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ACRA presents the third issue of its Debt Market Bulletin, which describes the current
situation and trends in Russia’s fixed income and public debt market.

In Q3 2023, bond yields in both the government and corporate sectors
increased significantly against the background of a sharp increase in the Bank
of Russia’s key rate.

In the primary market, activity was slightly higher in July to September than
in Q2, as issuers retained their plans to make placements against the
backdrop of an expected further increase in the rate.

The issuance of replacement bonds continued, but the dynamics of their
placement slowed down. At the same time, the potential for the issue of
these bonds is estimated at another USD 15-20 bin.

No refusals to fulfill obligations have been recorded so far, however, given
the rising cost of refinancing, ACRA does not rule out the possibility of defaults
in the future by issuers with liquidity problems.

The DFA market continued to develop and exceeded RUB 30 biln in Q3.

Current state of the debt market

The main challenge for the Russian bond market since the start of 2023 was the hike
in the key rate over the past three months from 7.5% to 13%. This was the Bank of
Russia’s reaction to an increase in aggregate domestic demand that exceeded the
possibilities for expanding output (which amplified persistent inflationary pressure
and influenced the dynamics of the ruble exchange rate).

Over the past four months, the total volume of ruble-denominated bonds in
circulation increased by 4.5% to RUB 42 tIn, with corporate bonds accounting for the
most growth (+5.4%). Non-financial companies increased their debt the most actively,
having raised over RUB 500 bln in the domestic debt market, which amounts to more
than 4% growth over this period (Table 1).
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Table 1. Bond market structure by outstanding nominal value, RUB bin

Borrower type 31.05.2023 30.09.2023 Trend
Public debt

Federal government 19,100 19,800
Regions and municipalities 658 664
Total, public debt 19,758 20,464
Corporate bond market

Financial institutions 3,545 3,666.6
Supranational development banks 176 207.1
Other financial organizations 3,415 3,803.9
Non-financial companies 13,318 13,886.7
Total, excluding public debt 20,454 21,564.1
Total 40,212 42,028.3

Sources: Cbonds, ACRA

In Q3, the highest activity in placements in the corporate segment was among
companies in the oil and gas, transport and construction industries (Fig. 1). The largest
volume of borrowings came from first- and second-tier issuers, while high-yield bond
issuers borrowed almost five times less on the market than in Q2.

Figure 1. Industries of new issuers
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The state, represented by the Russian Ministry of Finance raised around RUB 700 bin
in Q3 via OFZs, a 50% increase compared to Q2. However, in September, amid
growth in the interest rate, these dynamics slowed and the total volume of funds
raised amounted to RUB 90.3 bln, which is 2.7 times smaller than in August (RUB 246
bin). As a result, the plan to raise funds was 70% fulfilled (details about the structure
of consolidated public debt are provided in the Appendix). The Ministry of Finance
was not ready to provide an additional premium to market participants and, in turn,
they were not willing to purchase debt obligations on the Ministry’s terms.

In these conditions, the most popular bonds among market participants were those
with floating coupons (their share in primary placements grew to 80% by the end of
the quarter) because in the event of a rise in the key rate, the purchase of these

-p. 2
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financial instruments allows the decline in the value of securities in the portfolio to
be minimized.

As usual, the main buyers of government bonds in the primary market were major
banks, while corporate bonds were purchased by individuals, the activity of which
also grew in the secondary market. According to the Moscow Exchange, individuals
invested around RUB 67 bln in the Russian debt market in September (a monthly
record). The Moscow Exchange announced that the share of individual investors in
the volume of bond trading stood at 30% in September.!

The current structure of the corporate debt market, based on the credit risks of
issuers and the volume of bonds issued by them, is shown in Fig. 2-3. The bulk of the
market (54%) is first-tier bonds represented in most cases by quasi-state and
municipal debt obligations. Second-tier bonds account for 26% of the market, while
issuers from the high-risk segments and issuers without credit ratings together
account for around 20% of the market. At the same time, the number of issuers who
do not have ratings and third-tier issuers account for 66% of all borrowers, which
indicates a significantly lower volume of issues from these market participants.

