases mainly relate to investment property owned by the Group with lease terms of
between 10 to 50 years, as well as the rental of other buildings, containers, locomotives and
fittings. Lessees do not have an option to purchase the property at the end of the lease term.

Capital commitments

As at 31 December 2011 the Group had entered into contracts for construction works and the
purchase of plant and equipment for GEL 961,014 thousand mainly relating to the Main Line
Modernisation and Thilis Bypass projects (2010: GEL 653,370 thousand). Included in capital
commitments are contracts for the construction of a building in the west of Georgia for future sale
or lease for USD 22,345 thousand.
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Contingencies
Insurance

The insurance industry in Georgiais in a developing state and many forms of insurance protection
common in other parts of the world are not yet generally available. The Group does not have full
coverage for its plant facilities, business interruption, or third party liability in respect of property
or environmental damage arising from accidents on Group property or relating to Group operations.
Until the Group obtains adequate insurance coverage, there is a risk that the loss or destruction of
certain assets could have a materia adverse effect on the Group’ s operations and financial position.

Taxation contingencies

The taxation system in Georgia is relatively new and is characterised by frequent changes in
legislation, official pronouncements and court decisions, which are sometimes unclear,
contradictory and subject to varying interpretation. In the event of a breach of tax legislation, no
liabilities for additional taxes, fines or penalties may be imposed by the tax authorities after six
years have passed since the end of the year in which the breach occurred.

These circumstances may create tax risks in Georgia that are more significant than in other
countries. Management believes that it has provided adequately for tax liabilities based on its
interpretations of applicable Georgian tax legidation, official pronouncements and court decisions.
However, the interpretations of the relevant authorities could differ and the effect on these
consolidated financial statements, if the authorities were successful in enforcing their
interpretations, could be significant.

Litigation

In the ordinary course of business, the Group is subject to legal actions, litigations and complaints.
Management believes that the ultimate liability, if any, arising from such actions or complaints will
not have a material adverse effect on the financial condition or the results of future operations.

Related party transactions

Control relationships

The Company was wholly owned by the State of Georgia represented by the State Enterprise
Management Agency of the Ministry of Economy and Sustainable Development of Georgia as at
30 September 2011. On 25 October 2011 24% of the Company’s charter capital was transferred to
Partnership Fund JSC which is wholly owned by the State of Georgia.

Tansactions with key management per sonnel
Key management remuneration

Key management received the following remuneration during the year, which isincluded in payroll
EXPENSES:

000 GEL 2011 2010
Salaries and bonuses 1,181 950
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Other related party transactions
Transactions with the government

The Group transacts in its daily operations with a number of entities that are either controlled,
jointly controlled or under significant influence by the Government of Georgia. The Group has
opted to apply the exemption in IAS 24 Related Party Disclosures that alows the presentation of
reduced related party disclosures regarding transactions with government-related entities.

The Group' s other related party transactions are disclosed below.
Revenue, purchases and expenses

The Group purchases most of its electricity from a State-owned operator which amounted to
GEL 13,885 thousand for the year ended 31 December 2011 (year ended 31 December 2010:
GEL 16,476 thousand). The Group aso purchases security services from a state agency which
amounted to GEL 7,631 thousand for the year ended 31 December 2011 (year ended 31 December
2010: GEL 7,550 thousand). The Group usually does not have significant balances for these
purchases.

Management estimates that the aggregate amounts of other income and expenses and the related
balances with other Government-related entities are not significant.

Significant subsidiaries

2011 2010
Country of Ownership/  Ownership/

Subsidiary incor poration Principal activities voting voting
Georgian Railway Property Property management
Management LLC Georgia and devel opment 100% 100%
Georgian Railway Container
Transcontainer LLC Georgia transportation 100% 100%
Georgian Railway Construction and
Construction JSC Georgia other projects 100% 100%

Passenger
Borjomi Bakuriani Railway LLC Georgia transportation 100% 100%
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Thilisi Branch of KPMG CIS Limited Telephone  +995 (32) 935695
3rd Floor, Besiki Business Center Fax +995 (32) 982276
4, Besiki str, Internet www kpmg.ge

Thilisi, 0108,
Georgia

Independent Auditors’ Report

To the Management Board
Georgian Railway LLC

We have audited the accompanying consolidated financial statements of Georgian Railway LLC
(the “Company”) and its subsidiaries (the “Group™), which comprise the consolidated statement of
financial position as at 31 December 2010, and the consolidated statements of comprehensive
income, changes in equity and cash flows for the year then ended, and notes, comprising a summary
of significant accounting policies and other explanatory information.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards, and for such internal
control as management determines is necessary to enable the preparation of consolidated financial
statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our
audit. We conducted our audit in accordance with International Standards on Auditing. Those
standards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the consolidated financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the consolidated financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity’s preparation and fair presentation of the consolidated financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit
also includes evaluating the appropriateness of accounting policies used and the reasonableness of
accounting estimates made by management, as well as evaluating the overall presentation of the
consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.

Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the
financial position of the Group as at 31 December 2010, and its financial performance and its cash
flows for the year then ended in accordance with International Financial Reporting Stwﬂm 04\
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Thilisi Branch of KPMG CIS Limited
13 May 2011

Thifisi Branch of KPMG CiS Limited, a branch incorporated under the Laws of
Geargia, a subsidiary of KPMG Europe LLP, and a mernber firm of the KPMG
natwork of independent member firms sftilisted with KPMG Intemational
Cooperative |"KPMG Intermational ™), 2 Swiss entity,



000 GEL

ASSETS

Non-current assets

Property, plant and equipment
Investment property

Other non-current assets
Total non-current assets

Current assets

Inventories

Current tax assets

Trade and other receivables
Prepayments and other current assets
Cash and cash equivalents

Bank deposits

Total current assets

Total assets

EQUITY AND LIABILITIES
Equity

Charter capital

Non-cash owner contribution reserve
Retained earnings

Total equity

Non-current liabilities
Loans and borrowings

Trade and other payables
Deferred tax liabilities

Total non-current liabilities

Current liabilities
Loans and borrowings
Trade and other payables
Liabilitiesto owners
Provisions

Other taxes payable
Other current liabilities
Current tax liabilities
Total current liabilities
Total liabilities

Total equity and liabilities

Georgian Railway LLC

Consolidated Satement of Financial Position as at 31 December 2010

Note

11

12

13

14
15
16

17

18
19
21

18
19
17
20
22

2010 2009
1,725,633 1,699,940
9,926 9,926
136,375 12,817
1,871,934 1,722,683
17,992 23,725
- 4,615
26,913 22,194
42,665 35,061
335,855 1,361
38,021 -
461,446 86,956
2,333,380 1,809,639
985,376 967,207
35,404 25,311
612,261 556,165
1,633,041 1,548,683
438,383 24,900
45 28,853
66,521 74,817
504,949 128,570
19,259 3,855
61,886 66,035
29,241 26,636
21,597 6,088
27,236 21,794
15,018 7,978
21,153 -
195,390 132,386
700,339 260,956
2,333,380 1,809,639

4

The consolidated statement of financial position is to be read in conjunction with the notes to, and forming

part of, the consolidated financia statements set out on pages 8 to 39.
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000 GEL Note 2010 2009

Revenue 6 404,687 318,838
Other income 17,818 10,678
Employee benefits expense (111,257) (106,113)
Depreciation and amortization expense (98,749) (96,111)
Electricity and materials used 7 (44,620) (40,315)
Other expenses 8 (71,815) (64,139)
Results from operating activities 96,064 22,838
Finance income 9 45411 610
Finance costs 9 (17,669) (4,771)
Net finance income/(costs) 27,742 (4,161)
Profit before income tax 123,806 18,677
Income tax expense 10 (22,273) (2,869)
Profit and total comprehensive income for the year 101,533 15,808

These consolidated financial statements were approved by the Management Board on 13 May 2011
and were signed on its behalf by:

