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Rating Action Overview

- We believe Georgia Global Utilities (GGU) remains on track to improve its credit metrics in
2021-2022, albeit more slowly that we previously estimated because of weaker volumes and
local currency depreciation denting 2020 metrics. GGU is a regulated water and renewables
utility that generated GEL96.2 million S&P Global Ratings-adjusted EBITDA in 2020.

- We anticipate a 70%-80% increase in EBITDA in 2021 on the back of a generous increase in
water tariffs and a recovery in electricity sales, resulting in expected funds from operations
(FFO) to debt of about 12% and 15%-20% in 2022 and 2023.

- We are therefore affirming our 'B' long-term issuer credit and issue rating on GGU.

- The positive outlook indicates that we could raise the rating if the company's ratios improve
substantially above 12%, and it remains insulated from parent Georgia Capital JSC
(B/Stable/--).

Rating Action Rationale

Even though 2020 was a very weak year for GGU, this was mostly because of one-off events that
we do not expect to continue. GGU's 2020 results were affected by extraordinarily weak
hydrology in Georgia. This, combined with debt growth caused by the 14% lari depreciation against
the U.S. dollar, led to FFO of only GEL31.1 million (we had forecast about GEL50 million-GEL55
million, and FFO to debt of only 3.7%, below our previous expectations of 6%-7%. This is slowing
GGU's recovery in financial metrics compared to our previous expectations.

However, we understand that, despite economic pressures in the country, GGU's USD-linked
revenue arrangements remain intact, and there are no significant payment arrears from
customers despite the pandemic. Collection rates in water utility business also remained high at
97%. Georgia is moderately softening pandemic restrictions and hydrology seems to be starting to
recover. This, coupled with generous tariff growth in the new regulatory period, will help the
company achieve stronger credit metrics.
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GGU's credit metrics are on track to reach FFO to debt above 12% in 2021-2022 thanks to the
generous water tariff uplift, albeit at slower pace than we previously anticipated. In 2021, we
expect GGU's revenues to increase to GEL250 million-GEL260 million and FFO to GEL95
million-GEL105 million if volumes recover from the unusual lows, and on already-approved
increases in water tariffs. In the new water regulatory period commencing Jan. 1, 2021, tariffs for
residential customers increased by 52% and by 47.8% for legal entities, well above our previous
expectations of 15%.

Additional modernization works at Mestiachala HPP will lead to a temporary increase in capital
expenditure (capex) up to GEL110 million-GEL120 million in 2021, up from GEL88 million in 2020.
However, additional capex is covered by insurance compensation received in 2020, so the net
effect should be neutral. Also, GGU remains materially exposed to foreign currency risks because
the debt portfolio is all U.S. dollar-denominated, while about 70% of revenues is in lari and only
around 30% is dollar-linked. As of year-end 2020, the GEL/USD exchange rate was 3.28 and we
expect the local currency to further depreciate by 6.7% in 2021. However, U.S. dollar-linked
revenue allows GGU to cover coupon payments in full.

As a result, under our base case, we expect FFO to debt of around 12% in 2021, which is a
significant improvement over 2020 but slower than our previous scenario.

We continue to foresee further improvement in credit metrics from 2022 subject to average
hydrology, electricity prices, and moderate deleveraging. We expect GGU's FFO to debt to
further recover and to remain 15%-20% during 2022-2024. This is because starting from 2021 we
assume hydrology in Georgia will recover to closer to long-term average levels after an
extraordinarily weak 2019-2020. Based on the ongoing liberalization of the electricity market, we
also anticipate GGU's 2022-2023 weighted average electricity prices to increase to 5.0-5.5
USc/kWh from current 4.5-5 USc/kWh. GGU may use part of its cash flow for gradual deleveraging.
On top of that, capex should return to a moderate GEL80 million-GEL90 million once additional
modernization works at Mestiachala HPP are completed in 2021.

We will continue to monitor the volatility of the company's performance and the effects of the
broader economic situation in Georgia.