Figure 2. Volume of bonds in circulation by Figure 3. Number of issuers by tiers
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As shown in Fig. 4, since the beginning of the year, during the period of low rates in
the market, the activity of borrowers of all risk groups was quite high. However, in
the second and third quarters, the cost of borrowing for issuers with low credit
quality either remained at a stable level or decreased, while for issuers with higher
credit quality, on the contrary, rates increased (especially in the third quarter). This
indicates an increase in borrowing costs for the most stable issuers, on the one hand,
and increasing disproportion between tiers, on the other (Fig. 5).
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Figure 4. Volumes of new placements in Ql1, Q2 Figure 5. Comparison of coupon rates for
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Sources: Cbonds, ACRA

If we analyze the dynamics of yields in the ruble debt market (Fig. 6), the rate
increase led to a revaluation of bond yields. Corporate bond yields increased by 300
bps on average in Q3, while there was a narrowing of spreads between tiers of bonds
of high-quality and riskier issuers (at the beginning of the year they were twice as
large). This indicates that the current increase in yields is associated, on the one
hand, with the rate increase (and not with the expectation of an increase in
corporate debt risks), and, on the other, with lower liquidity and an increasing
divergence between the fair value and close price.
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Figure 6. Difference in yields of issuers
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In Q3, government bond yields in the middle and short sections of the curve
increased by 400-450 bps. Note the inverted nature of the G-curve in its short
section (Fig. 7) and the negative spread between the key rate and the government
debt curve. This allows us to conclude that market participants are highly likely to
expect a continuation of the cycle of raising the key rate, which was indirectly
confirmed recently by the Bank of Russia.

Figure 7. OFZ curve dynamics
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The average daily trading volume in the government bonds segment (Fig. 8) gradually
increased in Q3 and reached RUB 20 bin in September (about RUB 10 bin at the
beginning of the quarter). The average daily trading volume in corporate bonds, on
the contrary, decreased and amounted to RUB 4 bin in September, while at the
beginning of the quarter the average was RUB 14 bIn per trading session. This
indicates that trading activity is decreasing in the secondary market and bonds are
moving into long-term portfolios until maturity.
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Figure 8. Exchange trade turnover for OFZs and corporate bonds, RUB bin
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Replacement corporate bonds have shown a decrease in yields against the
background of high demand from market participants. In September alone, issuers
with a total supply volume of about RUB 24 bin entered the market. According to
Decree of the President of the Russian Federation No. 364 dated May 22, 2023, the
replacement of Russian issuers” Eurobonds must be completed by the end of this
year. About half of these financial instruments (with a volume of about USD 15—
20 bin) is highly likely to undergo the replacement procedure. At the same time,
further issuances will depend on the issuers who may refrain from the replacement
procedure by obtaining the appropriate permission. It is worth noting that these
issues are in demand among institutional investors, since the yield on some bonds
exceeds 4-5%, which, taking into account swap transactions, gives a good yield in
ruble equivalent.

In Q3 2023, the DFA market showed moderate growth. Over 80 new issues have been
placed in this segment, most of which represent short-term and relatively small
direct payment demands to issuers. The number of data system operators (DSOs)
has increased to 10. Atomize, Sber and A-Token (the DFA issuance platform of JSC
“ALFA-BANK”) are the leading DSOs in terms of the number of issues, accounting for
about 90% of all new issues. In addition, the Moscow Exchange has become the first
in the market to obtain a DFA exchange operator license, which should contribute to
the formation of the secondary DFA market and the expansion of the investor base.
ACRA expects further development of DFA instruments, including DFAs secured by
monetary claims against third parties, as well as hybrid DFAs (including, in particular,
utilitarian digital rights). In September 2023, ACRA was the first Russian credit rating
agency to approve a

Credit rating coverage of the corporate bond market
Issuers’ credit risks

In Q3 2023, no issuer defaults were observed in the Russian bond market, with the
exception of the technical default of Agrofirma — Pobeda Breeding Farm JSC that
paid the 10" coupon of RUB 24.3 mIn on its series 001P-01 bond only a week after
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the due date. The default occurred due to enforcement proceedings with respect to
the company.

As mentioned above, there were no defaults of new issuers in the third quarter,
however, a potential hike in the rate increases the risks for companies that depend
heavily on refinancing. With this in mind, ACRA considers it important for potential
investors to pay attention to ACRA’s credit ratings, which reflect the Agency’s opinion
on the probability of default of rated entities. At the same time, ACRA does not
expect mass defaults in the bond market in the coming months in the absence of
new black swans.

