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Lead analysts:

Dmitry Kulikov, Associate Director ACRA has affirmed and withdrawn the following credit ratings of the Government of
+7 (435) 139-0480 ext. 122 The Republic of Bulgaria (hereinafter, Bulgaria, or the country) under the international
dmitry.kulikov@acra-ratings.ru scale:

Mikhail Nikolaev, Associate Director ¢ Long-term foreign currency credit rating at A- and local currency credit rating at
+7 (495) 139-0480 ext. 179 A-;

mikhail.nikolaev@acra-ratings.ru ) ] ] ] ]
e Short-term foreign currency credit rating at S1 and local currency credit rating

at S1.

The outlook on the long-term foreign currency credit rating is Stable and local currency
credit rating is Stable.

The credit ratings are unsolicited and ACRA has withdrawn them for a business reason.

Credit rating rationale Bulgaria’s A- sovereign credit rating is supported by a low government debt load, high
fiscal reserves, modern fiscal rule framework, and a sustainable currency board
arrangement.

ACRA estimates the country’s GDP decline in 2020 to be between -5 and -12%, with the
unemployment rate rising from 4.2% in 2019 to 6-12% in 2020. Deep GDP declines
attributable to economic consequences of the COVID-19 crisis are expected in
economies particularly dependent on tourist inflows and inherently offline services.
ACRA estimates that Bulgaria’s GDP share, which may be attributed directly or indirectly
to external and internal tourism, is higher than 10%. Dependence on tourism is
exacerbated by the fact that Bulgaria’'s loss in external tourism cannot be sufficiently
replaced by internal consumption like in France or ltaly; Bulgaria’s net money flows
from external tourism and transport are normally very positive at around 3.5-6% of GDP
annually. These facts put Bulgaria alongside Croatia, Portugal, Greece and Spain as the
top five EU countries most susceptible to the external tourism decline.

In ACRA's view, Bulgaria's strong fiscal position is likely to withstand the economic
shock caused by the pandemic. The low level of general government debt, which was
estimated to be less than 22% of GDP at the end of 2019, gives Bulgaria ample room
to apply countercyclical fiscal policy. ACRA expects Bulgaria’s general government
deficit to reach at least 5% of GDP in 2020 (the latest public estimate from the Ministry
of Finance was around 3%). The estimated deficit combined with 0.9-1.2% GDP of
government debt maturing in 2020 will result in gross debt issuance needs of around
6-9% of GDP this year.

It is possible that the government meets part of its needs relying on EU funds and/or
internal liquid assets. The considerable size of the country’s fiscal reserve account (9%
of GDP as of February 29, 2020) mitigates rollover risk and allows extraordinary
expenses to be incurred with less debt buildup. Currently, the market for Bulgaria’'s
government debt is not closed. On April 13, 2020, the Ministry of Finance reopened the
issue of 10.5-year BGN-denominated securities maturing on December 21, 2029, which
was originally placed on June 21, 2019. The auction resulted in a successful placement
with an aggregate nominal value of BGN 200 min, a weighted average yield of 0.55%,
and a bid-to-cover ratio of 1.25.

ACRA does not expect the deficits in 2020 and in 2021 to pose particular risks to the
long-term sustainability or the fiscal rule system of Bulgaria; the system will likely
remain one of the most prudent among EU members. The fiscal rule system has a formal
escape clause and special countercyclical options, which allow Bulgaria’s government
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to boost expenses in a recession where GDP decline year-on-year is at least -3%. The
system covers all the most important fiscal activities including the scope of government,
public expenditures, and various budget balances. The current version came into force
in 2014 and has not been violated since then. Since 2016, Bulgaria's fiscal legislation
has incorporated EU laws related to fiscal policy. Historically, compliance with fiscal
rules in Bulgaria has been very high and ACRA expects this to continue.

