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1 SCOPE OF THE METHODOLOGY

The Methodology for Credit Rating Assignment to Sovereign Entities under the International Scale
(hereinafter, the Methodology) explains ACRA’s approach to assigning credit ratings (credit estimates)
to sovereign issuers (rated entities, or sovereigns) and their issues using an international rating scale.
A sovereign is a hational government (central or federal) that has primary authority over fiscal policies?
and exercises its economic policy through a framework of incentives for, and restrictions on, economic
activity in the country.

ACRA assigns sovereign credit ratings to the public? debt® of governments owed to private* investors,
which reflect the likelihood of default on such debt. Assessment of the willingness and capacity of a
sovereign to repay debt to official creditors, in particular international creditors (such as the
International Monetary Fund, the World Bank, etc.), other governments under bilateral agreements
or the Paris Club are beyond the scope of this Methodology. However, ACRA takes note of a
sovereign’s problems with regard to servicing these types of debts. If ACRA has enough information
to make an informed judgement on the influence of the sovereign’s debt restructuring or debt relief
with official creditors and its implications regarding full and timely servicing of debt to private
investors, it assesses the impact of factors leading to debt restructuring on the sovereign credit rating
within the scope of this Methodology.

This Methodology can also be used to assign credit ratings to senior unsecured debt instruments of
sovereigns. Senior unsecured debt issued by a sovereign usually bears the same rating as that of the
sovereign.

This Methodology shall be applied on an ongoing basis until a new version is approved by ACRA’s
Methodology Committee.

To keep this Methodology up to date, ACRA may review and amend it ahead of schedule in the
following cases:

More than three deviations from this Methodology in a quarter when performing rating actions;

The need to review based on methodology application monitoring by ACRA’s Methodology
Group;

Non-compliance with Federal Law No. 222-FZ dated July 13, 2015, “On Activity of Credit Rating
Agencies in the Russian Federation, on Amending Article 76.1 of the Federal Law ‘On the Central
Bank of the Russian Federation’ and Recognizing Null and Void Certain Provisions of Legislative
Acts of the Russian Federation”;

Immediate review of the Methodology requested by ACRA’s Compliance and Internal Control
Service.

ACRA reviews this Methodology in accordance with its internal documents no later than one calendar
year from the date of its latest review. This Methodology may be amended based on the review.

When using this Methodology, any deviation from it is documented and disclosed by ACRA on its
official website at when publishing a credit rating or a credit rating outlook,
stating the reason for the deviation.

If any errors are found in this Methodology that have affected or may affect credit ratings and/or
credit rating outlooks, ACRA will:

1. Analyze and review it in accordance with the Agency’s established procedures.

1 Some limitations may be applied to those policies if the sovereign is a part of a union.
2 Debt in relation to which information is publicly available.

3 Including full unconditional and irrevocable guarantees.

4Including state-owned companies.


http://www.acra-ratings.ru/
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2. No later than six months from the date of amending the Methodology, assesses the need to
revise all credit ratings assigned in accordance with the Methodology;

3. Within a period of not more than six months, revise the credit ratings if the results of the
assessment reveal the need for their revision;

4. Send information on identified errors and measures taken, as well as a new version of the
Methodology to the Bank of Russia in the manner set forth by the latter.

If the identified errors in the Methodology affect previously assigned ratings, ACRA will disclose that
information on its official website.

If the proposed changes to this Methodology are significant (such as the modification of individual
factors or the wording of the Methodology) and affect or may affect existing credit ratings, ACRA will:

1. Provide the Bank of Russia with information about the proposed changes in the
Methodology, stating the reasons for, and implications of, such changes, including the
effect on credit ratings assigned in accordance with the Methodology, as well as post this
information on its official website;

2. Assess whether it is necessary to review all credit ratings assigned in accordance with this
Methodology within six months of its amendment;

3. Review credit ratings within six months of the Methodology’s amendment (provided the
need to review them is discovered based on the conducted assessment).

2 SOURCES OF INFORMATION

ACRA strives to use standardized and unified data for the rated countries, relying whenever possible
on common sources of information for analyzing indicators and calculating indicators. ACRA uses the
following sources of information in its resting analysis:

1. Data from public sources:
International Monetary Fund (IMF);
World Bank;
United Nations (UN);
Eurostat;
Bank for International Settlements (BIS);

Other sources of information, if the quality and comparability of the data are, in ACRA’s opinion,
sufficient for its use®.

2. Information provided by the rated entity during the rating meeting or after it in writing and/or
verbally.

3. The Agency’s internal information:
Data from rating analyses previously performed by ACRA;

Aggregated financial and operating indicators of other rated entities with relevant analytical
adjustments;

Macroeconomic and industry forecasts by ACRA’s internal units.

5In particular, data from national statistical agencies, publications in the media, publications made by various different ministries, services
and agencies of the rated entity (press releases, investor presentations, etc.), and issue documentation for the rated entity’s bonds.
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4. Data from other sources, which in ACRA’s opinion are of material importance for the rating
analysis.

This list of sources is not exhaustive.

ACRA assumes that data provided by the rated entity and/or international organizations is accurate
and reliable.

If the central government plays a dominating role in the general government (GG)® then ACRA may
use data related to the central government instead of the GG.

If there is not enough information to apply this Methodology, ACRA refrains from assigning a credit
rating. If ACRA identifies that there is not enough information to maintain the current credit rating, it
withdraws the credit rating with no further action taken with respect to it. All rating actions are
reflected in rating press releases and/or reports published on ACRA’s official website (

).

The sufficiency of information is determined based on the possibility of performing rating analysis in
accordance with ACRA’s general rating process principles’. The main criteria of information sufficiency
is as follows:

Ability to perform quantitative and qualitative analysis of the creditworthiness of the rated entity;

Ability to analyze external and internal risk factors that may affect the creditworthiness of the
rated entity;

Ability to perform comparative analysis against peers.

6 General government usually includes central, local and regional governments, as well as social insurance funds and other extra-budgetary
funds.

7 Set out in the Rating Actions Procedures and General Principles of the Rating Process of the Analytical Credit Rating Agency (Joint Stock
Company.

—p.5
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3 RATING ANALYSIS STRUCTURE

The rating analysis comprises four stages. Its general structure is shown in Figure 1.

1 Core part. The result of the core part of the analysis is the assignment of Core Scores to blocks.
The core score of each individual block is determined as the weighted sum of the scores of its
indicators. The indicator score is assigned in points based on the correspondence of its value
to the specified range.

2 Modifier part. The result of the modifier part of the analysis is the assighment of Final Scores
to the blocks, as well as the assignment of the Final Score to the rated entity. The Final Score
for each individual block is assigned by applying a certain set of quantitative and qualitative
modifiers to the core score of a given block. The Final Score is defined as the weighted sum of
the Final Scores of the blocks.

3 Analytical adjustments and limitations. At this stage, the following can be applied to the Final
Score: boundary value adjustments, adjustments for the risk of adverse events, and the
limitations due to the history of defaults.

4 Assignment of sovereign credit ratings. A long-term foreign currency credit rating is assigned
based on the Final Score, subject to adjustments and limitations. Other types of sovereign
credit ratings (see Clause 3.4.1) are assigned based on a long-term foreign currency credit
rating in accordance with this Methodology.

The detailed structure of the rating analysis is provided in Appendix 1.

FIGURE 1. MAIN STAGES OF THE RATING ANALYSIS (LEFT) AND MAIN RESULTS OF THE STAGES (RIGHT)

Core part

Modifier part FINAL SCORE

\f

Analytical adjustments and limitations

LONG-TERM FOREIGN CURRENCY CREDIT
RATING

Assignment of sovereign credit ratings

OTHER TYPES OF SOVEREIGN CREDIT
RATINGS

Source: ACRA

3.1. CORE PART

The core part of the rating analysis employs quantitative indicators that significantly limit the
subjectivity of analytical assessment and ensure the transparency of calculations and the uniformity
of the approach. Core scores are assigned to the following blocks: macroeconomic position, public
finance, external position, institutional framework.
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The core score for each block is formed on the basis of the weighted sum of the scores of the indicators
included in the block. The indicator weights within the block reflect ACRA’s opinion on the significance
of each indicator for the core assessment. The list of indicators and their weights within the blocks are
given in Table 1. When calculating the core estimates, the adjustments listed in Appendix 2 may be
applied.

The scores are assigned to the indicators based on the tables presented in Section 4, where the ranges
of possible indicator values correspond to a score from 1 to 17 (1 is the best score). The indicator
values are calculated by transforming the initial data (see Appendix 3).

TABLE 1. LIST OF INDICATORS AND THEIR WEIGHT IN THE BLOCKS

BLOCK INDICATOR WEIGHT ~ INDICATOR
35% Income level
10% Economic growth
Macroeconomic position
35% Size of economy
20% Inflation
10% Fiscal balance
Public finance 60% Public debt burden
30% External public debt
10% Current account
15% Import cover
External position 15% Investment position
35% Export diversification
25% Exchange rate volatility
33.33% Political stability
Institutional framework 33.33% Government effectiveness
33.33% Human capital quality

Source: ACRA

3.2. MODIFIER PART

The modifier part of the rating analysis involves assigning final scores to the blocks and a Final Score
to the rated entity. The application of quantitative and qualitative modifiers to the blocks’ core scores
allows expert opinion to be taken into account and reflects, among other things, the results of a
comparative analysis of the rated entity and a peer group of comparable rating objects.