The Agency continues to calculate, on a monthly basis, the Rating Action Index for
the two largest Russian credit rating agencies, which reflects the dynamics of the
agencies’ assessments of their clients’ creditworthiness (Fig. 9). The index has been
calculated since the beginning of 2020. Since the start of this year, the number of
credit rating upgrades has so far exceeded the number of downgrades, which may
indicate the stable position of corporate clients included in the portfolios of the two
largest rating agencies in the current difficult economic situation.

Figure 9. Rating Action Index
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Like in Q2 2023, more than 83% of outstanding bonds are currently covered by credit
ratings (Fig. 11). The number of issuers with high or moderate credit quality (Fig. 10)
exceeds the number of issuers with low credit quality (with the exception of non-
rated issuers). Therefore, 80% of the bonds of the total outstanding public debt have
ratings of A- or higher on the national scale for the Russian Federation, which
corresponds to the probability of ACRA’s expected one-year default rate of less than
1.5% in the ruble bond market.

In conclusion, it should be noted that in the remaining period of 2023, according to
ACRA’s estimates, the number of IPOs in the bond market will decrease, taking into
account the key rate hikes expected by market participants, while bonds with
floating coupons or par value will be in the greatest demand. At the same time, the
activity of borrowers with low credit quality will decrease faster than the growth of
the number of issuances made by issuers with high credit ratings. A decrease in risk
appetite and the need to provide an additional premium to bonds issued by highly
rated issuers will conflict with the capabilities of issuers with low credit quality.
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Figure 10. Number of issuers by rating
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Appendix. Structure of Russia’s public debt, RUB bin

Debt of the general government of the Russian Federation

TOTAL
% of GDP?
USD bin
guarantees
securities
other
guarantees
securities
other

Internal debt?
(national currency)
External debt
(foreign currency)

internal debt

external debt

2018

14,113.8
13.5%
204.9
2,305.9
10,839.9
968.1
16.3%
76.8%
6.9%

n/a
n/a

n/a

n/a

Debt of the federal government

TOTAL
% of GDP
USD bin
guarantees
securities
other
guarantees
securities
other

Internal debt
External debt
internal debt

external debt

Internal debt
guarantees
securities
External debt
guarantees
securities

other
Debt of administrative
subjects

% of GDP
USD bin
guarantees
securities
bank loans

budget loans
other
Internal debt

guarantees

12,562.1
12.0%
182.4
2,223.6
10,270.4
68.1
17.7%
81.8%
0.5%
9,176.4
3,385.7
73.0%

27.0%
9,176.4
1,426.9

7,749.5
3,385.7
796.7
2,520.9
68.1

2,206.3

2.1%
32.0
71.5

551.4
636.0
940.0
7.5
2,206.3
71.5

2 Hereinafter, for Q3 2023, GDP for the past four quarters available is used.

2019

15,103.5
13.8%
244.0
1,744.9
12,458.5
900.1
11.6%
82.5%
6.0%

11,670.0

3,433.5

77.3%
22.7%

13,567.4
12.4%
219.2
1661.0
11848.7
57.7
12.2%
87.3%
0.4%
10,171.9
3,395.4
75.0%

25.0%
10,171.9
840.5

9,331.4
3,395.4
820.4
2,517.3
57.7

2,113.0

1.9%
34.1
55.4
588.5
575.8
886.2
7.1
2,086.9
45.7

2020

20,629.9
19.2%
279.3
2,048.9
17,677.0
904.0
9.9%
85.7%
4.4%

16,421.8

4,208.1

79.6%
20.4%

18,940.4
17.6%
256.4
1,993.4,
16,882.5,
64.5
10.5%
89.1%
0.3%
14,751.4
4,189.0
77.9%

22.1%
14,751.4
695.3

14,056.2
4,189.0
1,298.2
2,826.3

64.5

2,496.0

2.3%
33.8
48.4

769.9
568.1
1,102.9
6.7
2,468.4
36.3

2021

22,269.4
16.5%
299.8
2,170.0
19,477.4
622.0
9.7%
87.5%
2.8%

17,816.6

4,452.8

80.0%
20.0%

20,921.9
15.5%
281.6
2,126.0
18,657.7
138.1
10.2%
89.2%
0.7%
16,486.4
4,435.4
78.8%