/
/

Irakli Ezugbaia //o
General Director/ |, £/,

Amiran Tevzadze
Acting Chief Accountant

5

The consolidated statement of comprehensive income is to be read in conjunction with the notes to, and
forming part of, the consolidated financial statements set out on pages 8 to 39.
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Balance at 1 January 2009

Profit and total comprehensive income for
the year

Transactions with owners, recor ded
directly in equity

Non-cash contributions by and
distributions to owners, net (see note 17)

Dividends to owners

Total contributions by and distributions to
owners

Balance at 31 December 2009

Balance at 1 January 2010

Total comprehensiveincome for the
year

Profit and total comprehensive income for
the year

Transactions with owners, recor ded
directly in equity

Dividends to owners

Net non-cash contributions by and
distributions to owners, net (see note 17)

Transfer of retain earnings to charter
capital (see note 17)

Total contributions by and distributions to
owners

Balance at 31 December 2010

Georgian Railway LLC
Consolidated Statement of Changes in Equity for the year ended 31 December 2010

Charter Non-cash owner Retained Total
capital contribution reserve earnings equity
933,635 33,752 576,357 1,543,744
- - 15,808 15,808
33,572 (8,441) - 25,131
- - (36,000) (36,000)
33,572 (8,441) (36,000) (10,869)
967,207 25,311 556,165 1,548,683
967,207 25,311 556,165 1,548,683
- - 101,533 101,533
- - (36,000) (36,000)
14,278 10,093 (5,546) 18,825
3,891 - (3,891) -
18,169 10,093 (45,437) (17,175)
985,376 35,404 612,261 1,633,041

6

The consolidated statement of changes in equity is to be read in conjunction with the notes to, and forming part
of, the consolidated financial statements set out on pages 8 to 39.
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000 GEL Note 2010 2009

Cash flows from operating activities

Cash receipts from customers 433,749 336,695
Cash paid to suppliers and employees (195,162) (200,350)
Cash flows from oper ations befor e income taxes and

interest paid 238,587 136,345
Income tax paid (4,923) (18,043)
Interest paid (2,163) (1,604)
Net cash from operating activities 231,501 116,698

Cash flows from investing activities

Acquisition of property, plant and equipment (281,738) (89,976)
Proceeds from sale of investments 6,300 -
Increase in term deposits (38,021) -
Increasein restricted cash (11,912) -
Interest received 3,350 622
Net cash used in investing activities (322,021) (89,354)

Cash flows from financing activities

Proceeds from borrowings 455,109 27,900
Repayment of borrowings (28,975) (21,146)
Dividends paid (36,000) (36,000)
Net cash from/(used) in financing activities 390,134 (29,246)
Net increase/(decrease) in cash and cash equivalents 299,614 (1,902)
Cash and cash equivalents at 1 January 1,361 3,196
Effect of exchange rate fluctuations on cash and cash

equivalents 22,968 67
Cash and cash equivalentsat 31 December 16 323,943 1,361

7

The consolidated statement of cash flows is to be read in conjunction with the notes to, and forming part of, the
consolidated financial statements set out on pages 8 to 39.
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Background
Business environment
Geor gian business environment

The Group's operations are primarily located in Georgia. Consequently, the Group is exposed to
the economic and financial markets of Georgia which display characteristics of an emerging
market. The conflict between Georgia and the Russian Federation has created additiona
uncertainty in the environment. The legal, tax and regulatory frameworks continue development,
but are subject to varying interpretations and frequent changes which together with other legal and
fiscal impediments contribute to the challenges faced by entities operating in Georgia. The
consolidated financial statements reflect management’s assessment of the impact of the Georgian
business environment on the operations and the financial position of the Group. The future business
environment may differ from management’ s assessment.

Organisation and oper ations

Georgian Railway LLC (the “Company”) and its subsidiaries (the “Group”) comprise Georgian
limited liability companies as defined in the Civil Code of Georgia. The Company was established
as a state-owned enterprise in December 1998 by the Decree of President of Georgia # 929 as an
entity engaged in the provision of railway transportation servicesin Georgia.

The Company’ s registered officeis 15 Queen Tamar Avenue, Thilisi 0112, Georgia.

The Group’s principal activity is the operation of a nationwide railway system providing freight
and passenger transportation services, maintenance and development of railway infrastructure and
construction of railway lines within Georgia.

The Group is wholly owned by the State of Georgia represented by the State Enterprise
Management Agency of the Ministry of Economic Development of Georgia. Related party
transactions are disclosed in note 27.

Basisof preparation
Statement of compliance

These consolidated financial statements have been prepared in accordance with International
Financial Reporting Standards (“1FRSS”).

Basis of measur ement

The consolidated financial statements are prepared on the historical cost basis except that property,
plant and equipment was reval ued to determine deemed cost as part of the adoption of IFRSs.

Functional and presentation currency
The national currency of Georgiaisthe Georgian Lari (“GEL”), which isthe Company’s functional

currency and the currency in which these consolidated financia statements are presented. All
financial information presented in GEL has been rounded to the nearest thousand.
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Use of estimates and judgments

The preparation of consolidated financid statements in conformity with IFRSs requires
management to make judgments, estimates and assumptions that affect the application of
accounting policies and the reported amounts of assets, liabilities, income and expenses. Actual
results may differ from those estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognised in the period in which the estimates are revised and in any future periods
affected.

Information about critical judgements in applying accounting policies that have a significant effect
on the amounts recognised in the consolidated financial statements is included in the following
notes:

e Note3(d) -—useful livesof property, plant and equipment
e Note23(b) —impairment allowances for trade and other receivables

In the opinion of management, there are no assumptions or estimation uncertainties that have a
significant risk of resulting in amaterial adjustment within the next financial year.

Significant accounting policies

The accounting policies set out below have been applied consstently to all periods presented in
these consolidated financial statements, and have been applied consistently by Group entities.

Basis of consolidation
Subsidiaries

Subsidiaries are entities controlled by the Group. The financia statements of subsidiaries are
included in the consolidated financia statements from the date that control commences until the
date that control ceases. The accounting policies of subsidiaries have been changed when necessary
to align them with the policies adopted by the Group.

Transactions €eliminated on consolidation

Intra-group balances and transactions, and any unrealised income and expenses arising from intra-
group transactions, are eliminated in preparing the consolidated financial statements.

Foreign currency
Foreign currency transactions

Transactions in foreign currencies are trandated to the functiona currency of Group entities at
exchange rates at the dates of the transactions. Monetary assets and liabilities denominated in
foreign currencies at the reporting date are retranslated to the functiona currency at the exchange
rate at that date. The foreign currency gain or loss on monetary items is the difference between
amortised cost in the functional currency at the beginning of the period, adjusted for effective
interest and payments during the period, and the amortised cost in foreign currency translated at the
exchange rate at the end of the reporting period.
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Non-monetary items in a foreign currency that are measured in terms of historica cost are
trandated using the exchange rate at the date of the transaction. Foreign currency differences
arising in retranslation are recognised in profit or loss.

Non-derivative financial instruments

Non-derivative financia instruments comprise trade and other receivables, cash and cash
equivalents, loans and borrowings, and trade and other payables.

Non-derivative financial assets

The Group initialy recognises loans and receivables on the date that they are originated. All other
financial assets are recognised initially on the trade date at which the Group becomes a party to the
contractual provisions of the instrument.

The Group derecognises a financial asset when the contractual rights to the cash flows from the
asset expire, or it transfers the rights to receive the contractual cash flows on the financial asset in a
transaction in which substantially all the risks and rewards of ownership of the financial asset are
transferred. Any interest in transferred financial assets that is created or retained by the Group is
recognised as a separate asset or liability.

Financial assets and liabilities are offset and the net amount presented in the statement of financia
position when, and only when, the Group has a legal right to offset the amounts and intends either
to settle on anet basis or to realise the asset and settle the liability simultaneously.

Group classifies non-derivative financial assets into the following category: loans and receivables.
Loans and receivables

Loans and receivables are financia assets with fixed or determinable payments that are not quoted
in an active market. Such assets are recognised initially at fair value plus any directly attributable
transaction costs. Subsequent to initial recognition loans and receivables are measured at amortised
cost using the effective interest method, less any impairment losses.