Outlook

The positive outlook indicates that we could upgrade GGU if we saw its credit ratios strengthening
sufficiently, with FFO to debt above 12% with a substantial headroom, and if it maintains
sufficient insulation from parent, Georgia Capital. We believe this is possible in 2021-2022,
depending on actual hydrology, electricity prices and volumes, and foreign exchange, as well as on
GGU's sufficient track record of independence from the parent in terms of decision-making,
financial reporting, and dividends.

Downside scenario

We would revise the outlook to stable if we no longer saw a likelihood of metrics recovering. We
could also revise the outlook to stable if:

- The group experiences higher earnings volatility than expected, mainly stemming from very
poor hydro conditions, deteriorating conditions in Georgia (such as materially weakening
demand or weakening local currency), or negative interventions by the regulator or the parent;
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- There is no prospective for FFO to debt to be above 12% with substantial headroom;

- Pressure on liquidity increases; and/or

- We observe a more aggressive financial policy, resulting in weaker credit metrics.

Upside scenario

We could raise the ratings on GGU if its liquidity remains adequate and it meets a combination of
the following:

- FFO to debt improving to consistently above 12%, with substantial headroom, for a prolonged
period, stemming from recovery in hydrology, increasing electricity prices and volumes, and
solid results for the water utility segment; and/or

- An established track record of predictability and visibility of the Georgian regulatory framework;
and GGU being sufficiently insulated from its parent.

Company Description

GGU is a Georgian combined utility company, comprising a natural-monopoly water utility
business and electricity generation and supply. The water utility segment provides water supply
and wastewater services to 1.4 million customers in the capital of Georgia, Tbilisi, and its
surrounding area. The company also owns and operates hydro and wind power plants (HPPs and
WPPs) with total installed capacity of 240 MW. It posted GEL165.8 million of revenues in 2020
according to International Financial Reporting Standards (IFRS).

Georgia Capital is the sole shareholder of GGU. It is an investment holding company whose
portfolio includes banking, pharmaceuticals, health care, utilities, real estate, hospitality, P&C
insurance, and private education. We believe that GGU is relatively autonomous from the parent in
its day-to-day operations, strategy, and financial management.

Our Base-Case Scenario

Assumptions

- S&P Global Ratings' forecast year-end exchange rates: GEL 3.50/1$ in 2021, GEL 3.55/1$ in
2022, GEL 3.60/1$ in 2023, GEL 3.65/1$ in 2024 and thereafter.

- Water tariff growth of 52% for residential customers and 47.8% for legal entities in 2021
compared to 2020; no tariff growth during 2022-2023; weighted-average cost of capital (WACC)
of 14.98% during 2021-2023 (down from 15.99% in previous regulatory period); collection rates
of 96%-98% during 2021-2023.

- The estimated decrease in water volumes of around 10%-11% in 2021 reflecting GNERC's
decision to reduce the norm for unmetered residential customers. Moderate growth in water
volumes by 3%-4% annually thereafter.

- Electricity generation volumes to recover by around 40% in 2021 and by around 10%-12% in
2022 after an extraordinarily weak 2020, reflecting improving hydrology and completion of
rehabilitation works at Mestiachala HPP.
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- Weighted average electricity price to fluctuate around 4.5-5 USc/kWh in 2021, growing up to
5-5.5 USc/kWh reflecting continuing electricity market liberalization in Georgia.

- Capex to grow by up to GEL110 million-GEL120 million in 2021 from GEL88 million in 2020 due
to additional rehabilitation works at Mestiachala HPP (financed by insurance compensation
received in 2020). Expenditure is expected to return to a more moderate GEL80 million-GEL90
million after 2021.

- Annual dividends of GEL20 million-GEL30 million during 2021-2023.

Key metrics

Georgia Global Utilities JSC--Key Metrics*

--Fiscal year ended Dec. 31--

2019a 2020a 2021e 2022f 2023f

(Mil. GEL)

Revenue 163.7 165.8 250-260 290-300 ~300

EBITDA 98.4 96.2 160-170 200-210 210-220

Funds from operations (FFO) 71.5 31.3 95-105 135-145 145-155

Capital expenditure 91.4 88.0 110-120 80-90 80-90

Dividends 22 19.9 20 30 20

Discretionary Cash Flow (DCF) -43.2 15.5 Negative Positive Positive

Debt to EBITDA (x) 3.9 8.7 5-5.5 3.5-4.5 3.5-4

FFO to debt (%) 18.8 3.7 ~12 15-20 15-20

*All figures adjusted by S&P Global Ratings. a--Actual. e--Estimate. f--Forecast.