21.2%
16,486.4
726.6

15,759.9
4,435.4
1,399.4
2,897.9

138.1

2,474.4

1.8%
33.3
39.3

799.9
257.6
1,3715
6.3
2,449.0
28.4

2022

23,759.2
15.5%
337.8
2,112.3
21,294.2
352.8
8.9%
89.6%
1.5%

19,709.6

4,049.7

83.0%
17.0%

22,819.5
14.9%
324.4
2,083.6
20,628.5
107.5
9.1%
90.4%
0.5%
18,781.0
4,038.6
82.3%

17.7%
18,781.0
701.7

18,079.3
4,038.6
1,381.9
2,549.2

107.5

2,788.7

1.8%
39.6
24.9

651.8
126.2
1,979.9
5.9
2,769.9
19.8

3 External and internal debt breakdown in accordance with the Budget Code of the Russian Federation.

Q12023

24,601.7
16.1%
319.1
2,204.0
22,096.0
301.6
9.0%
89.8%
1.2%

20,223.2

4,378.5

82.2%
17.8%

23,724.8
15.5%
307.8
2,172.2
21,434.2
118.4
9.2%
90.3%
0.5%
19,357.8
4,367.0
81.6%

18.4%
19,357.8
708.2

18,649.5
4,367.0
1,464.0
2,784.7

118.4

2,966.1

1.9%
38.5
27.5

648.0
78.0
2,206.7
5.9
2,946.9
21.9

Q2 2023

25,881.2
16.6%
297.4
2,347.4
23,252.8
281.1
9.1%
89.8%
1.1%

20,974.8

4,906.4

81.0%
19.0%

25,063.0
16.1%
288.0
2,316.0,
22,612.9
134.2
9.2%
90.2%
0.5%
20,168.4
4,894.6
80.5%

19.5%
20,168.4
702.3

19,466.0
4,894.6
1,613.7
3,146.8

134.2

3,026.8

1.9%
34.8
26.5

626.4
57.2
2,310.8
5.9
3,007.3
20.7

Q3 2023

26,262.5
16.8%
269.6
2,495.9
23,483.0
283.6
9.5%
89.4%
1.1%

21,1534

5,109.1

80.5%
19.5%

25,473.9
16.3%
261.5
2,458.7
22,868.3
146.8
9.7%
89.8%
0.6%
20,376.9
5,097.0
80.0%

20.0%
20,376.9
704.0

19,672.9
5,097.0
1,754.7
3,195.4

146.8

3,145.2

2.0%
32.3
32.3

603.0
52.4
2,451.6
5.9
3,125.3
26.1
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securities 551.4
bank loans 636.0
budget loans 940.0
other 7.5

External debt -
guarantees
securities

bank loans

budget loans

other -
Debt of municipalities 371.9
% of GDP 0.4%

USD bin 5.4

guarantees 10.7
securities 181
bank loans 256.5
budget loans 86.5
other 0.0
Internal debt n/a

% of GDP n/a

USD bin n/a

guarantees n/a
securities n/a
bank loans n/a
budget loans n/a
other n/a
External debt n/a

% of GDP n/a

USD bin n/a

guarantees n/a
securities n/a
bank loans n/a
budget loans n/a
other n/a
guarantees n/a

Federal government’s debt in securities

TOTAL 10,270.4
in national currency 7,749.5
in foreign currency 2,520.9
in national currency 75.5%

in foreign currency 24.5%

DEBT MARKET BULLETIN

588.5
575.8
876.8
0.1
26.1
9.7

9.4
7.0
401.4
0.4%
6.5
28.6
213
259.5
92.1
0.0
380.1
0.3%
6.1
7.3
21.3
259.5
92.1
0.0
21.3
0.0194%
0.344
21.3

0.3

11,848.7
9,331.4
2,517.3

78.8%
21.2%

Federal government’s internal debt in securities

Breakdown by type of

security 7,749.5
OFz 7,387.2
OFZ-PD (fixed coupon) 4,9294
OFZ-AD (amortized) 416.9
OFZ-PK (floating coupon) 1,731.8
OFZ-IN (inflation protected) 253.5
OFZn (for population) 55.6
GSO 362.3
zgrli%é(ljJSD exchange rate, end 68.88