A Final Score is assigned using a 17-step rating scale (from AAA to CCC/C), taking into account how the
weighted sum of the final scores of the blocks correspond to the score range indicated in Table 2.
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TABLE 2. CORRESPONDENCE OF THE SCALE AND SCORE RANGE

FINAL SCORE SCORE RANGE
AAA <3.30
AA+ [3.30; 4.08)
AA [4.08; 4.86)
AA- [4.86; 5.64)
A+ [5.64; 6.42)
A [6.42; 7.20)
A- [7.20; 7.98)
BBB+ [7.98; 8.76)
BBB [8.76; 9.54)
BBB- [9.54; 10.32)
BB+ [10.32; 11.10)
BB [11.10; 11.88)
BB- [11.88; 12.66)
B+ [12.66; 13.44)
B [13.44; 14.22)
B- [14.22; 15.00)
cce/c >15.00

Source: ACRA

The weighted sum of the final scores of the blocks is calculated by multiplying the final scores of the
blocks by their weights shown in Table 3. The weights reflect ACRA’s opinion on the importance of
each block for assessing the creditworthiness of a sovereign.

The final score of each block is formed as the sum of the core score of the block and the calculated
values of all the modifiers for the block. The list of modifiers and the procedure for their calculation
are given in Appendix 4.

TABLE 3. WEIGHT OF BLOCKS FOR CALCULATION OF THE WEIGHTED SUM OF SCORES

BLOCK WEIGHT
Macroeconomic position 25%
Public finance 25%
External position 25%
Institutional framework 25%

Source: ACRA
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3.3. ANALYTICAL ADJUSTMENTS AND LIMITATIONS

The adjustments and limitations listed below are accounted for by successively applying them to the
Final Score.

3.3.1. Adjustments for boundary values and data uncertainty

Boundary value adjustments can be made when the weighted sum of the final scores of the blocks
approaches the border of the range of scores used to assign the Final Score in accordance with Table
2.

Adjustments due to data uncertainty can be made when a material change in retrospective statistical
data used in the assignment of the credit rating has been carried out by the source of the data, or if
such a review takes place during the rating process, or there is another kind of high uncertainty about
the quality of the input data (for example, macroeconomic forecasts).

The application of these adjustments cannot change the Final Score by more than one notch.
3.3.2. Adjustments for the risk of adverse events

ACRA takes into account the possibility of adverse events that could lead to a sharp decrease in the
creditworthiness of the rated entity. Examples of such events are:

Significant deterioration of the economic situation due to a recession, accompanied by a banking
crisis and the inaccessibility of internal and external sources of refinancing;

Low probability events that have serious negative consequences: natural disasters, military
conflict or civil disorder, epidemics and pandemics;

Higher likelihood of the realization of a very significant volume of contingent liabilities;

Hyperinflation and forced conversion of foreign currency assets and banking sector liabilities into
local currency instruments.

This list is not exhaustive. ACRA analyzes each event from the point of view of its impact on the Final
Score of the rated entity on an individual basis, since the degree of impact of these events may vary
significantly.

Adverse event risk usually has an exclusively decreasing effect on the Final Score, however, the Agency
takes into account neutralizing factors that may mitigate this negative impact. The extent of the
adjustment (number of notches) for adverse event risk is determined expertly. However, this
adjustment cannot worsen the Final Score by more than three notches.

3.3.3. Default history limitations

The Final Score may be limited if the rated entity has defaulted in the past 30 years. The extent to
which this influences the Final Score depends on how much time has passed since the default (see
Table 4).

TABLE 4. FINAL SCORE AND HISTORY OF DEFAULT

LIMITED FINAL SCORE
NUMBER OF YEARS SINCE LAST

DEFAULT
ONE DEFAULT IN THE PAST 30 YEARS VIORE THAN ONE DEFAULTIN THE

PAST 30 YEARS
1 Ccc Ccc
2 B- Ccc
3 B B-
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4 B+ B-
5 BB- B
6 BB B
7 BB+ B+
8 BBB- B+
9 BBB BB-
10 BBB+ BB-
11 A- BB
12 A BB
13 A+ BB+
14 AA- BB+
15 AA- BBB-

Source: ACRA

3.4. ASSIGNING SOVEREIGN CREDIT RATINGS

3.4.1. Types of sovereign credit ratings

There are two main types of sovereign credit rating, they are distinguished by: (1) currency of debt —
ratings in foreign and local currencies; (2) maturity of debt — long-term and short-term ratings. The
differences in these types of sovereign credit rating lead to differences in the analytical approaches
used to assign them (see Figure 2). A long-term foreign currency credit rating serves as the basis for

rating assessment, while other types of sovereign credit ratings are essentially derived from it.

FIGURE 2. ANALYTICAL DIFFERENCES BY TYPE OF SOVEREIGN ISSUER CREDIT RATING

l Assessment of local currency debt

LONG-TERM LOCAL CURRENCY CREDIT RATING

Core assessment for family of
sovereign credit ratings

Assessment of
liquidity and short-

term funding

SHORT-TERM LOCAL CURRENCY CREDIT RATING

Source: ACRA

ACRA revises all the types of sovereign credit ratings assigned to a rated entity and its issues in
accordance with the Calendar of Sovereign Credit Rating Revisions and Publications, but no later than

182 days since the last affirmation or revision.

ACRA’s opinion on the expected frequency of a default event within one year from the date of

LONG-TERM FOREIGN CURRENCY CREDIT RATING

Assessment of
liguidity and short-

term funding

SHORT-TERM FOREIGN CURRENCY CREDIT RATING

assignment or last revision of long-term sovereign credit ratings is reflected in Appendix 5.
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ACRA assigns outlooks on long-term sovereign credit ratings that are valid for the next 12—18 months.
The credit rating outlook reflects trends in terms of the development of the rating, but does not
assume that the rating will definitely change.

3.4.2. Long-term foreign currency credit ratings

Long-term foreign currency credit ratings are set at the level of the Final Score, taking into account
analytical adjustments and limitations, in all cases except the ones listed below.

If the Final Score, taking into account analytical adjustments and limitations, is set at CCC/C, then the
core score is the rating CCC. However, it is possible to assign the ratings CC and C if there are additional
arguments in favor of this action based on the results of the rating committee meeting.

If a sovereign default occurs, ACRA assigns a credit rating to the defaulted issuer that takes into
account the following factors. If the sovereign announces debt restructuring, then ACRA assigns a C
credit rating until restructuring is complete. When restructuring is complete, ACRA assigns a D credit
rating to the sovereign if the bulk of sovereign debt will be restructured. If only a small part of debt is
restructured, then an SD sovereign credit rating is assigned. ACRA defines sovereign default as the
occurrence of one or a combination of the following events?:

Failure to service a coupon or principal on the sovereign’s bond or loan on the specified due date
or beyond a grace period, if granted;

Missed payment of a coupon or principal of a security benefitting from unequivocal, irrevocable,
and unconditional guarantees provided by the sovereign;

Failure to service other debt (excluding bonds or loans) owed to private creditors;

Any sovereign-initiated material changes to the original terms of the contract, for instance an
extension of maturities, reduced principal payment, coupon or interest, a change in currency
denomination, a change from cash pay to pay-in-kind or other forms of non-cash payment.

3.4.3. Local and foreign currency credit ratings

Local and foreign currency ratings allow a sovereign’s capacity and willingness to pay in local currency
and foreign currency to be assessed.

For most countries, ACRA assigns equal long-term credit ratings in foreign and local currency due to
the increasing openness of countries’ capital accounts and the larger share of non-residents investing
in sovereign local currency obligations. In particular, sovereigns who are members of a monetary
union or countries whose economies have a high share of foreign currency have no distinction
between their local currency and foreign currency credit ratings.

ACRA can assign a local currency rating to a sovereign that is higher than the foreign currency rating
(usually, no more than one or two notches higher) under the following conditions:

Previous preferential treatment of local currency debt;

Exceptionally strong public finance fundamentals combined with a weak external position;
Deep and diversified local capital market;

Low and controlled inflation coupled with a free floating currency;

Low share of foreign currency debt in the public debt of the rated entity.

In exceptional cases, ACRA may set a local currency credit rating at a lower level than a foreign
currency credit rating. The criteria for making such a decision is the small size of the economy,
combined with an underdeveloped and shallow domestic capital market, which forces the sovereign
to resort to external borrowing and makes it largely dependent on the external market. This

8 Debt burden alleviation due to high inflation is not a sovereign default according to ACRA’s definition.

—p. 11
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dependence considerably limits the sovereign’s desire to restructure its debt and may lead to delays
in servicing and repaying it.

3.4.4. Long-term and short-term credit ratings

Long-term credit ratings reflect ACRA’s opinion on the creditworthiness of a sovereign’s obligations
with maturities beyond a 12-month period. Short-term credit ratings apply to obligations with
maturities of no more than 12 months. The short-term credit rating is assigned based on the long-
term credit rating and liquidity position of the sovereign in accordance with Table 5.

The capacity of a sovereign to service short-term obligations (such as commercial paper and/or its
equivalents) depends on its access to liquidity and short-term funding.

If ACRA has the opportunity to choose between two short-term credit ratings corresponding to one
long-term credit rating, a higher short-term credit rating will be assigned to a sovereign with a larger
liquidity cushion and unlimited access to a diversified and deep capital market.