Liquidity

We assess GGU's liquidity as adequate, reflecting its prudent liquidity management and solid
relationships with local banks and supranational institutions. We project that sources of liquidity
will cover uses by more than 1.2x for the 12 months from Jan. 1, 2021, and that sources will exceed
uses even if forecast EBITDA declines by 15%. Similar to other small-sized emerging market
issuers, GGU's access to capital markets could fluctuate.

Principal liquidity sources as of Jan. 1, 2021, include:

- GEL118.8 million of cash and cash equivalents; and

- Our estimate of cash FFO of GEL100 million-GEL110 million.

Principal liquidity uses for the same period include:

- Capex of GEL110 million-GEL120 million;

- Estimated dividend payout of GEL20 million; and

- Share-based payments of GEL0.5 million.
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Covenants

The company has a number of covenants in its bond documentation, including net debt to EBITDA
to be below 5.0x in 2021, and below 4.5x thereafter. We expect the company will remain compliant
with all covenants during the next two to three years. The breach of this covenant does not lead to
a default or debt acceleration and the only consequence is a restriction on new borrowings.

Issue Ratings - Subordination Risk Analysis

Capital structure

The company's debt portfolio consists of the sole $250 million bond due in 2025, issued at the
holding level. There is no debt at GGU's subsidiaries.

Analytical conclusions

The issue rating on the debt is 'B', in line with the issuer credit rating, because no significant
elements of subordination risk are present in the capital structure.

Ratings Score Snapshot

Issuer Credit Rating: B/Positive/--

Business risk: Weak

- Country risk: High

- Industry risk: Low

- Competitive position: Weak

Financial risk: Aggressive (standard volatility table)

- Cash flow/Leverage: Aggressive

Anchor: b+

Modifiers

- Diversification/Portfolio effect: Neutral (no impact)

- Capital structure: Neutral (no impact)

- Liquidity: Adequate (no impact)

- Financial policy: Neutral (no impact)

- Management and governance: Fair (no impact)

- Comparable rating analysis: Negative (-1 notch)

Stand-alone credit profile: b

- Group credit profile: b
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- Entity status within group: Nonstrategic

Related Criteria

- General Criteria: Group Rating Methodology, July 1, 2019

- Criteria | Corporates | General: Corporate Methodology: Ratios And Adjustments, April 1, 2019

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

- Criteria | Corporates | General: Methodology And Assumptions: Liquidity Descriptors For Global
Corporate Issuers, Dec. 16, 2014

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

- General Criteria: Methodology: Industry Risk, Nov. 19, 2013

- Criteria | Corporates | Utilities: Key Credit Factors For The Regulated Utilities Industry, Nov. 19,
2013

- Criteria | Corporates | General: Corporate Methodology, Nov. 19, 2013

- General Criteria: Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013

- General Criteria: Methodology: Management And Governance Credit Factors For Corporate
Entities, Nov. 13, 2012

- General Criteria: Principles Of Credit Ratings, Feb. 16, 2011

- General Criteria: Stand-Alone Credit Profiles: One Component Of A Rating, Oct. 1, 2010

Ratings List

Ratings Affirmed

Georgia Global Utilities JSC

Issuer Credit Rating B/Positive/--

Georgia Global Utilities JSC

Senior Unsecured B

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further information. A description of each of
S&P Global Ratings' rating categories is contained in "S&P Global Ratings Definitions" at
https://www.standardandpoors.com/en_US/web/guest/article/-/view/sourceId/504352 Complete ratings
information is available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating
action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search
box located in the left column. Alternatively, call one of the following S&P Global Ratings numbers: Client Support
Europe (44) 20-7176-7176; London Press Office (44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49)
69-33-999-225; Stockholm (46) 8-440-5914; or Moscow 7 (495) 783-4009.
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