Loans and receivables category comprise the following classes of assets. trade and other
receivables as presented in note 14 and cash and bank balances as presented in note 16.

Cash and cash equivalents

Cash and cash equivalents comprise cash balances and call deposits with original maturities of
three months or less. Bank overdrafts that are repayable on demand and form an integral part of the
Group’s cash management are included as a component of cash and cash equivalents for the
purpose of the statement of cash flows.

Non-derivative financial liabilities

The Group initialy recognises financia liabilities on the trade date at which the Group becomes a
party to the contractual provisions of the instrument.

The Group derecognises a financial liability when its contractual obligations are discharged or
cancelled or expire.

10
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Financial assets and liabilities are offset and the net amount presented in the statement of financia
position when, and only when, the Group has a legal right to offset the amounts and intends either
to settle on anet basis or to realise the asset and settle the liability simultaneously.

The Group classifies non-derivative financial liabilities into the other financial liabilities category.
Such financial liabilities are recognised initially at fair value plus any directly attributable
transaction costs. Subseguent to initial recognition these financia liabilities are measured at
amortised cost using the effective interest method. Other financial liabilities comprise loans and
borrowings and trade and other payables.

Charter capital
Charter capital is classified as equity.
Reduction of charter capital

Charter capital reductions and non-cash distributions are recognised at the carrying amount of the
assets distributed at the date of the distribution where the asset is ultimately controlled by the same
parties both before and after the distribution.

Increase of charter capital

When charter capital is increased, any difference between the registered amount of charter capital
and the fair value of the assets contributed is recognised as a separate component of equity as non-
cash owner contribution reserve.

Property, plant and equipment
Recognition and measurement

Items of property, plant and equipment, are measured at cost less accumulated depreciation and
impairment losses. Items of property, plant and equipment contributed by the shareholder are
initially measured at fair value. The cost of property, plant and equipment at 1 January 2007, the
date of transition to IFRSs, was determined by reference to its fair value at that date.

Cost includes expenditure that is directly attributable to the acquisition of the asset. The cost of
self-constructed assets includes the cost of materials and direct labour, any other costs directly
attributable to bringing the asset to a working condition for their intended use, the costs of
dismantling and removing the items and restoring the site on which they are located, and
capitalised borrowing costs. Purchased software that is integra to the functionality of the related
equipment is capitalised as part of that equipment.

When parts of an item of property, plant and equipment have different useful lives, they are
accounted for as separate items (major components) of property, plant and equipment.

The gain or loss on disposal of an item of property, plant and equipment is determined by

comparing the proceeds from disposal with the carrying amount of property, plant and equipment,
and is recognised net within other income/other expensesin profit or loss.

11
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Subsequent costs

The cost of replacing part of an item of property, plant and equipment is recognised in the carrying
amount of the item if it is probable that the future economic benefits embodied within the
component will flow to the Group and its cost can be measured reliably. The carrying amount of
the replaced component is derecognised. The costs of the day-to-day servicing of property, plant
and equipment are recognised in profit or loss as incurred.

Maintenance and repair expenses are recognised as follows:

o Rolling stock:

— current maintenance expenses during the useful life of equipment (repair work and
replacement of unusable and missing parts) are recognised as operating expenses in profit or
loss asincurred;

—  expenses under multi-year major overhaul programmes are capitalised as a separate overhaul
component and depreciated separately from the main asset;

— overhauls performed near the end of the useful life of an asset, together with refurbishment,
are capitalised when they extend the useful life of the underlying asset.

. Fixed instalations:

— current maintenance and repair expenses (technical inspections, maintenance contracts, etc.)
are recognised as operating expenses in profit or loss asincurred;

—  labour, materials and other costs (associated with the installation of rails, sleepers and ballast)
under multi-year major building or infrastructure maintenance programmes are capitalised
through the partial or total replacement of each component concerned;

— costs associated with infrastructure improvements are capitalized to the extent that they
increase the functionality (traffic working speed) of the asset.

Depreciation

Depreciation is based on the cost of an asset less its residual value. Significant components of
individual assets are assessed and if a component has a useful life that is different from the
remainder of that asset, that component is depreciated separately.

Depreciation is recognised in profit or loss on a straight-line basis over the estimated useful lives of
each part of an item of property, plant and equipment, since this most closely reflects the expected
pattern of consumption of the future economic benefits embodied in the asset. Land is not
depreciated.

The estimated useful lives for the current and comparative periods are as follows:

e buildings and constructions 44 years
e rail track infrastructure 23 years
e transport, machinery, equipment and other 12 years

Depreciation methods and useful lives are reviewed at each financial year end and adjusted if
appropriate.

12



(€)

(f)
(i)

(i)

Georgian Railway LLC
Notes to the Consolidated Financial Statements for the year ended 31 December 2010

Inventories

Inventories are measured at the lower of cost and net realisable value. The cost of inventories is
based on the first-in first-out principle, and includes expenditure incurred in acquiring the
inventories, production or conversion costs and other codts incurred in bringing them to their
existing location and condition.

Net redisable value is the estimated selling price in the ordinary course of business, less the
estimated costs of completion and selling expenses.

I mpairment
Financial assets

A financia asset is assessed at each reporting date to determine whether there is any objective
evidence that it isimpaired. A financial asset isimpaired if objective evidence indicates that aloss
event has occurred after the initial recognition of the asset, and that the loss event had a negative
effect on the estimated future cash flows of that asset that can be estimated reliably.

Objective evidence that financial assets are impaired can include default or delinquency by a
debtor, restructuring of an amount due to the Group on terms that the Group would not consider
otherwise, indications that a debtor will enter bankruptcy, adverse changes in the payment status of
borrowersin the Group or economic conditions that correlate with defaults.

The Group considers evidence of impairment for loans and receivables at both a specific asset and
collective level. All individually significant loans and receivables are assessed for specific
impairment. All individualy significant receivables found not to be specifically impaired are then
collectively assessed for any impairment that has been incurred but not yet identified. Loans and
receivables that are not individualy significant are collectively assessed for impairment by
grouping together loans and receivables with similar risk characteristics.

In assessing collective impairment the Group uses historical trends of the probability of default,
timing of recoveries and the amount of loss incurred, adjusted for management’s judgement as to
whether current economic and credit conditions are such that the actual losses are likely to be
greater or less than suggested by historical trends.

An impairment loss in respect of a financial asset measured at amortised cost is calculated as the
difference between its carrying amount, and the present value of the estimated future cash flows
discounted at the asset’s origina effective interest rate. Losses are recognised in profit or loss and
reflected in an allowance account against loans and receivables. Interest on the impaired asset
continues to be recognised through the unwinding of the discount. When a subsequent event causes
the amount of impairment loss to decrease, the decrease in impairment loss is reversed through
profit or loss.

Non-financial assets

The carrying amounts of the Group’s non-financial assets, other than inventories and deferred tax
assets, are reviewed at each reporting date to determine whether there is any indication of
impairment. If any such indication exists, then the asset’s recoverable amount is estimated. An
impairment loss is recognised if the carrying amount of an asset or its related cash-generating unit
(CGU) exceedsits estimated recoverable amount.

13
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The recoverable amount of an asset or CGU is the greater of its value in use and its fair value less
costs to sell. In assessing value in use, the estimated future cash flows are discounted to their
present value using a pre-tax discount rate that reflects current market assessments of the time
value of money and the risks specific to the asset or CGU. For the purpose of impairment testing,
assets that cannot be tested individually are grouped together into the smallest group of assets that
generates cash inflows from continuing use that are largely independent of the cash inflows of other
assets or groups of assets or CGU.

The Group's corporate assets do not generate separate cash inflows and are utilised by more than
one CGU. Corporate assets are allocated to CGUs on a reasonable and consistent basis and tested
for impairment as part of the testing of the CGU to which the corporate asset is allocated.