TABLE 5. MAPPING FROM LONG-TERM TO SHORT-TERM CREDIT RATINGS

LONG-TERM CREDIT RATING SHORT-TERM CREDIT RATING
AAA S1+
AA+ S1+
AA S1+
AA- S1+,S1
A+ S1
A S1,S2
A- S1,S2
BBB+ S2
BBB S2,S3
BBB- S3
BB+ B
BB B
BB- B
B+ B
B B
B- B
Ccc C
cc C
C C
SD/D D

Source: ACRA

3.5. ADDITIONAL RATING ANALYSIS ELEMENTS

The rating analysis of a sovereign usually contains additional elements. Carrying out the assessments
described in this section is not a mandatory condition for assigning sovereign credit ratings.

—p. 12
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The indicative rating of a block reflects the level of the core score assigned to a particular block under
the 17-step rating scale (lowercase letters are used for designation). The indicative rating of a block is
assigned based on the correspondence of the core score of the block with the score range indicated
in Table 2.

The final score of a block reflects the level of the final score assigned to a particular block under the
17-step rating scale (lowercase letters are used for designation). The final score of a block is assigned
based on the correspondence of the final score of the block with the score range indicated in Table 2.

The indicative rating of a rated entity reflects the level of the base score assigned to the rated entity
on the 17-step rating scale. The indicative rating indicates the creditworthiness of the rated entity, the
conclusion on which was formed without the use of expert adjustments. The indicative rating of the
rated entity is assigned based on the correspondence of the weighted sum of the core block scores
with the score range specified in Table 2.

Additional rating analysis elements are given in the detailed rating analysis structure in Appendix 1.

4. DETAILED DESCRIPTION OF CORE AND MODIFIER
PERTS

This section provides a detailed description of the blocks used in the rating analysis, a description of
the indicators (and the procedure for assessing them), adjustments, and block modifiers. Additional
information is given in Appendices 2—4.

4.1. MACROECONIMIC POSITION

This block assesses the sovereign’s ability to sustain viable long-term economic growth based on solid
and sustainable economic potential, as well as a diversified, competitive economic structure and
commitment demonstrated by the authorities to pursue adequate monetary and structural policies.
Sustainable long-term growth is key to a sovereign’s ability to generate revenue in order to service its
debt over the medium-terms and demonstrate its resilience to various shocks.

4.1.1. Description and assessment of indicators

ACRA uses the following indicators in this block: (1) income level; (2) economic growth; (3) size of
economy; (4) inflation. Each indicator is graded based on the range its value belongs to as indicated in
Table 6. Indicators are calculated according to the approach presented in Appendix 3.

1) Income level

A country’s income level is measured using GDP per capita calculated based on the market exchange
rate of the local currency to the US dollar. If the economic structure is well diversified and is not limited
to a narrow range of commaodities, higher GDP per capita is usually associated with higher economic
and financial wealth. This suggests a broader potential tax base that the sovereign can employ to
service its debt, as well as tolerance to a higher level of public debt.

2) Economic growth

Economic growth is measured by comparing the sovereign’s average economic growth over a 10-year
period (seven years leading up to the calculation year, the calculation year, and the two following
years) with the weighted average growth demonstrated by the peer group of countries that the
sovereign belongs to over the same 10-year period. The weights linearly increase compared to the
calculation year (from 1.9% for the indicator seven years ago to 15.4% for the calculation year; for the
next two years, weights of the calculation year are used). For the peer group comparison ACRA uses
two groups of countries to calculate this indicator based on the IMF’s classification: emerging market
and developed market countries.

Economic stagnation or depleting revenue sources, accompanied by already high public debt, make it
difficult for sovereigns to continue servicing their debt fully and promptly, which eventually may result
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in a default. Prolonged economic downturns and extended recoveries are usually observed in small-
sized economies or bigger countries with weak economic diversification that manifests itself via strong
dependence on commodity exports, a narrow range of economic activities, or shallow domestic
capital markets stemming from low savings rates.

3) Size of economy

Small economies (even those with a high level of welfare) are more sensitive to external shocks than
large economies that possess a large internal market and are highly diversified.

4) Inflation

ACRA uses the average annual growth rate of the consumer price index for five years (two years
preceding the calculation year, the calculation year, and the two following years) as the indicator for
inflation growth.

Prolonged periods of extremely high inflation and fluctuations in inflation distort the relative level of
prices in the economy, adversely affect the purchasing power of economic agents, and in the event of
hyperinflation, undermine confidence in the local currency and disrupt money circulation. This has a
negative impact on economic growth and, consequently, lowers a sovereign’s ability to service its
debt.

Deflation (a prolonged period of declining prices) is just as harmful, since it leads to a slowdown in the
growth rate of nominal budget revenues and negatively affects the ability of a sovereign to service its
debt, since its real value begins to grow over time, and real interest rates rise due to closeness of
nominal rates to zero. Together with the complicated adjustment of relative prices, this limits
economic growth.

TABLE 6. ASSESSMENT OF MACROECONOMIC POSITION BLOCK INDICATORS

'N?'c%A;E()R INCOME LEVEL ECONOMIC GROWTH SIZE OF ECONOMY INFLATION®
1 >40,000 >1.50% 1,500 <3%
2 [32,000; 40,000) [1.27%; 1.50%) [1,241.67; 1,500) (3%; 4%)
3 [24,000; 40,000) [1.03%; 1.27%) [983.33; 1,241.67) (4%; 5%]
4 [16,000; 24,000) [0.80%; 1.03%) [725; 983.33) (5%; 6%]
5 [14,000; 16,000) [0.57%; 0.80%) [600; 725) (6%; 7%]
6 [12,000; 14,000) [0.33%; 0.57%) [475; 600) (7%; 8%]
7 [10,000; 12,000) [0.10%; 0.33%) [350; 475) (8%; 9%]
8 [8,783.33; 10,000) [-0.02%; 0.10%) [291.67; 350) (9%; 10%]
9 [7,566.67; 8,783.33)  [-0.13%; -0.02%) [233.33; 291.67) (10%; 11%]
10 [6,350; 7,566.67) [-0.25%; -0.13%) [175; 233.33) (11%; 12%]
11 [5,066.67; 6,350) [-0.48%; -0.25%) [131.67; 175) (12%; 13%]
12 [3,783.33; 5,066.67)  [-0.72%; -0.48%) [88.33; 131.67) (13%; 14%]
13 [2,500; 3,783.33) [-0.95%; -0.72%) [45; 88.33) (14%; 15%)
14 [2,200; 2,500) [-1.30%; -0.95%) [33.33; 45) (15%; 16%]
15 [1,900; 2,200) [-1.65%; -1.30%) [21.67; 33.33) (16%; 17%]

° A score of 3 is given if inflation is <0.5%.
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16 [1,600; 1,900) [-2.00%; -1.65%) [10; 21.67) (17%; 18%]

17 <1,600 <-2% <10 >18%

Source: ACRA

4.1.2. Description of adjustments
Adjustments are not applied to this block.
4.1.3. Description of modifiers

ACRA uses the following modifiers: (1) potential economic growth; (2) quality and sustainability of
economic growth; (3) efficacy of structural economic policy and recent structural reforms; (4) efficacy
of monetary policy. Modifiers are calculated in accordance with the approach presented in Appendix
4,

1) Potential economic growth

A country’s economic growth trends observed in the past give an idea of possible economic growth in
the future, and the ability of a sovereign to service its debt in the long term (sovereign debt usually
has long maturities) is determined by the economic potential of the issuer and the expected growth
rates of its economy.

ACRA analyzes the growth prospects of a country’s economy and assesses the possibility of positive
growth being achieved in the future. The rates of economic growth demonstrated in the past may turn
out to be unattainable in the future, which will lead to a slowdown in the economy. On the contrary,
thanks to effective policies to stimulate economic growth, a previously observed negative trend may
change.

2) Quality and sustainability of economic growth

When assessing the volatility of the GDP growth of a sovereign, ACRA compares the coefficient of
variation of its GDP growth rate over a ten-year historical period with a similar indicator of world GDP.
At the same time, ACRA takes into account the fact that the historical volatility of the indicator does
not always indicate its possible performance in the future. High volatility in GDP reduces the
predictability of budget revenues, and also indicates a potential imbalance in the economy, which
could impair the ability of a sovereign to repay its debt on time and in full. The quality of economic
growth is characterized by the following criteria.

Sustainability. Stable economic growth allows a country to better weather periods of
unfavorable economic conditions and recover faster compared to other countries with similar-
sized economics.

Sensitivity to internal and external shocks. Sensitivity to external shocks may stem from
excessive dependence of a sovereign’s economy on a particular industry or economic activity.
Lack of diversification (oversized proportion of a particular industry or commodity in a
country’s economy and/or strong dependence on a trading partner in terms of total exports)
creates GDP and budget revenue volatility. This is especially strong when market conditions
for a trade partner, certain activity or commodity deteriorate. ACRA associates sensitivity to
internal shocks with high dependence of economic growth on lending. ACRA tries to identify
early signs that point to the development of financial bubbles, assessing the level and
affordability of private debt, trajectory of housing prices, affordability of housing, trajectory of
equity prices, and the real exchange rate.

Size and foreign currency content of the banking system. Financial imbalances are amplified
when the banking sector constitutes a significant part of the sovereign’s economy. ACRA
measures the influence of this factor based on the ratio of banking sector assets to GDP. High
dependence of the banking system of foreign currency (proportion of foreign currency
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denominated deposits/loans in total) could signal not only weakening confidence in local
currency, but also higher attractiveness of foreign currency. Should the local currency
depreciate, banks could face increased volumes of non-performing loans with adverse
consequences for their balance sheets and ultimately may negatively impact the sovereign’s
budget. A large share of non-residents in banking liabilities may also be a factor of instability
in the banking system should a revaluation of risks take place.