ACRA expects the country’s currency board arrangement to withstand the shock caused
by the pandemic. Firstly, it is supported by a sufficient volume of international reserves
held by the Bulgarian National Bank (BNB). At the end of January 2020, these reserves
fully covered the country’s monetary base, as well as 27 months of pre-crisis net export
of services, which may serve as the biggest shock to Bulgaria’s balance of payments in
2020. Secondly, these reserves cover 72.6% of external debt. At the end of 2019,
Bulgaria’s external debt stood at 56.2% of GDP and was almost entirely denominated
in foreign currency (EUR 85.4%, USD 10.3%). Despite the high share of foreign currency
debt, ACRA notes that FX risk is reduced due to the sustainable currency board
arrangement. Thirdly, the credibility of the policies maintaining Bulgaria's currency
board arrangements is enforced by the government’s strong will to comply with the
ERM Il and Banking Union processes, which could pave the way to inclusion into the
Eurozone in 2022. Additionally, there has been a long history of strong commitment to
the existing currency board arrangement, which started in 1997. ACRA estimates that
the change in BNB assets (mostly international reserves) between the end of January
and April 10, 2020, was positive and reached EUR +10%.

ACRA is concerned about the level of the government's financial sector contingent
liabilities, which is somewhat elevated due to the relatively high pre-crisis level of NPLs
in domestic banks and the adverse scenario shortfalls in the capital of two banks
identified by the European Central Banks stress test in July 2019. The total NPL ratio in
December 2019 was 6.5%, higher than the EU average of around 2.5%. However, over
20% of the system is domestically owned with NPL ratios that on average are
significantly higher than that, which is important because domestic standalone banks
cannot rely on extraordinary support from a parent bank. ACRA notes that on average
provisioning levels were relatively high before the crisis, but the magnitude of the
expected decline in incomes is capable of significantly worsening the asset quality of
the system. Currently, the liabilities of households and companies affected by COVID-
19 and the restrictions associated with it may be deferred for up to 6 months, but no
later than December 31, 2020. On April 10, 2020, the Bulgarian National Bank approved
the draft of the “Procedure for Deferral and Settlement of Liabilities Payable to Banks...”
The approved moratorium provides opportunities for changes in the principal and/or
interest payment schedule of liabilities without changing any key parameters of the
loan agreement.

The overall quality of Bulgaria's institutional framework is comparable to that of other
Central and Eastern European countries, but lags behind the EU average in all of the
governance indicators. Nevertheless, positive dynamics exist. In a number of areas, the
government is actively trying to comply with EU standards, which is a well-established
institutional framework benchmark. Convergence with EU legislation is potentially very
beneficial to the long-term creditworthiness of Bulgaria. For example, the BNB has
strengthened its supervisory control while implementing the European Banking
Authority’s recommendations as it enters the EU’s banking union.

ACRA notes that despite active opposition (in 2018-2020 Bulgaria’s ruling party faced
four votes of no confidence), adherence to key economic policies such as the currency
board regime and fiscal rule framework is something on which both the ruling party
and the opposition agree. Therefore, ACRA does not expect these policies to change in
the event of a shift in the political climate.
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Sovereign model
application results

Issue ratings

Regulatory disclosure

Bulgaria has been assigned an A+ Indicative credit rating in accordance with the core
part of ACRA's sovereign model.

A number of modifiers in the modifiers part of the model allow the Indicative credit
rating to be increased. These include the following, which are determined by the
Methodology for Credit Rating Assignment to Sovereign Entities under the
International Scale:

e Fiscal policy framework and fiscal flexibility;
e Debt sustainability.
Negative modifiers are the following:
e Potential economic growth;
e Sustainability of economic growth;

e Contingent liabilities and the risk of them materializing on the sovereign
balance sheet;

e Market access and sources of funding;
e Balance of payment vulnerabilities;
e External debt sustainability.

In view of the abovementioned modifiers, Bulgaria's Indicative credit rating has been
decreased by 2 notches. A Final credit rating of A- has been assigned. There are no
extraordinary factors that could adjust the Final credit rating. In connection with this,
the Assigned credit rating remains at A-.

No outstanding issues have been rated.

The sovereign credit ratings have been affirmed to Bulgaria under the international
scale based on the Methodology for Credit Rating Assignment to Sovereign Entities
under the International Scale and the Key Concepts Used by the Analytical Credit Rating
Agency Within the Scope of Its Rating Activities.

The sovereign credit ratings of Bulgaria were published by ACRA for the first time on
October 31, 2019.