Impairment losses are recognised in profit or loss. Impairment losses recognised in respect of
CGUs are alocated to reduce the carrying amount of assets in the CGU (group of CGUs) on a pro
rata basis.

Impairment losses recognised in prior periods are assessed at each reporting date for any
indications that the loss has decreased or no longer exists. An impairment loss is reversed if there
has been a change in the estimates used to determine the recoverable amount. An impairment loss
is reversed only to the extent that the asset’s carrying amount does not exceed the carrying amount
that would have been determined, net of depreciation or amortisation, if no impairment loss had
been recognised.

Employee benefits

Short-term employee benefit obligations are measured on an undiscounted basis and are expensed
astherelated serviceis provided.

A liability is recognised for the amount expected to be paid under short-term cash bonus or profit-
sharing plans if the Group has a present legal or constructive obligation to pay this amount as a
result of past service provided by the employee, and the obligation can be estimated reliably.

Provisions

A provision is recognised if, as a result of a past event, the Group has a present lega or
constructive obligation that can be estimated reliably, and it is probable that an outflow of
economic benefits will be required to settle the obligation. Provisions are determined by
discounting the expected future cash flows at a pre-tax rate that reflects current market assessments
of the time value of money and the risks specific to the liability. The unwinding of the discount is
recognised as finance cost.

Financial guarantees

Financial guarantees are contracts that require the Group to make specified payments to reimburse
the holder for a loss it incurs because a specified debtor fails to make payment when due in
accordance with the terms of a debt instrument. A financial guarantee liability is recognised
initially at fair value net of associated transaction costs, and is measured subsequently at the higher
of the amount initially recognised less cumulative amortisation or the amount of provision for
losses under the guarantee. Provisions for losses under financial guarantees are recognised when
losses are considered probable and can be measured reliably.

14
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Revenue
Transportation activities

Revenue from feight and passenger transportation is measured at the fair value of the consideration
received or receivable. Freight and passenger transportation revenue is recognized in profit or loss
according to the percentage of completed service method based on transit time of freight and
passengers moving from the original location to the final destination.

Revenue from services rendered in stations is recognised in profit or loss when the service is
rendered.

Rental income

Rental income from investment property or other assets rented is recognised in profit or loss on a
straight-line basis over the term of the lease. Lease incentives granted are recognised as an integral
part of the total rental income, over the term of the lease.

Other expenses
L ease payments

Payments made under operating leases are recognised in profit or loss on a straight-line basis over
the term of the lease. Lease incentives received are recognised as an integral part of the total lease
expense, over the term of the lease.

Social expenditure

To the extent that the Group’ s contributions to social programs benefit the community at large and
are not restricted to the Group’ s employees, they are recognised in profit or loss asincurred.

Financeincome and costs

Finance income comprises interest income on funds invested and foreign currency gains. Interest
income is recognised as it accrues in profit or loss, using the effective interest method.

Finance costs comprise interest expense on borrowings, unwinding of the discount on provisions,
foreign currency losses and impairment losses recognised on financial assets.

Borrowing costs that are not directly attributable to the acquisition, construction or production of a
qualifying asset are recognised in profit or loss using the effective interest method.

Foreign currency gains and losses are reported on a net basis as either finance income or finance
cost depending on whether foreign currency movements are in a net gain or net |oss position.

I ncome tax

Income tax expense comprises current and deferred tax. Current tax and deferred tax are recognised
in profit or loss except to the extent that it relates to a business combination, or items recognised
directly in equity or in other comprehensive income.

Current tax is the expected tax payable or receivable on the taxable income or loss for the year,
using tax rates enacted or substantively enacted at the reporting date, and any adjustment to tax
payable in respect of previous years.

15



(m)

(n)

Georgian Railway LLC
Notes to the Consolidated Financial Statements for the year ended 31 December 2010

Deferred tax is recognised in respect of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for taxation purposes.
Deferred tax is not recognised for:

o temporary differences on the initia recognition of assets or liabilities in atransaction that is not
a business combination and that affects neither accounting nor taxable profit or loss; and

o temporary differences related to investments in subsidiaries to the extent that it is probable that
they will not reversein the foreseeable future.

Deferred tax is measured at the tax rates that are expected to be applied to the temporary
differences when they reverse, based on the laws that have been enacted or substantively enacted
by the reporting date.

Deferred tax assets and liabilities are offset if there is a legally enforceable right to offset current
tax assets and liabilities, and they relate to income taxes levied by the same tax authority on the
same taxable entity, or on different tax entities, but they intend to settle current tax liabilities and
assets on anet basis or their tax assets and liabilities will be realised simultaneously.

A deferred tax asset is recognised for unused tax losses, tax credits and deductible temporary
differences, to the extent that it is probable that future taxable profits will be available against
which they can be utilised. Deferred tax assets are reviewed at each reporting date and are reduced
to the extent that it is no longer probable that the related tax benefit will be realised.

Segment reporting

An operating segment is a component of the Group that engages in business activities from which it
may earn revenues and incur expenses, including revenues and expenses that relate to transactions
with any of the Group’s other components. All operating segments’ operating results are reviewed
regularly by the Group’s Management Board to make decisions about resources to be alocated to
the segment and assess its performance, and for which discrete financial information is available.

Segment results that are reported to the Management Board include items directly attributable to a
segment as well as those that can be allocated on a reasonable basis. Unallocated items comprise
mainly railway infrastructure, corporate assets (primarily the Group’s headquarters), head office
expenses, financial income and expenses, tax expenses and tax assets and liabilities. Items related
to infrastructure are not alocated as the Group has not implemented systems for such allocations.

Segment capital expenditure is the total cost incurred during the year to acquire property, plant and
eguipment and intangibl e assets other than goodwill.

New Standardsand I nterpretations not yet adopted

A number of new Standards, amendments to Standards and Interpretations are not yet effective as
at 31 December 2010, and have not been applied in preparing these consolidated financia
statements. Of these pronouncements, potentially the following will have an impact on the Group’s
operations. The Group plans to adopt these pronouncements when they become effective.

e Revisad IAS 24 Related Party Disclosures (2010) introduces an exemption from the basic
disclosure requirements in relation to related party disclosures and outstanding balances,
including commitments, for government-related entities. Additionally, the standard has been
revised to simplify some of the presentation guidance that was previously non-reciprocal. The
revised standard is to be applied retrospectively for annual periods beginning on or after
1 January 2011. The Group has not yet determined the potential effect of the amendment.
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e |IFRS 9 Financial Instruments will be effective for annua periods beginning on or after
1 January 2013. The new standard is to be issued in phases and isintended ultimately to replace
International Financial Reporting Standard 1AS 39 Financial Instruments. Recognition and
Measurement. The first phase of IFRS 9 was issued in November 2009 and relates to the
classification and measurement of financia assets. The second phase regarding classification
and measurement of financial liabilities was published in October 2010. The remaining parts of
the standard are expected to be issued during the first half of 2011. The Group recognises that
the new standard introduces many changes to the accounting for financial instruments and is
likely to have a significant impact on Group’s consolidated financia statements. The impact of
these changes will be analysed during the course of the project as further phases of the standard
areissued. The Group does not intend to adopt this standard early.

e Various Improvements to IFRSs have been dealt with on a standard-by-standard basis. All
amendments, which result in accounting changes for presentation, recognition or measurement
purposes, will come into effect not earlier than 1 January 2011. The Group has not yet analysed
the likely impact of the improvements on its financial position or performance.

Deter mination of fair values

A number of the Group’s accounting policies and disclosures require the determination of fair
value, for both financial and non-financial assets and liabilities. Fair values have been determined
for measurement and for disclosure purposes based on the following methods. When applicable,
further information about the assumptions made in determining fair values is disclosed in the notes
specific to that asset or liahility.

Property, plant and equipment

The fair value of property, plant and equipment contributed by the shareholder is based on the
market values. The market value of property is the estimated amount for which a property could be
exchanged on the date of valuation between a willing buyer and awilling seller in an arm’s length
transaction after proper marketing wherein the parties had each acted knowledgeably and willingly.
The fair value of items of plant, equipment, fixtures and fittings is based on market approach and
cost approach using quoted market prices for similar items when available.