Environmental risks. Risks related to climate change may lead to environmental and natural
disasters. For example, flooding or hurricanes can disrupt a sizeable part of the economy in
small countries. This usually has a simultaneous impact on both the income and spending parts
of the budget and may lead to increased social unrest, irreversible changes to government
priorities and, in particular, to decreased willingness on the part of the sovereign to service its
public debt.

Savings rate and investment. Vulnerability can also arise from insufficient levels of savings in
the economy as this increases the dependence of different sectors on external sources of
liquidity and leads to adverse consequences for the whole economy when funding becomes
too expensive or dries up. Conversely, countries with high levels of savings are better
positioned to generate economic growth thanks to a bigger pool of available investments.
Their problems, however, could arise from misallocation of capital. ACRA also analyzes the
allocation of investments by areas of economic activity. The propensity of a sovereign to
innovate, which is assessed using the share of R&D expenditures in GDP or, for example, the
World Bank’s competitiveness indexes — allows one to hope for certain “dividends” for the
economy in the future.

Demographic and labor resources. Rigidity in the labor market, which presents itself in
institutional barriers preventing efficient reallocation of labor across economic activities, could
hamper economic growth and weaken a country’s ability to adapt to new economic
conditions. An inflexible labor market is usually associated with a high unemployment rate
with a significant portion of structural unemployment and informal employment.
Demographic changes related to an aging population and diminishment of the labor force may
limit economic growth. In this situation, maintaining high rates of economic growth requires a
boost in labor productivity, which can be achieved through more efficient use of labor,
adequate allocation of investment and the use of innovations, as well as through the
government’s reliance on institutions that can maintain high labor productivity.

ACRA takes into account the influence of long-term, but time-limited factors of economic
growth. In particular, these include the receipt and use by countries of Central and Eastern
Europe of funds from structural funds of the European Union, the format and beneficiaries of
which are currently undergoing significant change. The status of a sovereign issuer as a global
or regional superpower is also taken into account by ACRA, as it allows the country’s
companies to have more power in the market and take advantage of the network effect to
expand sales markets.

3) Efficacy of structural economic policy and recent structural reforms

A country’s structural imbalances may be alleviated by an effective and coordinated set of economic
policies. The opposite is also true; the unaddressed or poorly addressed structural weaknesses of a
country’s economy amplify negative effects on the economy, especially in adverse conditions.

In this block, a country’s policy framework is assessed from the point of view of the credibility and
flexibility of structural economic and monetary policies. In addition, the ability of the authorities to
support economic growth by coordinating monetary and fiscal policies (an especially important factor
for countries in economic unions) is analyzed. Fiscal policy elements are analyzed in the Public Finance
block.
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ACRA also evaluates the extent to which economic policies facilitate achieving and expanding the
country’s economic potential. Special attention is paid to the ability of the authorities to provide
adequate and timely responses to crises based on a sovereign’s track record of managing past crises,
efforts undertaken to implement institutional changes curbing systemic imbalances that triggered
former crises, and their current capacity to deal with future crises.

4) Efficacy of monetary policy

ACRA examines the credibility of the monetary policy undertaken by a national central bank by
assessing its track record in achieving its targets. For example, one of the key indicators of a central
bank’s effectiveness is price stability, which can be measured by the length of low inflation periods if
the central bank is committed to an inflation-targeting regime. The goal of this assessment is to draw
a conclusion of the possibility of achievement of future targets.

The independence of the central bank in using a variety of monetary policy instruments and in timing
its policy actions is an important consideration in the evaluation. Legally guaranteed independence of
the central bank from political interference in its activities and the persistent implementation of this
principle in practice is optimal for this assessment. A further consideration is the ability of the central
bank to act as a last-resort lender, i.e., being able to provide liquidity to the domestic banking sector
when sources of funding are in short supply. At the same time, prolonged use of this type of funding
indicates structural problems in the banking sector and/or inability to use various monetary policy
instruments.

ACRA acknowledges that a shallow and poorly diversified domestic financial system and capital
markets with weak transmission mechanisms of credit from financial institutions to the real economy
could put constraints on a central bank’s efforts to achieve its goals. Another constraint could come
from a rigid exchange rate regime preventing a central bank from controlling the domestic policy rates.
An imperative to maintain a local currency exchange rate at a certain level could be at odds with a
central bank’s other goals, especially if in managing the exchange rate regime political agenda issues
prevail over macroeconomic logic. A fixed exchange rate or the existence of a currency band
presupposes that a central bank has a large volume of international reserves. In times of crisis, the
rigidity of the exchange rate can lead to a rapid decline in a country’s international reserves due to
the increased demand for foreign currency and the outflow of foreign investors from the country.

ACRA’s approach to analyzing monetary policy in a currency union like the Eurozone, or economies
with a high level of foreign currency, differs from the approach taken to countries that independently
determine monetary policy. The reason is the limited control that a sovereign exercises over its
monetary and exchange rate policies. In those cases, ACRA focuses on the adequacy of fiscal and
structural economic policies, i.e., their ability to facilitate adjustment measures aimed at improving
the competiveness and flexibility of the economy as opposed to using exchange rate adjustments as
a tool to improve competiveness.

4.2. PUBLIC FINANCE
This block assesses a sovereign government’s ability to balance its books and maintain at a safe level.

4.2.1. Description and assessment of indicators

ACRA uses the following indicators in this block: (1) fiscal balance; (2) debt burden; (3) external public
debt. Each indicator is graded based on the range its value belongs to as indicated in Table 7. Indicators
are calculated according to the approach presented in Appendix 3.

1) Fiscal balance

Fiscal balance is assessed based on the average size of the GG balance in percent of GDP over a three-
year period (one year leading up to the calculation year, the calculation year, and the following year).
The contribution of each year to the total calculation is the same, which is achieved by assigning equal
weights to each separately taken year over the three-year period. Persistent budget deficits, which
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last longer than the countercyclical fiscal policy justifies, point to structural issues and/or the lack of
political will to tackle them. Structural weaknesses could gradually lead to the accumulation of
unsustainable public debt, which is hard to service fully and timely.

2) Debt burden

A key test of debt sustainability is to what extent the sovereign is able to service its debt. The tolerance
to a certain level of debt varies among sovereigns and is untimely determined by debt tenure and
funding cost; the longer the debt maturity and the lower the funding cost, the higher the debt capacity
level.

Countries with deep and diversified domestic capital markets are better positioned to withstand
higher levels of debt. In addition, they have a lower cost of funding and longer debt repayment
periods. Largely uninterrupted access to the capital market allows these sovereigns to refinance their
obligations at any time and under comfortable terms. By contrast, high and rising levels of debt service
stemming from shorter maturities and higher funding costs constrain a sovereign’s ability to manage
public finances. It compromises not only its solvency, but also the capacity to support the economy
during downturns by implementing a countercyclical fiscal policy.

Debt burden is assessed using the indicators GG Gross Debt and Interest Payments. At the same time,
for more developed countries, more weight is given to the cost of servicing public debt, and for less
developed countries — to the size of public debt. The Debt Burden indicator is calculated using the
formula:

Debt Burden = Gross Debt * (1 — f) + Interest Payments * f,

where Gross Debt is an assessment of the indicator GG Gross Debt (Table 7); interest payments is an
assessment of the indicator Interest Payments (Table 7); and fis a weighting factor defined as follows:

If the rated entity’s GDP per capita on a PPP basis exceeds 80,000 international dollars® in 2019
prices, then the weighting factor is set at the maximum value of 90%;

If the rated entity’s GDP per capita on a PPP basis is lower than 20,000 international dollars in
2019 prices, then the weighting factor is set at the minimum value of 10%;

If the rated entity’s GDP per capita on a PPP basis is between 20,000 and 80,000 international
dollars in 2019 prices, then the value for the weighting factor is set proportionally.

ACRA takes into account the fact that a number of countries borrow on non-market (concessional
debt) terms, thanks to which the ratio of their interest expenses to revenues compare favorably with
countries borrowing on market terms!?. Therefore, to offset the low cost of borrowing, for the first
group of countries an adjustment is made to the Interest Payment indicator according to Appendix 2.

3) External public debt

External public debt is measured using the ratio of external GG debt (debt held by non-residents) to
GDP.

External debt characterizes a government’s reliance on external investors, which might impede its
market access in the case of adverse conditions. This indicator is more relevant to developing
economies constrained by the insufficient depth and breadth of their domestic markets as a potential
source of funding. The high and increasing levels of external debt in developed economies could signal

10 The international dollar is a notional monetary unit, the value of which is calculated by dividing the currency unit of the respective country
by the estimated purchasing power parity (PPP) that the US dollar had within the United States at a specified time. Usually the 1990 or 2000
indicator is used as a benchmark. This approach is based on the concept of the relationship between PPP of currencies and international
average prices for consumer goods. This way of comparing the GDP per capita of different countries is more adequate than calculating based
on exchange rates.

11 An example is Greece, whose debt portfolio is predominantly made up of obligations to the ESM (European Stabilization Mechanism) and
the EFSF (European Financial Stability Facility), EU institutions that provide financial support under beneficial terms to Eurozone countries
that are in a state of financial crisis.
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investors’ flight to quality, especially with domestic currencies enjoying the status of global reserve
currencies. However, it is ACRA’s opinion that even sovereigns whose currencies enjoy reserve status
cannot allow their public debt to grow indefinitely as this may pose risks to debt sustainability.