9,331.4

8,969.1
6,474.7
345.0
1,713.9
371.2
64.2
362.3

61.91

769.9
568.1
1,094.1
0.1
27.6
12.12

8.79
6.6
387.6
0.4%
5.2
7.1
24.7
264.7
91.2
0.0
387.2

6.7
24.7
264.7
91.2
0.0
0.4

0.350

0.0

16,882.5
14,056.2
2,826.3
83.3%
16.7%

14,056.2

13,708.9
8,102.2
282.6
4,709.3
574.8
39.9
347.3

73.88

799.9
257.6
1,363.2
0.0
25.4
10.88

8.30
6.2
377.0
0.3%
5.1
4.7
19.9
220.0
1324
0.0
376.8

4.5
19.9
220.0
132.4
0.0
0.2

0.232

0.0

18,657.7
15,759.9
2,897.9
84.5%
15.5%

15,759.9

15,533.5
9,812.7
209.3
4,709.3
763.1
39.2
226.4

74.29

651.8
126.2
1,972.1
0.0
18.8
5.13

7.78
5.9
374.6
0.2%
5.3
3.8
13.9
113.3
243.6
0.0
374.5

3.7
13.9
113.3
243.6
0.0
0.1

0.126

0.0

20,628.5
18,079.3
2,549.2
87.6%
12.4%

18,079.3

17,904.9
9,794.8
166.0
6,896.9
1,025.1
222
174.4

70.34

648.0
78.0
2,198.9
0.0
19.2
5.58

7.78
5.9
384.7
0.3%
5.0
4.3
13.9
99.3
267.1
0.0
384.6

4.2
13.9
99.3

267.1

0.0

0.1

0.093

0.0

21,434.2
18,649.5
2,784.7
87.0%
13.0%

18,649.5

18,475.1
10,276.7
136.5
6,896.9
1,146.1
19.0
174.4

77.09

626.4
57.2
2,303.0
0.0
19.4
5.80

7.78
5.9
389.0
0.2%
4.5
4.9
13.5
83.8
286.8
0.0
388.9

4.8
135
83.8

286.8

0.0

0.1

0.106

0.0

22,612.9
19,466.0
3,146.8
86.1%
13.9%

19,466.0

19,330.6
10,757.5
136.5
7,143.6
1,274.3
18.7
135.4

87.03

603.0
52.4
2,443.8
0.0
19.8
6.21

7.78
5.9
386.0
0.2%
4.0
4.9
11.7
78.4
290.9
0.0
385.9

4.8
11.7
78.4

290.9

0.0

0.1

0.058

0.0

22,868.3
19,672.9
3,195.4
86.0%
14.0%

19,672.9

19,537.5
10,650.0
122.731
7,640.7
1,110.2
13.9
135.4

97.41
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GDP, RUB bin 104,630 109,608 107,658
Debt sustainability indicators

Debt of the general government of the Russian Federation

% of GDP 13.5% 13.8% 19.2%
% of general budget 38.2% 38.6% 54.5%
revenues* ' ’ '

Debt service costs of the general government of the Russian Federation

% of GDP 0.9% 0.8% 0.8%

% of general budget 2.5% 2.1% 2.3%
revenues

General budget revenues,

12 months 36,916.9 39,110.3 37,856.7
Debt service costs,

12 months 916.1 835.4 883.5

Q12022 Q2 2022

13,064.84
General budget revenues, quarter 8 13,253.4
General budget revenues, year-to- 13,064.84
date 8 26,318.2

Note: n/a — not available

Source: website of the Russian Ministry of Finance, Rosstat

4 For Q3 2023, revenues for the past four quarters available are used.

135,295

16.5%

46.3%

0.9%

2.5%

48,118.4

1,185.1

Q3 2022

11,541.3

37,859.5

153,435

15.5%

45.7%

0.9%°

2.6%

51,967.1

1,330.6

Q4 2022

15,214.7

53,074.2

5 Debt service costs for 2022 are calculated based on the expenditures of the federal government.

153,036

16.1%

47.6%

n/a

n/a

51,700.3

Q1 2023
11,690.9

11,690.9

155,888

16.6%

49.4%

n/a

n/a

52,411.7

Q2 2023
13,964.8

25,655.7

155,888

16.8%

50.1%

n/a

n/a

52,411.7

Q3 2023
13,964.8

25,655.7

-p. 11
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Analytical Credit Rating Agency (Joint-Stock Company), ACRA (JSC)
1 Bldg. 2 Bolshoi Gnezdnikovsky Lane, Moscow, Russia
www.acra-ratings.com

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 bin. 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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