When no quoted market prices are available, the fair value of property, plant and equipment is
primarily determined using depreciated replacement cost. This method considers the cost to
reproduce or replace the property, plant and equipment, adjusted for physical, functional or
economical depreciation, and obsolescence.

Trade and other receivables

The fair value of trade and other receivables is estimated as the present value of future cash flows,
discounted at the market rate of interest at the reporting date. This fair value is determined for
disclosure purposes.

Financial liabilities

Fair value, which is determined for disclosure purposes, is calculated based on the present value of

future principal and interest cash flows, discounted at the market rate of interest at the reporting
date.
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Operating segments

The Group has two reportable segments, as described below, which are the Group's strategic
business units. The strategic business units offer different products and services, and are managed
separately because they require different technology and marketing strategies. For each of the
strategic business units, the Group’ s Management Board reviews internal management reports on at
least a quarterly basis. The following summary describes the operations in each of the Group’s
reportable segments:

e Freight transportation. Includes transportation of goods and commodities and related services.
e Passenger transportation. Includes transportation of passengers and luggage.

Other operations include provision of internet services, leasing of fibre-optic and other cable and
telephone services. None of these segments meets any of the quantitative thresholds for
determining reportable segments in 2010 or 2009.

There are no inter-segment charges.

Information regarding the results of each reportable segment is included below. Performance is
measured based on segment profit before infrastructure costs, central over heads, interest and
income tax, as included in the internal management reports that are reviewed by the Group’s
Management Board. Segment profit is used to measure performance as management believes that
such information is the most relevant in evaluating the results of certain segments relative to other
entities that operate within these industries.

I nformation about reportable segments

Passenger
Freight transportation transportation Total
000 GEL 2010 2009 2010 2009 2010 2009
External revenues 377,868 291,334 17,343 15,560 395,211 306,894
Depreciation and
amortization (39,522) (40,033) (7,840) (8,387) (47,362)  (48,420)

Reportable segment

profit/(loss) before

infrastructure costs, net

interest cost and income tax 237,419 155,408 (10,798) (13,001) 226,621 142,407

Reportable segment assets 340,474 379,167 90,126 98,895 430,600 478,062
Capital expenditure and

other additions to non-
current assets 20,722 89,860 20,976 12,011 41,698 101,871
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(i) Reconciliations of reportable segment revenues, profit or loss, assets and other material items

000 GEL 2010 2009
Revenues

Total revenue for reportable segments 395,211 306,894
Other revenue 9,476 11,944
Consolidated revenue 404,687 318,838
Profit or loss

Tota profit or loss for reportable segments 226,621 142,407
Other profit or loss (537) 614
Payroll expenses — infrastructure and headquarters (48,920) (45,411)
Depreciation expenses — infrastructure and headquarters (51,116) (47,040)
Net finance income/(costs) 27,742 (4,161)
Other net unallocated expenses (29,984) (27,732)
Consolidated profit before income tax 123,806 18,677
Assets

Total assets for reportable segments 430,600 478,062
Other assets - 8,494
Property, plant and equipment - infrastructure and headquarters 1,365,672 1,221,911
Other unallocated assets, principally cash 537,108 101,172
Consolidated total assets 2,333,380 1,809,639

(iii) Other material items 2010

Reportable Infrastructure Consolidated
000 GEL segment totals and headquarters Other totals
Capital expenditure and other
additions to non-current assets 41,698 231,122 - 272,820
Depreciation and amortization 47,362 51,116 271 98,749

(iv) Other material items 2009

Reportable Infrastructure Consolidated
000 GEL segment totals and headquarters Other totals
Capital expenditure and other
additions to non-current assets 101,871 61,550 2,285 165,706
Depreciation and amortization 48,420 47,040 651 96,111

(v)  Geographical information

Substantialy all of the Group’s revenue is from and the non-current assets of the Group are located
in Georgia.
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Major customer

In 2010 one customer of the Group's freight transportation segment represented approximately
30% of the Group’stotd revenue (GEL 119,684 thousand). In 2009 two customers of the Group’s
freight transportation segment represented approximately 35% of the Group’'s total revenue
(GEL 69,399 thousand and GEL 42,079 thousand).

Revenue

000 GEL 2010 2009
Freight traffic 354,583 274,150
Freight car rental 23,285 16,543
Passenger traffic 14,685 13,952
Communication services 4,413 10,462
Other 7,721 3,731

404,687 318,838

Railroad transportation in Georgia is a natura monopoly; however the prices are not subject to
government regulation. According to clause 64 of the Railway Code of Georgia, which came into
force on 1 July 2005, the Government of Georgia allowed the Group to set the prices for all
services provided, including freight transportation, freight transportation-related additiona
services, and passenger and luggage transportation.

Tariffs for freight transportation are based on the International Rail Transit Tariff. The Group is a
co-signatory of the Tariff Agreement together with CIS countries, Latvia, Lithuania and Estonia.
The parties to the Agreement hold annual conferences to determine the tariff policy for the
following year: each party declares tariffs denominated in Swiss Francs for railway transportation
and states the general rules that apply to and modify tariffs. The agreed tariffs indicate the
maximum level of tariffs applicable.

Electricity and materials used

'000 GEL 2010 2009
Electricity 21,386 19,311
Materials 13,565 13,345
Fuel 9,669 7,659
44,620 40,315
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Other expenses

000 GEL 2010 2009
Taxes other than income tax 16,277 16,591
Guarantee provisions (see note 20) 15,509 -
Freight car rental 9,046 6,378
Security 7,650 6,541
Repairs and maintenance 5,009 9,176
Write off of non-current assets 4,831 6,622
Communication services 3,611 7,116
Inventory write-downs due to obsolescence - 2,668
Other 9,882 9,047
71,815 64,139

Finance income and finance costs

000 GEL 2010 2009
Recognised in profit or loss

Interest income 3,229 610
Net foreign exchange gain 42,182 -
Finance income 45411 610
Impairment loss on trade receivables (6,053) (3,235)
Interest expense on financial liabilities (11,616) (1,525)
Net foreign exchange loss - (11)
Finance costs (17,669) (4,771)
Net finance costs recognised in profit or loss 27,742 (4,161)
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10 Incometax expense

The Group’s applicable income tax rate is the income tax rate of 15% (2009: 15%) for Georgian
companies.

000 GEL 2010 2009

Current tax expense
Current year 30,569 9,835

Deferred tax expense

Origination and reversal of temporary differences (8,296) (6,966)
22,273 2,869

Reconciliation of effectivetax rate:

2010 2009
000 GEL % 000 GEL %
Profit before income tax 123,806 100 18,677 100
Income tax at applicable tax rate 18,571 15 2,802 15
Net non-deductible expenses 3,702 3 67 -
22,273 18 2,869 15
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11  Property, plant and equipment

Transport,
Buildings machinery,
and Rail track equipment and  Construction
000 GEL Land constructions infrastructure other in progress Total
Cost or deemed cost
Balance at 1 January 2009 454,813 136,144 661,010 486,395 102,461 1,840,823
Additions 27,144 656 107 105,249 32,550 165,706
Disposals (740) 4 - (1,172) - (1,916)
Transfers - 1,767 20,559 777 (23,103) -
Write offs - - - - (3,261) (3,261)
Balance at 31 December 2009 481,217 138,563 681,676 591,249 108,647 2,001,352
Balance at 1 January 2010 481,217 138,563 681,676 591,249 108,647 2,001,352
Additions 36,818 281 461 21,413 87,291 146,264
Disposals (4,779) (1,863) (6,142) (5,637) (2,924) (21,345)
Transfers 5,175 1,678 28,776 22,738 (58,367) -
Write offs - - - - (4,831) (4,831)
Balance at 31 December 2010 518,431 138,659 704,771 629,763 129,816 2,121,440
Depreciation
Balance at 1 January 2009 - 7,549 72,875 124,917 - 205,341
Depreciation for the year - 3,996 36,155 55,920 - 96,071
Balance at 31 December 2009 - 11,545 109,030 180,837 - 301,412
Balance at 1 January 2010 - 11,545 109,030 180,837 - 301,412
Depreciation for the year - 4,539 40,840 53,342 - 98,721
Disposals - (384) (1,347) (2,595) - (4,326)
Balance at 31 December 2010 - 15,700 148,523 231,584 - 395,807
Carrying amounts
At 1 January 2009 454,813 128,595 588,135 361,478 102,461 1,635,482
At 31 December 2009 481,217 127,018 572,646 410,412 108,647 1,699,940
At 31 December 2010 518,431 122,959 556,248 398,179 129,816 1,725,633

(@)  Impairment assessment

At 31 December 2009, following the decline in the volume of freight transported, the Group determined that there
was an indication of impairment of its property, plant and equipment. The Group estimated the recoverable amount
of the property, plant and equipment based on its value in use. The estimated recoverable amount did not result in an
impairment loss being recognized. Management has assessed that there are no impairment indications as at
31 December 2010.