TABLE 7. ASSESSMENT OF PUBLIC FINANCE BLOCK INDICATORS

INDICATOR FISCAL BALANCE PEBTBURDEN EXTERNAL PUBLIC
SCORE GROSS DEBT INTEREST PAYMENTS DERT

1 >2.00% <80% <3% <10%
2 [1.53%; 2.00%) (80%; 90%] (3%; 3.33%] (10%; 11.33%]
3 [1.07%; 1.53%) (90%; 100%] (3.33%; 3.67%] (11.33%; 12.67%]
4 [0.60%; 1.07%) (100%; 110%] (3.67%; 4%] (12.67%; 14%)]
5 [0.13%; 0.60%) (110%; 124%] (4%; 4.67%] (14%; 15.67%]
6 [-0.33%; 0.13%) (124%; 138%] (4.67%; 5.33%] (15.67%; 17.33%]
7 [-0.80%; -0.33%) (138%; 152%] (5.33%; 6%] (17.33%; 19%]
8 [-1.27%; -0.80%) (152%; 171.33%] (6%; 6.67%] (19%; 21.33%]
9 [-1.73%,; -1.27%) (171.33%; 190.67%] (6.67%; 7.33%] (21.33%; 23.67%]
10 [-2.20%; -1.73%) (190.67%; 210%] (7.33%; 8%] (23.67%; 26%]
11 [-2.67%; -2.20%) (210%; 236.67%] (8%; 9%] (26%; 29.33%]
12 [-3.13%; -2.67%) (236.67%; 263.33%] (9%; 10%] (29.33%; 32.67%]
13 [-3.60%; -3.13%) (263.33%; 290%] (10%; 11%)] (32.67%; 36%]
14 [-4.07%; -3.60%) (290%; 326.67%] (11%; 12.33%] (36%; 40.67%]
15 [-4.53%; -4.07%) (326.67%; 363.33%] (12.33%; 13.67%] (40.67%; 45.33%]
16 [-5.00%; -4.53%) (363.33%; 400%] (13.67%; 15%] (45.33%; 50%]
17 <-5% >400% >15% >50%

Source: ACRA

4.2.2.

Description of adjustments

ACRA makes both positive and negative adjustments to the score assigned to the block, taking into
account the following criteria: (1) size of foreign currency public debt relative to GDP; (2) share of
government liabilities of the rated country in international reserves held by world central banks; (3)
gross debt of the GG relative to GDP. The calculation procedure and the effect of adjustments on the
Final Credit Rating are given in Appendix 2.

1) Size of foreign currency public debt relative to GDP

This adjustment reflects the level of foreign exchange risk. A high proportion of foreign currency debt
exposes a sovereign to sizable changes in its debt burden should the local currency depreciate. The
application of this adjustment has a negative impact on the Final Score.

2) Share of government liabilities of the rated country in international reserves held by world
central banks
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This adjustment lowers the negative impact of the external debt indicators for countries whose assets
are used by other states as high-quality assets during crises. The application of this adjustment has a
positive impact on the Final Score.

3) GG gross debt relative to GDP

This adjustment is used if debt relative to GDP exceeds 90% and thereby takes into account the
difficulties that could arise for an issuer if this threshold is crossed. The application of this adjustment
has a negative impact on the Final Score.

4.2.3. Description of modifiers

ACRA applies the following modifiers in this block: (1) contingent liabilities and the risk of their
materialization; (2) fiscal policy framework and fiscal flexibility; (3) sovereign wealth funds; (4) debt
sustainability and access to markets and funding sources. Modifiers are calculated in accordance with
the approach presented in Appendix 4.

1) Contingent liabilities and the risk of their materialization

The materialization of a wide range of contingent liabilities may significantly increase a sovereign’s
debt burden. The assessment of the impact that contingent liabilities could have on the sovereign’s
creditworthiness is based on the size of these liabilities and the likelihood of their materialization. The
accounting of contingent liabilities is complicated by insufficient or contradictory information about
them in many countries, and therefore the Agency positively assesses transparent disclosure by a
sovereign of information about its contingent liabilities. Special focus is placed on a government’s
track record of providing support to financial and/or non-financial organizations during crises. ACRA
identifies three groups of contingent liabilities.

Potential liabilities associated the national banking sector. A systemic banking crisis may lead
to sharp growth in sovereign debt. Conversely, sovereign insolvencies may cause banking
crises. Unlike any other sector, the banking sector represents a special contingent claim on
national governments because of an immensely important intermediary function between the
savings and investments of governments, households, and companies.

ACRA assesses the quality of a country’s banking sector oversight by the capacity to curb
systemic risks and enhance the financial sector’s ability to resist shocks and minimize
contagion risks. ACRA carefully examines past banking crises, their causes, and the authorities’
reaction to them in terms of the timing and adequacy of the measures taken.

A sovereign supporting the sector via fiscal authorities can take different forms ranging from
direct recapitalization to the separation of a distressed bank into “good” and “bad” banks with
the latter typically included in public sector debt or explicit guarantees. The size and timing of
support depends on the credibility and capacity of the central bank to act as a last-resort
lender, the propensity of a sovereign'? to provide direct support without compromising its
own solvency, and its assessment of the damage to macroeconomic stability that the failure
of a large systemically important bank can bring.

Potential liabilities related to non-financial public sector companies. In some cases,
governments try to achieve certain social or political goals through these companies, which
could adversely affect their profitability and/or debt position, especially in periods of
economic downturn. The deterioration of their financial health could prompt a sovereign to
support them. ACRA pays attention to the evidence of “soft budget” constraints in the country
whereby the behavior of economic agents is marked by the expectations that the government
will cover their losses.

12 Bank resolution regulations adopted in a number of countries demonstrate the reduced appetite of a sovereign to provide direct support
to the banking sector.

—p. 20



2022

MARCH 11,

METHODOLOGY

ACRA METHODOLOGY FOR CREDIT RATING ASSIGNMENT TO SOVEREIGN ENTITIES UNDER THE

INTERNATIONAL SCALE

Explicit sovereign guarantees on debt issued by other entities. ACRA views unequivocal and
unconditional guarantees issued by a sovereign as a very strong obligation that should be
included in the sovereign’s debt burden, taking into account the creditworthiness of the
companies. Unfunded pension obligations and public-private partnerships (PPP) are also taken
into account when considering this modifier.

2) Fiscal policy framework and fiscal flexibility

The assessment of fiscal flexibility is based on analyzing the rigidity of budget revenue and
expenditures. Revenue flexibility assumes a government’s ability to raise extra revenue through
higher tax rates, the expansion of the tax base, or the sale of assets. The government’s expenditure
flexibility is determined by the proportion of mandatory to non-mandatory expenditure, i.e., politically
sensitive operating expenditure such as salaries, entitlements, or subsidies vs. the rest. An important
aspect of revenue analysis is its volatility, since sharp fluctuations in revenue, especially with minimal
savings, can limit the funds available to service debt. An inflexible budget leaves little room to
maneuver in economic downturns or external shocks.

Constitutional, political, and demographic constraints, e.g., expenses related to aging as well as the
government’s record on austerity measures, should be taken into account while assessing the
potential extent of fiscal consolidation.

ACRA assesses the strength and stability of fiscal rules and adherence to them. Fiscal policy is
considered to be efficient if it mitigates structural imbalances in revenue and expenditures and
manages the debt burden over a business cycle with positive implications for debt servicing capacity.

3) Sovereign wealth funds

ACRA pays special attention to the size of a sovereign’s liquid assets, including the size of sovereign
wealth funds. The government’s liquid assets, including in foreign currency, if not allocated for other
purposes, can provide a good cushion to maintain fiscal sustainability in countries that have limited
domestic capital markets or face high costs when raising capital from abroad.

4) Debt sustainability and access to markets and funding sources

ACRA analyzes the composition of public debt by maturity, coupon type, currency, type of debt
(market vs. non-market), and so on. Low refinancing risk is characterized by the presence of long-term
debt attracted at lower rates. ACRA also analyzes peaks in the public debt repayment schedule, which
could increase refinancing risks.

A positive factor for the budget, especially for managing the cost of borrowing, can be programs to
buy out the public debt by national central banks, if, as a result, the central bank retains independent
decision-making, the government does not use these operations to sustainably increase spending, and
this does not affect inflation.

ACRA’s debt sustainability analysis focuses on the trajectory of GG gross debt and the debt service
burden over the medium-term. The Agency starts with the budget balance forecast, and also makes
assumptions about expenditures not yet included in the calculation of the budget balance (for
example, expenditures associated with an aging population), and makes a conclusions regarding the
trajectory of public debt. If the government intends to run budget deficits in coming years, it is
reasonable to anticipate growth in public debt. A downward trend can be expected if its budget is in
surpluses. At this stage, ACRA makes assumptions about the potential size of contingent liabilities and
timing of their materialization (when this can be established).

The Agency takes into account the fact that countries with a nominally fast-growing public debt are
not necessarily losing debt sustainability as higher debts may be accompanied by high GDP growth
and persistently high inflation. As a result, real debt burden does not always grow.