The sovereign credit ratings were affirmed based on information from publicly available
sources, as well as ACRA's own databases. The sovereign credit ratings are unsolicited.
The Bulgarian government did not participate in the credit rating affirmation.

ACRA provided no additional services to the Bulgarian government. No conflicts of
interest were discovered in the course of the sovereign credit rating affirmation.
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The Analytical Credit Rating Agency (ACRA) was founded in 2015, with its 27 shareholders representing major Russian corporate and financial
institutions and its authorized capital exceeding RUB 3 bn. ACRA's main objective is to provide the Russian financial market with high-quality rating
products. Methodologies and internal documents of ACRA are developed in compliance with Russian legislation and with regard to global rating
industry best practices.

The provided information, including, without limitation, credit and non-credit ratings, rating assessment factors, detailed credit analysis results,
methodologies, models, forecasts, analytical reviews and materials, as well as other information placed on the ACRA website (further referred to as
Information), coupled with the ACRA website software and other applications, are intended for information purposes only. Information must not be
modified, reproduced or distributed by any means, in any way or form, either in whole, or in part, in marketing materials, as part of public relations
events, in news bulletins, in commercial materials or reports without prior written consent from, and reference to, ACRA. Any use of Information in
violation of these requirements or the law is prohibited.

ACRA credit ratings reflect ACRA's opinion about the ability of a rated entity to meet its financial obligations or about the credit risk of individual
financial obligations and instruments of a rated entity at the time of publication of the relevant Information.

Non-credit ratings reflect ACRA's opinion about certain non-credit risks assumed by interested parties interacting with a rated entity.

The assigned credit and non-credit ratings reflect all material information pertaining to a rated entity and known by ACRA (including the information
received from third parties), the quality and reliability of which ACRA considers appropriate. ACRA shall not be responsible for the accuracy of
information provided by clients or relevant third parties. ACRA does not audit or otherwise verify the provided data and shall not be held responsible
for their accuracy and completeness. ACRA conducts rating analysis of information provided by customers using its own methodologies, with the texts
thereof available on ACRA’s website — www.acra-ratings.com/criteria.

The only source that reflects the latest Information, including the one about credit and non-credit ratings assigned by ACRA, is ACRA's official website
— www.acra-ratings.com. Information is provided on an "as is" basis.

Information shall be considered by users exclusively as ACRA’s statement of opinion and must not be regarded as advice, recommendation or
suggestion to buy, hold or sell securities or other financial instruments of any kind, nor shall it be viewed as an offer or advertisement.

Neither ACRA, nor its employees and persons affiliated with ACRA (further referred to as the ACRA Parties) provide any direct or implied guarantee
expressed in any form or by any means regarding the accuracy, timeliness, completeness or applicability of Information for making investment and
other decisions. ACRA does not act as a fiduciary, auditor, investment or financial advisor. Information must be regarded solely as one of the factors
affecting an investment decision or any other business decision made by any person who uses ACRA's information. It is essential that each of such
persons conduct their own research and evaluation of a financial market participant, as well as an issuer and its debt obligations that may be regarded
as an object of purchase, sale or possession. Users of Information shall make decisions on their own, involving their own independent advisors, if they
deem it necessary.

ACRA Parties shall not be responsible for any action taken by users based on Information provided by ACRA. ACRA Parties shall under no circumstances
be responsible for any direct, indirect or consequential damages or losses resulting from interpretations, conclusions, recommendations and other
actions taken by third parties and directly or indirectly connected with such information.

Information provided by ACRA is valid only as of the date of preparation and publication of materials and may be amended by ACRA in the future.
ACRA shall not be obliged to update, modify or supplement Information or inform anyone about such actions, unless the latter was recorded separately
in a written agreement or is required by legislation of the Russian Federation.

ACRA does not provide advisory services. ACRA may provide additional services, if this does not create a conflict of interest with rating activities.

ACRA and its employees take all reasonable measures to protect all confidential and/or material non-public information in their possession from
fraud, theft, unlawful use or inadvertent disclosure. ACRA provides protection of confidential information obtained in the course of its business
activities as required by legislation of the Russian Federation.
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