(b)  Property, plant and equipment under construction

During the year ended 31 December 2010 the Group started two large capital projects. the Main Line Modernization
and Thilisi Bypass and started to incur expenditures for the projects in September 2010 and November 2010
respectively. To partly finance the projects the Group issued unsecured bonds in 2010 (see note 18). All the
borrowing costs of the unsecured bond allocated to each project on a 59%/41% basis were capitalized upon starting
to incur expenditures for the projects. Capitalised borrowing costs related to the projects amounted to GEL 10,388
thousand (2009: nil).
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12 Other non-current assets

13

14

000 GEL

Prepayments for non-current assets

Construction materials

Other

I nventories

000 GEL
Materials
Rails

Fuel
Other

Allowance for inventory obsolescence

Trade and other receivables

000 GEL

Trade receivables

Other receivables

Impairment allowance on trade receivables

2010 2009
102,810 9,585
33,333 -
232 3,232
136,375 12,817
2010 2009
14,569 17,365
4,884 6,528
1,922 3,215
1,810 2,103
23,185 29,211
(5,193) (5,486)
17,992 23,725
2010 2009
95,131 87,307
4,172 1,224
99,303 88,531
(72,390) (66,337)
26,913 22,194

The Group's exposure to credit and currency risks and impairment losses related to trade and other
receivables are disclosed in note 23.
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Prepayments and other current assets

000 GEL 2010 2009
VAT recoverable 37,869 31,448
Prepaid taxes other than income tax 2,508 2,600
Advances paid to suppliers 2,266 1,001
Other current assets 22 12
42,665 35,061
Cash and cash equivalents
000 GEL 2010 2009
Current accounts 335,716 1,264
Petty cash 139 97
Cash and cash equivalentsin the statement of financial position 335,855 1,361
Restricted cash (11,912) -
Cash and cash equivalents in the statement of cash flows 323,943 1,361

The Group holds GEL 141,330 thousand (2009: nil) in an escrow account included in current
accounts based on a loan agreement according to which the cash can be used by the Group only
after consent by the lender and for the Thilisi Bypass project (see note 11). No funds were drawn
down under the loan agreement as at the reporting date.

Equity and liabilitiesto the owners
Charter capital

Charter capital represents the nominal amount of capital in the founding documentation of the
Company and is subject to state registration.

The owners of charter capital are entitled to receive dividends as declared from time to time and are
entitled to the number of votes corresponding to the percentage of shareholding in the Company at
meetings of the Company.

'000 GEL 2010 2009
Balance at 1 January 967,207 933,635
Contribution of property, plant and equipment 22,423 35,843
Transfer of retained earnings to charter capital 3,891 -
Withdrawal of property, plant and equipment (8,145) (2,271)
985,376 967,207
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Non-cash owner contribution reserve

The difference between the nomina amount of registered charter capital for non-cash assets
contributed by the shareholder and the fair value of the contributed assets is recognised in the non-
cash owner contribution reserve.

Non-cash assets registered in the charter capital as future contributions by the shareholder but not
yet registered under the ownership of the Group are recorded in the non-cash owner contribution
reserve until the ownership registration is complete.

000 GEL 2010 2009

Balance at 1 January 25,311 33,752

Fair value adjustment of non-cash owner contributions 10,093 18,686

Contribution of property, plant and equipment not registered

under the ownership of the Group - (27,127)
35,404 25,311

Liabilitiesto theowners

Liabilities to the owners represent liabilitiesin the form of property, plant and equipment which are
withdrawn as a reduction in charter capital but not yet transferred formally to the shareholder.
These liabilities are recorded at the carrying amount of assets to be transferred to the shareholder.

Dividends

In accordance with Georgian legidation the Company’s distributable reserves are limited to the
balance of retained earnings as recorded in the Company’s statutory financia statements prepared
in accordance with IFRSs. As at 31 December 2010 the Company had retained earnings, including
the profit for the current year, of GEL 591,670 thousand (2009: GEL 552,872 thousand).

L oans and borrowings

This note provides information about the contractua terms of the Group’s interest-bearing loans
and borrowings, which are measured at amortised cost. For more information about the Group's
exposure to interest rate, foreign currency and liquidity risk, see note 23.

000 GEL 2010 2009

Non-current liabilities
Unsecured bond issue 438,383 24,900
438,383 24,900

Current liabilities

Unsecured bank loans - 3,773
Unsecured bond issue 19,259 82
19,259 3,855
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Termsand debt repayment schedule

Terms and conditions of outstanding |oans and borrowings were as follows:

31 December 2010 31 December 2009

Nominal

interest  Year of Face Carrying Face Carrying
000 GEL Currency rate  maturity value amount value  amount
Unsecured bond issue usD 9.9% 2015 443,200 457,642 - -
Unsecured bond issue GEL 13.5% 2011 - - 24,982 24,982
Unsecured bank facility USD  Libor+1% 2010 - - 3,773 3,773
Tota interest-bearing
liabilities 443200 457,642 28,755 28,755

In July 2010 the Group issued bonds with a face value of USD 250 million maturing in July 2015.
The proceeds are to be used for the implementation of two capital projectss Main Line
M odernization and the Thilisi Bypass.

On 17 March 2010 a loan agreement was signed between the Group and the European Bank for
Reconstruction and Development (“EBRD”), by which EBRD agreed to lend the Group up to
CHF 146.2 million to partly finance the Thilisi Bypass project. No funds have been drawn down
under this facility as at the reporting date or as at the date of issue of these consolidated financial
Statements.

Trade and other payables

000 GEL 2010 2009

Non-current liabilities
Trade payables 45 28,853
45 28,853

Current liabilities

Trade payables 44,720 56,540
Advances received from customers 17,166 9,495
61,886 66,035

The Group’ s exposure to currency and liquidity risk related to trade and other payablesis disclosed
in note 23.
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Provisions

000 GEL Guarantees Other Total
Balance at 1 January - 6,088 6,088
Provisions made during the year 15,305 204 15,509
Balance at 31 December 15,305 6,292 21,597

The provision for guarantees relates to a guarantee by the Group to a party for the repayment of a
loan to a Georgian bank. In 2010 the Group recognised a provision for the guarantee as there were
indications that the beneficiary of the guarantee will not be able to discharge its liabilities. The
provision is based on the full amount of the loan. The Group expects to incur most of the liability
over the next 2 years.