ACRA also assesses the sovereign’s capacity to service its debt under various scenarios relevant to said
sovereign. The Agency analyzes debt burden and debt service sensitivity to various assumptions on
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GG primary balances, interest payments, GDP growth, exchange rate, and other variables. Its
comparison with the sovereign’s liquid assets shows how long the sovereign can remain current on its
obligations in the case of prohibitively high funding costs or loss of access to capital markets.

When assessing access to markets and funding sources, ACRA pays special attention to the
development of the domestic capital market, taking into account the structure of investors (pension
and other funds, asset management companies), as well as sustainability of the domestic capital
market to shocks. When analyzing dependence on external economic factors, ACRA assesses the
ability of a sovereign to maintain access to external markets and looks at the risk of losing market
access not only for the state, but also for its economic sectors, taking into account similar events in
the past.

Access to concessional and multilateral funding sources is an advantage, provided the government is
willing to attract economic policy-related financing from the IMF or other international financial
institutions in times of economic stress. At the same time, emergency support from international
organizations indicates a deterioration in the risk profile of the sovereign.

4.3, EXTERNAL POSITION

This analytical block is used to assess a sovereign’s resiliency to external shocks. Overreliance on
external funding (from non-residents), even if it is denominated in the local currency, could trigger a
sovereign default, even for developed countries. ACRA evaluates external funding in the context of
the whole economy, taking into account the fact that the sovereign and the private sector are
interrelated and the banking sector may act as a conduit of external shocks into the domestic economy
under global market stress. The link between the sovereign and broader public sector also plays a role
in this context.

4.3.1. Description and assessment of indicators

ACRA uses the following indicators in this block: (1) current account; (2) import cover; (3) international
investment position; (4) export diversification; (5) currency volatility. Each indicator is graded based
on the range its value belongs to as indicated in Table 8. Indicators are calculated according to the
approach presented in Appendix 3.

1) Current account

This indicator is measured as the ratio of the average value of the current account (CA) over three
years (year preceding the calculation year, the calculation year, and the following year) to GDP. The
contribution of each year to the total is the same, which is ensured by assigning equal weights to each
year in the three-year period. Relatively large and persistent CA deficits indicate a buildup of liabilities
towards non-residents, whereas CA surpluses point to the fact that the country is accumulating
foreign assets. Current account deficits are less important for high-income countries in the short to
medium terms, especially ones with sizable external assets, but may pose a significant risk for
emerging market countries with less cross-border equity. A CA deficit for a country in a monetary
union can serve as a medium-term indicator of a country’s overall competiveness.

2) Import cover

This indicator measures the number of months a country’s international reserves are sufficient to
cover imports in the case of a sudden cutoff from foreign currency inflows. The higher the indicator,
the more comfortable investors are with the country’s ability to withstand external shocks. It is a
meaningful medium-term indicator for emerging market countries that have pegged currency
exchange rates or are in the process of switching to free-floating currency regimes. However, it is less
important for countries with free-floating currency regimes. This indicator is even less meaningful for
developed countries, especially those with reserve currency status. This fact is taken into account in
the adjustment applicable to this indicator.

Import cover adjustment
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Countries whose local currency has reserve status are assigned the maximum score regardless of the
value of the indicator due to the tendency of investors to view assets denominated in such currencies
(especially sovereign debt) as safe under unfavorable market conditions. At the same time, ACRA
considers the applicability of the reserve status of these currencies, taking into account the current
trends in the world market. The calculation procedure and the maximum effect of the adjustment on
the Final Credit Rating are given in Appendix 2.

3) International investment position

Net international investment position (excluding GG and central bank) shows the difference between
a country’s external assets and external liabilities in relation to GDP, taking into account both debt
investments and equity investments. High negative values of this indicator may signal possible stress
for the balance of payments.

The private sector of a country is a creditor to the outside world if the indicator is positive; a negative
value shows that the private sector acts as a borrower, which increases its vulnerability to external
shocks and increases the likelihood of the need for state support.

4) Export diversification

This indicator helps to assess the extent to which the structure of merchandise exports of a particular
country deviates from that of the world. The closer to the world’s structure, the more diversified
exports of a country are, which, other things being equal, signals a lower probability of external shocks.

5) Currency volatility

Countries with highly volatile local currencies are prone to more external shocks, which could
negatively affect sovereign creditworthiness. The Currency Volatility indicator is measured as a
deviation variance coefficient of the nominal effective currency exchange rate® over a 10-year period
(average moving time window). If data is not available for this indicator, ACRA calculates the indicator
internally or uses the exchange rate of the local currency to the US dollar.

TABLE 8. INDICATOR RANGES OF EXTERNAL POSITION BLOCK

Score account Covemace  'NVESTMENTPOSIION LU\ ToN  VOLATILTY
1 >5% >12.18 >50% <0.30 <3%
2 [4.2%; 5%) [11.19; 12.18)  [41.67%; 50%) (0.30; 0.33] (3%; 5%]
3 [3.4%; 4.2%) [10.20; 11.19)  [33.33%; 41.67%) (0.33;0.36] (5%; 7%]
4 [2.6%; 3.4%) [9.21; 10.20)  [25%; 33.33%) (0.36; 0.39] (7%; 9%]
5 [1.8%; 2.6%) [8.46; 9.21) [16.67%; 25%) (0.39; 0.42] (9%; 9.67%]
6 [1%; 1.8%) [7.71; 8.46) [8.33%; 16.67%) (0.42; 0.45] (9.67%; 10.33%)]
7 [0.2%; 1%) [6.96; 7.71) [0%; 8.33%) (0.45; 0.48] (10.33%; 11%]
8 [-0.6%; 0.2%)  [6.39; 6.96) [-8.33%; 0%) (0.48; 0.51] (11%; 11.67%]
9 [-1.4%; -0.6%)  [5.83; 6.39) [-16.67%; -8.33%)  (0.51;0.54] (11.67%; 12.33%]
10 [-2.2%; -1.4%)  [5.26;5.8) [-25%; -16.67%) (0.54; 0.57) (12.33%; 13%]
11 [-3%; -2.2%) [4.83; 5.26) [-33.33%; -25%) (0.57; 0.60] (13%; 14%]

13 Nominal effective currency exchange rate is calculated as the average ratio of a local currency exchange rate to the currencies of countries
that are the main trade partners, which is weighted in accordance with the share of each partner in the total trade volume.
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12 [-3.8%; -3%) [4.40; 4.83) [-41.67%; -33.33%) (0.60; 0.63] (14%; 15%]
13 [-4.6%; -3.8%) [3.97; 4.40) [-50%; -41.67%) (0.63; 0.66] (15%; 16%]
14 [-5.4%; -4.6%) [3.65; 3.97) [-58.33%; -50%) (0.66; 0.69] (16%; 19%]
15 [-6.2%; -5.4%) [3.32; 3.65) [-66.67%; -58.33%) (0.69; 0.72] (19%; 22%]
16 [-7%; -6.2%) [3.00; 3.32) [-75%; -66.67%) (0.72; 0.75] (22%; 25%]
17 <-7% <3 <-75% >0.75 >25%

Source: ACRA

4.3.2. Description of adjustments

There are no adjustments applicable to the entire External Position block. Adjustments described in
Appendix 2 apply to certain indicators in this block.

4.3.3. Description of modifiers

In this block, ACRA applies the following modifiers: (1) balance of payments vulnerability; (2) external
debt sustainability; (3) currency regime stability. Modifiers are calculated in accordance with the
approach presented in Appendix 4.

1) Balance of payments vulnerability

ACRA assesses the mid-term CA trajectory by analyzing its vulnerabilities and the fundamental factors
driving its balance (e.g., saving/investment patterns in the economy). The high volatility of CA receipts,
which includes merchandise, service exports, and primary plus secondary revenue, is negative for the
country’s ability to generate stable external revenue.

Overreliance on a single commodity or service (oil, soybeans, tourism, etc.) or a single donor country
for remittances may expose a sovereign to sharp downturns in commodity markets, trade partners,
or donor countries. Structural vulnerability of imports comes from dependence on a particularimport,
for instance fuel.

Countries with a market pricing of national currencies are better positioned to adjust to external
pressures stemming from swings in commodity prices or the economic fortunes of key donors or trade
partners. These countries are more prepared to keep their CA swings at bay.

The CA outlook depends on national savings and investment balances. If a country’s savings ratio is
far above investments in its own economy, it exports capital and is likely, other things being equal, to
keep its CA in surplus.

The opposite is also true; a CA deficit country is likely to have its domestic investment far above
domestic savings, thus importing capital to finance this investment.

ACRA also analyzes the nature of capital flows that finance the country’s CA deficit. If investments
from non-residents are mostly foreign direct investments (FDIs) and equity inflows, the leverage is
less onerous, since these types of external investments are often associated with a boost in a country’s
productive capacity rather than consumption. Conversely, a much higher proportion of external
portfolio investments, especially those short-term in nature, is more volatile than FDIs and a sudden
stop in external portfolio investments due to a change in investor sentiment can precipitate a currency
impairment and potentially a recession.

2) External debt sustainability

External debt sustainability is measured as the ratio of external assets to liabilities for the economy of
a sovereign rated entity as a whole and its government in particular. ACRA reviews liquid external
assets and short-term liabilities, as well as liabilities broken down by economic sector. Concentration
of liabilities in more sustainable economic sectors that show a high level of intra-firm debt, for
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example, in the public or corporate sector, as well ability to mobilize assets in various sectors, are
positive for the ability to service external debt.