Deferred tax assets and liabilities
Recognised deferred tax assets and liabilities

Deferred tax assets and liabilities are attributable to the following:

Assets Liabilities Net
000 GEL 2010 2009 2010 2009 2010 2009
Property, plant and equipment and
investment property - - (89,532) (93,586) (89,532) (93,586)
Inventories 5,327 5,613 - - 5,327 5,613
Trade and other receivables 10,740 9,836 - - 10,740 9,836
Prepayments and other current -
assets 1,488 2,261 - 1,488 2,261
Other non-current assets 30 146 - - 30 146
Other current liabilities 1,231 - - - 1,231 -
Provisions 3,239 913 - - 3,239 913
Trade and other payables 956 - - - 956 -
Net tax assetg/(liabilities) 23,011 18,769 (89,532)  (93,586) (66,521) (74,817)
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Movement in temporary differences during the year

000 GEL

Property, plant and equipment and
investment property

Inventories

Trade and other receivables
Prepayments and other current assets
Other non-current assets

Other current liabilities

Provisions

Trade and other payables

000 GEL

Property, plant and equipment and
investment property

Inventories

Trade and other receivables
Prepayments and other current assets
Other non-current assets

Loans and borrowings

Provisions

Trade and other payables

Other taxes payable

000 GEL
Property tax liabilities
Personal income tax payable

Other taxes payable

Recognised in
1 January 2010 profit or loss 31 December 2010
(93,586) 4,054 (89,532)
5,613 (286) 5,327
9,836 904 10,740
2,261 (773) 1,488
146 (116) 30
- 1,231 1,231
913 2,326 3,239
- 956 956
(74,817) 8,296 (66,521)
Recognised in
1 January 2009 profit or loss 31 December 2009
(99,046) 5,460 (93,586)
4,350 1,263 5,613
9,347 489 9,836
2,343 (82 2,261
35 111 146
(8) 8 -
1,186 (273) 913
10 (20) -
(81,783) 6,966 (74,817)
2010 2009
17,076 11,463
1,226 1,407
8,934 8,924
27,236 21,794
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23 Financial instruments and risk management

(@)

(b)

(i)

(ii)

Overview

The Group has exposure to the following risks from its use of financia instruments:

e creditrisk
e liquidity risk
e market risk

This note presents information about the Group’ s exposure to each of the above risks, the Group's
objectives, policies and processes for measuring and managing risk, and the Group’s management
of capital. Further quantitative disclosures are included throughout these consolidated financial
statements.

Risk management framewor k

The Management Board has overall responsibility for the establishment and oversight of the
Group's risk management framework.

The Group’ s risk management policies are established to identify and analyse the risks faced by the
Group, to set appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk
management policies and systems are reviewed regularly to reflect changes in market conditions
and the Group's activities. The Group, through its training and management standards and
procedures, aims to develop a disciplined and constructive control environment in which al
employees understand their roles and obligations.

Credit risk

Credit risk is the risk of financial loss to the Group if a customer or counterparty to a financial
instrument fails to meet its contractual obligations, and arises principaly from the Group’s
receivables from customers.

Cash and bank balances

To mitigate the credit risk of cash and bank balances, the Group holds its funds with the largest five
Georgian banks. The Group does not expect any counterparty to fail to meet its obligations.

Trade and other receivables

The Group's exposure to credit risk is influenced mainly by the individual characteristics of each
customer. Approximately 30% (2009: 22%) of the Group's revenue is attributable to sales
transactions with a single customer.

Credit risk is managed by requesting prepayments from freight and passenger transportation
customers. Accordingly the Group's trade receivables mainly consist of receivables from foreign
railway companies. Credit risk related to receivables from foreign railway companies is managed
through the monthly monitoring of the respective receivable balances and requiring immediate
repayment of the debt when the balance approaches specific limits set for each individua
counterparty.
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More than 90% of the Group’s foreign railway customers have been transacting with the Group for
over four years, and losses have occurred infrequently. In monitoring customer credit risk,
customers are grouped according to their credit characteristics, including aging profile, maturity
and existence of previous financial difficulties.

No collateral in respect of trade and other receivablesis generally required.

The Group establishes an alowance for impairment that represents its estimate of incurred lossesin
respect of trade and other receivables. The main component of this allowance is a specific loss
component that relates to individually significant exposures.

Exposureto credit risk

The carrying amount of financial assets represents the maximum credit exposure. The maximum
exposure to credit risk at the reporting date was:

Carrying amount

000 GEL 2010 2009

Cash and cash equivalents - 5 largest Georgian banks

(not impaired or past due) 335,716 1,264

Bank deposits - 5 largest Georgian banks (not impaired or past

due) 38,021 -

Trade receivables 22,741 20,970

Other receivables 4,172 1,224
400,650 23,458

The maximum exposure to credit risk for trade receivables at the reporting date by geographic
region was.

Carrying amount

'000 GEL 2010 2009

CIS countries 14,223 12,706

Domestic 8,518 8,202

United States - 62
22,741 20,970

The Group’'s five most significant customers account for GEL 12,857 thousand of the trade
receivables carrying amount at 31 December 2010 (2009: GEL 13,367 thousand).
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Impairment losses

The aging of trade receivables at the reporting date was:

Gross I mpair ment Gross I mpair ment

'000 GEL 2010 2010 2009 2009
Not past due - - 199 -
Past due 0- 90 days 5,622 572 4,788 -
Past due 91-180 days 4,097 1,104 3,178 -
Past due 181-365 days 6,712 1,301 7,769 2,709
Past due more than one year 78,700 69,413 71,373 63,628

95,131 72,390 87,307 66,337

The movement in the alowance for impairment in respect of trade receivables during the year was
asfollows:

000 GEL 2010 2009

Balance at beginning of the year 66,337 63,102
Increase during the year 6,053 3,235
Balance at end of the year 72,390 66,337

Most of the impairment loss at 31 December 2010 relates to several customers that have indicated
that they are not expecting to be able to pay their outstanding balances either because of economic
circumstances or as aresult of bankruptcy. The Group believes that the unimpaired amounts that are
past due are still collectible, based on historic payment behaviour and analyses on the underlying
customers' credit ratings.

The allowance account in respect of trade receivables is used to record impairment losses until all
possible opportunities for recovery have been exhausted; at that point the amounts are written off
against the financial asset directly. At 31 December 2010 the Group does not have any collective
impairment on its trade receivables (2009: nil).

Liquidity risk

Liquidity risk is the risk that the Group will encounter difficulty in meeting the obligations
associated with its financial liabilities that are settled by delivering cash or another financial asset.
The Group’s approach to managing liquidity is to ensure, as far as possible, that it will always have
sufficient liquidity to meet its liabilities when due, under both normal and stressed conditions,
without incurring unacceptable losses or risking damage to the Group’ s reputation.

The Group ensures that it has sufficient cash on demand to meet expected operational expenses for
aperiod of three months, including the servicing of financial obligations; this excludes the potential
impact of extreme circumstances that cannot reasonably be predicted, such as natural disasters.

In addition the Group has an undrawn loan facility from EBRD to partly finance the Thilisi Bypass
project (see note 18).
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The following are the contractual maturities of financial liabilities, including estimated interest
payments and excluding the impact of netting agreements. It is not expected that the cash flows
included in the maturity analysis could occur significantly earlier, or at significantly different
amounts.

2010
Carrying Contractual 0-6 6-12 1-2 2-5
000 GEL amount cash flows months months years years
Unsecured bond issues 457,642 662,030 21,883 21,883 43,766 574,498
Trade and other payables 44,765 44,765 39,215 5,505 45 -
Other current liabilities 15,018 15,018 15,018 - - -
Guarantees issued 15,305 15,305 15,305 - - -
532,730 737,118 91,421 27,388 43,811 574,498
2009
Carrying Contractual 0-6 6-12 1-2 2-5
000 GEL amount cash flows months months years years
Unsecured bond issues 24,982 31,750 1,688 1,688 28,374 -
Unsecured bank facility 3,773 3,876 52 3,824 - -
Trade and other payables 85,393 85,393 38,300 18,240 28,853 -
Other current liabilities 7,978 7,978 7,978 - - -
Guarantees issued - 15,305 15,305 - - -
122,126 144,302 63,323 23,752 57,227 -
Market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates, interest rates
and equity prices will affect the Group’'s income or the value of its holdings of financid
instruments. The objective of market risk management is to manage and control market risk
exposures within acceptable parameters, while optimising the return.

Currency risk
The Group is exposed to currency risk on sales, purchases and borrowings that are denominated in
a currency other than GEL. The currencies in which these transactions primarily are denominated

are U.S. Dollars (USD) and Swiss Francs (CHF).

A majority of the Group's revenue is denominated in CHF. The Group’'s policy is to conclude
significant purchase contracts in CHF to match the cash flows generated from operations.
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Exposureto currency risk

The Group’ s exposure to foreign currency risk was as follows based on notional amounts:

usDh - CHF - uUSD- CHF -
000 GEL denominated denominated denominated denominated

2010 2010 2009 2009
Cash and cash equivalents 14,979 312,535 387 45
Bank deposits 10,637 27,384 - -
Trade receivables 84 14,139 233 13,477
Unsecured bank facility - - (3,773) -
Unsecured bond issues (457,642) - - -
Trade and other payables (12,270) - (16,770) (1,813)
Net exposure (444,212) 354,058 (19,923) 11,709

The following significant exchange rates applied during the year:

in GEL Averagerate Reporting date spot rate
2010 2009 2010 2009

usb1 1.78 1.67 1.77 1.69

CHF 1 1.71 154 1.89 1.63

Sensitivity analysis

A strengthening of the GEL, as indicated below, against the following currencies at 31 December
would have increased (decreased) profit or loss net of taxes by the amounts shown below. There
would have been no impact directly on equity. This analysisis based on foreign currency exchange
rate variances that the Group considered to be reasonably possible at the end of the reporting
period. The analysis assumes that all other variables, in particular interest rates, remain constant.
The analysisis performed on the same basis for 2009.

000 GEL Profit or loss
2010

USD (10% strengthening) 37,758
CHF (10% strengthening) (30,095)
2009

USD (10% strengthening) 1,693
CHF (10% strengthening) (995)

A weakening of the GEL against the above currencies at 31 December would have had the equa
but opposite effect on the above currencies to the amounts shown above, on the basis that all other
variables remain constant.
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Interest raterisk

Changes in interest rates impact primarily loans and borrowings by changing either their fair value
(fixed rate debt) or their future cash flows (variable rate debt). Management does not have a formal
policy of determining how much of the Group’s exposure should be to fixed or variable rates.
However, at the time of raising new loans or borrowings management uses its judgment to decide
whether it believes that a fixed or variable rate would be more favourable to the Group over the
expected period until maturity.

Profile

At the reporting date the interest rate profile of the Group’s interest-bearing financial instruments
was:

Carrying amount

000 GEL 2010 2009

Fixed rateinstruments

Financial assets 38,021 -

Financia liabilities (457,642) (24,982)
(419,621) (24,982)

Variablerateinstruments

Financial liabilities - (3,773)

- (3,773)

Bank deposits (included in financia assets above) have a maturity of up to six months from the
reporting date and bear annual interest from 3.5% to 8.25%.

Fair value sensitivity analysisfor fixed rateinstruments

The Group does not account for any fixed rate financial assets and liabilities at fair value.
Therefore a change in interest rates at the reporting date would not affect profit or loss or equity.

Fair values versus carrying amount

Management believes that the fair value of the Group’s financial assets and liabilities approximates
their carrying amounts.

The basis for determining fair valuesis disclosed in note 4.
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Capital management

The Group has no formal policy for capital management but management seeks to maintain a
sufficient capital base for meeting the Group’'s operational and strategic needs, and to maintain
confidence of market participants. This is achieved with efficient cash management, constant
monitoring of the Group’s revenues and profit, and long-term investment plans mainly financed by
the Group’ s operating cash flows. With these measures the Group aims for steady profits growth.
The Group’ s debt to capital ratio at the end of the reporting period was as follows:

000 GEL 2010 2009

Total liabilities 700,339 260,956
Less: cash and cash equivalents (323,943) (1,361)
Net debt 376,396 259,595
Total equity 1,633,041 1,548,683
Debt to capital ratio at 31 December 0.23 0.17

There were no changes in the Group' s approach to capital management during the year.

Neither the Company nor any of its subsidiaries are subject to externally imposed capital
requirements.

Operating leases

Non-cancellable operating lease rentas are receivable as follows:

000 GEL 2010 2009

Less than one year 1,408 3,378

Between one and five years 5,341 7,266

More than five years 37,627 37,403
44,376 48,047

Operating leases mainly relate to investment property owned by the Group with lease terms of
between 10 to 50 years, as well as the rental of other buildings, containers, locomotives and
fittings. Lessees do not have an option to purchase the property at the end of the lease term.

Capital commitments

As at 31 December 2010 the Group had entered into contracts for construction works and the
purchase of plant and equipment for GEL 653,370 thousand (2009: GEL 36,234 thousand).
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Contingencies
Insurance

The insurance industry in Georgiais in a developing state and many forms of insurance protection
common in other parts of the world are not yet generally available. The Group does not have full
coverage for its plant facilities, business interruption, or third party liability in respect of property
or environmental damage arising from accidents on Group property or relating to Group operations.
Until the Group obtains adequate insurance coverage, there is arisk that the loss or destruction of
certain assets could have amateria adverse effect on the Group’ s operations and financial position.

Taxation contingencies

The taxation system in Georgia is relatively new and is characterised by frequent changes in
legidation, official pronouncements and court decisions, which are sometimes unclear,
contradictory and subject to varying interpretation. In the event of a breach of tax legidation, no
liabilities for additional taxes, fines or penaties may be imposed by the tax authorities after six
years have passed since the end of the year in which the breach occurred.

These circumstances may create tax risks in Georgia that are more significant than in other
countries. Management believes that it has provided adequately for tax liabilities based on its
interpretations of applicable Georgian tax legidation, official pronouncements and court decisions.
However, the interpretations of the relevant authorities could differ and the effect on these
consolidated financial statements, if the authorities were successful in enforcing their
interpretations, could be significant.

Litigation

In the ordinary course of business, the Group is subject to legal actions, litigations and complaints.

Management believes that the ultimate liability, if any, arising from such actions or complaints will
not have amaterial adverse effect on the financial condition or the results of future operations.

Related party transactions
Control relationships

The Company is wholly owned by the State of Georgia represented by the State Enterprise
Management Agency of the Ministry of Economic Development of Georgia

Transactions with management and close family members
Management remuneration

Key management received the following remuneration during the year, which isincluded in payroll
expenses:

'000 GEL 2010 2009
Salaries and bonuses 911 880
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Transactionswith other related parties

The Group’ s other related party transactions are disclosed bel ow.

Revenue
Transaction Transaction Outstanding ~ Outstanding
000 GEL value value balance balance
2010 2009 2010 2009
Services provided:
State-owned companies and
government bodies 2 6 - 2

All outstanding balances with related parties are to be settled in cash within six months of the
reporting date. None of the balances are secured.

Expenses and purchases

Transaction Transaction Outstanding  Outstanding
'000 GEL value value balance balance

2010 2009 2010 2009

Purchase of goods:

State-owned companies and
government bodies 11,564 2,479 1,548 436

Services received:

State-owned companies and
government bodies 8,072 9,614 1,209 1,083

19,636 12,093 2,757 1,519

Goods purchased from related parties mainly relate to contruction materials purchased from
state-owned companies. Services received mainly relate to security services provided by
government bodies.

All outstanding balances with related parties are to be settled in cash within six months of the
reporting date. None of the balances are secured.

Other balances

000 GEL 2010 2009
Liabilities to the owners 29,352 26,636

Liabilities to the owners relate to property, plant and equipment that has been withdrawn but not
yet transferred formally to the Government of Georgia. These liabilities are recognised at the
carrying amount of assets to be transferred to the Government of Georgia
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28 Significant subsidiaries

2010 2009
Country of Ownership/  Ownership/

Subsidiary incorporation  Principal activities voting voting
Georgian Railway Property Property management
Management LLC Georgia and development 100% 100%
Georgian Railway Transcontai ner Container
LLC Georgia transportation 100% 100%
Georgian Railway Construction Construction and
LLC Georgia other projects 100% 100%

Passenger
Borjomi Bakuriani Railway LLC Georgia transportation 100% 100%
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