ACRA uses an external liquidity ratio to measure the ability of an economy to withstand a temporary
loss of investor confidence and the capacity to continue servicing external debt using its own sources.
The country’s international reserves are compared with its external financing needs, including short-
term external debt (original maturity short-term debt and a current year principal of long-term debt)
and deposits of non-residents in domestic banks. An important indicator of external sustainability is
the ratio of income from the export of goods and services to the volume of external debt repayments
for the year under review. This demonstrates the ability of the economy to ensure the flow of currency
into the country to service debt.

A closer look at the composition of the sovereign’s assets and liabilities makes it possible to estimate
the government’s exposure to external risk, in particular foreign currency risk. ACRA measures
sovereign net foreign assets by comparing the international reserves and foreign-currency
denominated (or indexed) assets of the government, i.e., the foreign currency part of
sovereign/reserve funds, and GG and central bank foreign currency denominated (or indexed) debt.
Similar to the economy of a rated entity, a sovereign in a net creditor position has a greater level of
external flexibility than a sovereign in a net debtor position. The foreign currency structure of assets
and liabilities is more relevant for developing countries than developed ones.

3) Currency regime stability

The external shock resiliency of highly indebted countries with managed or pegged exchange rate
regimes strongly depends on the ability to maintain stability in said exchange rate regimes. The
stability of pegged exchange rate regimes is determined by the adequacy of international reserves.
Using significant amounts of reserves to support a local currency decreases the adequacy of
international reserves and, as a consequence, impairs the ability to maintain the exchange rate
regime.

4.4. INSTITUTIONAL FRAMEWORK

This analytical block is designed to assess a government’s willingness to mobilize resources to fund
debt payments and its efficiency in doing so. The assessment also takes into account the risk that the
capacity to pay could be interrupted by political instability, civil unrest, or involvement in external
conflict.

4.4.1. Description and assessment of indicators

In this block, ACRA uses the following indicators: (1) political stability; (2) government benevolence
and effectiveness; (3) human capital quality. Each indicator is graded based on the range its value
belongs to as indicated in Table 9. Indicators are calculated according to the approach presented in
Appendix 3.

1) Political stability

Political stability includes Voice and Accountability, Political System Sustainability, and Absence of
Violence.

2) Government benevolence and effectiveness

This indicator includes Rule of Law, Control of Corruption, Government Effectiveness, and Regulatory
Quality. This group reflects the market participants’ perceptions of various aspects of public
governance.

3) Human capital quality
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ACRA examines the socioeconomic capacity to service debt in the medium term using the Human
Capital Quality that includes education quality (including the education sub-index from the Human
Development Index?), as well as the adult mortality rate and life expectancy at birth.

ACRA uses the above indicators in view of the following reasons:

The country’s institutional features, which range from political instability to weak budget

management and public governance, are related to the ability and willingness to repay debt.

Public governance indexes are currently the most comprehensive indicators of institutional
factors that are compiled in a unified approach; they cover a very wide range of countries and

are published on an annual basis.

TABLE 9. INDICATOR RANGES OF INSTITUTIONAL FRAMEWORK BLOCK

INDICATOR SCORE

POLITICAL STABILITY

PUBLIC GOVERNANCE QUALITY

HUMAN CAPITAL QUALITY

1 >130 >180 >315

2 [115; 130) [162.67; 180) [303.67; 315)

3 [100; 115) [145.33; 162.67) [292.33; 303.67)
4 [85; 100) [128; 145.33) [281;292.33)

5 [70; 85) [110.67; 128) [269.67; 281)

6 [55; 70) [93.33; 110.67) [258.33; 269.67)
7 [40; 55) [76;93.33) [247; 258.33)

8 [25; 40) [58.67; 76) [235.67; 247)

9 [10; 25) [41.33; 58.67) [224.33; 235.67)
10 [-5; 10) [24; 41.33) [213; 224.33)

11 [-20; -5) [6.67; 24) [201.67; 213)

12 [-35; -20) [-10.67; 6.67) [190.33; 201.67)
13 [-50; -35) [-28; -10.67) [179; 190.33)
14 [-65; -50) [-45.33; -28) [167.67; 179)

15 [-80; -65) [-62.67; -45.33) [156.33; 167.67)
16 [-95; -80) [-80; -62.67) [145; 156.33)
17 <-95 <-80 <145

Source: ACRA

4.4.2. Description of adjustments

No adjustments are applicable to the Institutional Framework block.

14 As estimated by the UN.
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4.4.3. Description of modifiers

In this block, ACRA applies the following modifiers: (1) willingness to pay; (2) political instability and
recent political decisions; (3) involvement in geopolitical conflicts, exposure to geopolitical risks.
Modifiers are calculated in accordance with the approach presented in Appendix 4.

1) Willingness to pay

The perceived willingness to repay has to be taken into account because unlike private entities,
governments are not subject to bankruptcy laws or enforcement procedures. There are situations
when a government can pay, however for different reasons?® decides that it is easier to default.

2) Political instability and recent political decisions

World governance indices are generally updated with a lag.'® ACRA compensates for this lag by
examining recent political events and key political decisions that could impact sovereign
creditworthiness, ranging from the frequency of changes in government to orderly transfer of power.
ACRA makes no judgement as to the type of government in place as long as debt repayment is not
impaired by political structure. ACRA believes that an authoritarian government with high legal
certainty and a low level of corruption can be creditworthy, despite lacking political liberties and civil
rights. By contrast, a highly democratic government can experience difficulty exercising political will
to instill fiscal order and repay its obligations on time.

3) Involvement in geopolitical conflicts, exposure to geopolitical risks

Exposure to geopolitical risks and/or involvement in geopolitical conflicts could put a government’s
capacity and willingness to pay at risk. ACRA takes into account the geopolitical risks that can disrupt
economic activity and have a detrimental effect on investment flows and business and consumer
confidence.

15 For example, a new government refuses to repay a debt incurred by the preceding government, or a government decides not to pay to
bondholders in view of a court judgement in favor of recalcitrant creditors.

6 Some of the indicators are based on data that is two-to-three years old.
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Appendix 1
DETAILED RATING ANALYSIS STRUCTURE

INDICATIVE BLOCK SCORE
Core part
INDICATIVE SCORE
FINAL BLOCK SCORE
Modifier part

Adjustment for boundary value and data
uncertainty

Adjustment for unfavorable event risk

Limitation on history of defaults

Assignment of sovereign credit ratings

Source: ACRA
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Appendix 2
CORE PART ADJUSTMENTS

This Appendix describes adjustments applicable to the core part scores. These adjustments may be applied to different objects (indicators and blocks). The
effect of an adjustment on core part scores is restricted by border values for the Final Score (in notches).

TABLE 1. CORE PART ADJUSTMENTS

ADJUSTMENT OBIJECT OF ADJUSTMENT

Block: External Position,

APPLICATION OF ADJUSTMENT

Use of a sovereign’s currency as a reserve currency allows

MAXIMUM EFFECT ON THE
FINAL SCOREY’

Reserve currenc . . L -0.5
¥ indicator: Import Cover us to assign the score of 1 to the indicator
Concessional zovernment debt Block: Public Finance, indicator: |, rease in the ratio of concessional public debt to GDP is 105
& Interest Payments negative for the indicator score '
. . _— Increase in the ratio of debt in a foreign currency to GDP is
GG gross debt in foreign currency Block: Public Finance . & ¥ +1
negative for the block score
. . . . Increase in the share of public debt held by central banks
Public debt in global international _— . L .p. . Y . .
Block: Public Finance of third countries in their international reserves is positive -2
reserves
for the block score
— Increase in the ratio of GG gross debt to GDP is negative
GG gross debt Block: Public Finance & & +1

for the block score

Source: ACRA

17 A negative value means better Final Score.
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CORE PART INDICATORS

Tables in this Appendix describe indicators included in the core part.

TABLE 1. MACROECONOMIC POSITION BLOCK INDICATORS

INDICATOR

Income level

DEFINITION

GDP expressed in USD using the
market exchange rate of local currency
divided by the country’s population.
This figure allows for more flexible
cross-country comparability. On the
other hand, this variable is rather
volatile for countries with unstable
currency.

RATIONALE

The higher the GDP per capita, the broader
the potential tax base that the sovereign can
employ to service its debt. Higher GDP per
capita is associated with higher economic and
financial wealth.

UOM, TRANSFORMATION AND SOURCES

UoM: USD.
Data for the year for which the rating is determined (t0).

Sources: World Bank, national sources

Economic growth

Real GDP change is the annual
percentage change of a country’s GDP
in constant prices. This indicator
captures the fundamental change in
domestic economic output and
excludes inflation to prevent distortion
of the economic picture.

A country’s creditworthiness depends on its
ability to generate long-term economic
growth and display GDP growth at least on

par with countries with a similar income level.

The indicator is measured as an average change in real
GDP over ten years against an average change in real
GDP in the countries with comparable incomes:

— If the GDP per capita on PPP exceeds 40,000
international dollars, then the average real GDP
volatility for developed countries is used for
comparison;

— If the GDP per capita (PPP) is less than 20,000
international dollars, then the average real GDP
volatility for developing countries is used for
comparison;

— If the GDP per capita on PPP is within 20,000—
40,000 international dollars, then the average
real GDP volatility for developed countries and
developing countries is used for comparison, in
proportion to the GDP per capita on PPP of the
rated sovereign.

Averages are calculated using the linearly growing (up to
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the relevant year) weights, so that the weight for the
relevant year is the largest. Weights for subsequent
years are equal to the weight for the relevant year.

Data for seven years preceding the relevant year, the
relevant year, and two subsequent years
are used [t-7; t+2] 8.

Sources: IMF, national sources

Size of economy Nominal GDP in USD is used to

determine the size of economy.

The smaller the economy (even with high
wellbeing), the more susceptible it is to
external shocks; and vice versa: the larger the
economy, the more diversified its internal
market is and the less susceptible the country
is to external shocks.

The indicator is measured as the ratio of nominal GDP in
the national currency to the annual average market
exchange rate of the national currency against USD.

Value for the relevant year is used (t0).

Sources: IMF, national sources

Inflation Inflation is measured by the change in
the annual average consumer price
index (CPI). CPl is based on a
consumption basket of goods and
services used for the idealized

household within the country.

CPl is used since it is the best reflection of
the impact of price volatility on the end
consumption of households that are the end
consumers of goods and services. In addition,
CPI excludes real estate prices (price growth
may give rise to bubbles in asset markets).

Long periods of excessive and volatile
inflation distort relative prices in the
economy having a detrimental effect on
economic growth and therefore,
undermining the sovereign’s ability to service
its debt. Deflation, i.e., a prolonged period of
falling prices, is equally harmful for economic
growth, adversely affecting consumer and
business confidence.

Calculated as the average CPI growth rate over the last
five years.

Values for two years preceding the relevant year, the
relevant year, and two subsequent years
are used [t-2; t+2].

Target (the best for the score) level is the range 0.5%—
3.0%.

Equal weights for the period are applied.

Sources: IMF, national sources

Source: ACRA

18 Hereinafter, t-n is an actual value of variable for the nt" year respective the relevant year (t0), t+n is a forecasted value of variable for the nt" year respective the relevant year (t0).
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TABLE 2. PUBLIC FINANCE BLOCK INDICATORS

INDICATORS

Fiscal balance

DEFINITION

Average of the three-year general
government (GG) balance, % of GDP. GG
balance is the difference between its
revenue and expenditure, including interest
payments on existing debt stock.

RATIONALE

A persistent GG deficit may indicate a
sovereign’s constrained capacity to
service its debt using its own resources,
increasing reliance on the market to
refinance its debt, and a rising debt
burden.

UOM, TRANSFORMATION AND SOURCES

The indicator is measured as a ratio of average GG
balance to GDP for three years.

Values for the year preceding the relevant year, the
relevant year, and the subsequent year are used [t-1;
t+1].

Equal weights for the period are applied.

Sources: IMF, World Bank, Eurostat, national sources

Debt burden

Gross GG debt

Outstanding gross debt of the GG, including
central, local and regional governance
bodies, social security funds, and other off-
budgetary funds, is compared with the
revenues of the GG in the same definition.
In case of high likelihood that state
guarantees may be claimed, they are
included in the indicator as well. In cases
when a central bank issues debt obligations
for purposes other than monetary, such
obligations are included in the gross debt of
the GG.

Interest payments

Interest payments include all payments on
GG debt regardless of its currency,
residency, and maturity, and are compared
with total government revenue.

GG debt to revenue is a more accurate
ratio for assessing a government’s
creditworthiness than the commonly
used GG debt to GDP ratio. This indicator
provides a debt burden assessment
relative to a government’s existing
revenue stream. A government may have
a relatively low GG debt-to-GDP ratio but
a high GG debt-to-revenue ratio, which
indicates little room for maneuver to
solve fiscal problems in the case of
adverse conditions.

Central bank’s debt is included in the
cases when its volume and GDP share are
high enough and have been growing over
many years. This indicates a structural
non-cyclical trend. This debt includes
internal and external liabilities, excluding
intergovernmental guarantees.

An important indicator of how expensive
it is for the government to finance its
interest payments relative to its revenue.
A rising burden of servicing existing debt
stock may constrain other government
spending, leading to less flexibility in

The indicator is measured as a weighted sum of Gross
GG Debt and adjusted Interest Payments. The
adjustment is made for the share of debt raised under
concessional rates in the gross GG debt. The higher
the share the higher the debt service costs may be if
the budget is funded on market terms.

Weights are determined as follows:

For countries where GDP per capita (PPP) exceeds
80,000 international dollars (in 2019 prices), the
weight of debt respective revenues is 10%, and the
weight of adjusted interest payments respective debt
is 90%.

For countries with GDP per capita (PPP) of less than
20,000 international dollars (in 2019 prices), the
weight of debt respective revenues is 90%, and weight
of adjusted interest payments respective debt is 10%.

For other countries, weights are proportional to GDP
per capita (PPP).

The values of 80,000 and 20,000 are indexed annually
by 4% (the average growth of global GDP per capita
on PPP from 1996 to 2019).

Value for the relevant year is used (t0).
Sources: IMF, Eurostat, national sources
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fiscal policy.

External public debt Gross outstanding debt of GG to non-
residents, including non-resident holdings
of GG bonds denominated in local currency.

A government’s overreliance on external The indicator is measured as a share of GDP.

investors, regardless of the currency of
debt, might impede its market access in

Value for the relevant year is used (t0).

the case of adverse conditions. Sources: IMF, World Bank, Eurostat, national sources
Source: ACRA
TABLE 3. EXTERNAL POSITION BLOCK INDICATORS
INDICATORS DEFINITION RATIONALE UOM, TRANSFORMATION AND SOURCES
Current account The current account (CA) comprises Relatively large and persistent CA deficits indicatea  The indicators is measured as the ratio of average

balances of goods and services plus net
primary revenue (dividends, interest,
etc.) and net secondary revenue
(remittances and foreign aid, etc.).

buildup of foreign debt. However, if the debt is
financed by direct foreign investment and equity
inflows, the debt burden is less onerous.
Consistently negative CA funded through foreign
debt poses concern even for the countries with
reserves currencies. It is an even bigger risk for
developing countries with limited cross-border
equity. A sovereign saddled with foreign debt with
limited foreign assets to counterbalance it might
find it difficult to refinance its own debt.

CA balances to GDP over three years.

Values for the year preceding the relevant year,
the relevant year, and the subsequent year are
used [t-1; t+1].

Equal weights for the period are applied.

Sources: IMF, World Bank, national sources
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Import cover

Import cover is defined as the ratio of
international reserves to monthly
imports of goods and services,
expressed in months.

This measures the number of months a country’s
international reserves are sufficient to cover
imports if there is a sudden cut-off of foreign
currency inflows. It is less important for countries
with free-floating currency regimes. However, it is a
meaningful indicator for emerging market countries
that are in the process of switching to free-floating
regimes. The higher the indicator, the more
comfortable investors are regarding the country’s
ability to withstand external shocks.

An adjustment is made for countries with reserve
currencies — they get the highest score.

For the Reserves indicator, the value as of the end
of the relevant year is applied; for the Imports
indicator, the value of the next year is applied.

Sources: IMF, World Bank, national sources

International
investment position

Net international investment position is
the difference between the value of
foreign assets and the market value of a
country’s liabilities. To avoid double
counting, this indicator excludes the
public sector, including the central bank.

This measure can indicate a growing imbalance in
external assets and liabilities and, as a result,
possible stress for the external position of a
country.

The indicator is measured as a share of GDP.
Value for the relevant year is used (t0).

Source: IMF, national sources

Export
diversification

The more a country’s merchandise
exports structure deviates from that of
the global indicators, the less diversified
its economy is.

The diversification index helps to assess the extent
to which the structure of merchandise exports of a
particular country deviates from that of the world.
The closer to the world structure, the more
diversified a country’s are. Other things being
equal, the index signals strong resilience to external
shocks.

The index is measured as the modulus of the
deviation of a country’s trade structure relative to
the world structure.

The last available value of the index is applied.

Source: UNCTAD

Currency volatility

The nominal effective exchange rate
(NEER) is used, which is measured as the
weighted average trade volume of the
local currency to currencies of main
trade partners. If this data is not
available, ACRA calculates NEER itself or
uses the national currency/USD
exchange rate.

The higher the local currency volatility, the more
disruption it can bring to the local economy with
adverse consequences for sovereign
creditworthiness.

The index is measured as a normalized standard
deviation of the nominal effective exchange rate
over the last ten years [t-9, t0].

Weights grow linearly: from 1.8% for nine-year-
old index to 18.2% for current-year index.

Sources: IMF, BIS, Oxford Economics, JP Morgan,
national sources

Source: ACRA
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TABLE 4. INSTITUTIONAL FRAMEWORK BLOCK INDICATORS

INDICATOR

Political stability

DEFINITION

This is a complex index comprising two indices out of the
World Governance Indicators (WGI) compiled by the World
Bank: Voice and Accountability and Political Stability and
Absence of Violence/Terrorism. The Voice and
Accountability index measures the extent to which a
country’s citizens are able to participate in selecting their
government, as well as the freedom of expression, freedom
of association, and free media. The Political Stability and
Absence of Violence/Terrorism index measures the
likelihood of political instability and/or politically motivated
violence, including terrorism.

RATIONALE

This is an indicator, which increases
the likelihood of signaling coming
crises by providing a relative
evaluation of a country’s
institutional strength in terms of
political stability and freedom of
speech.

UOM, TRANSFORMATION AND SOURCES

Measured as an average of the most recent
WGl indicators.

Last available indicators are used.

Source: World Bank

Government
benevolence and
effectiveness

This is a complex index comprising four indices out of the
World Governance Indicators (WGI) compiled by the World
Bank: Control of Corruption, Rule of Law, Regulatory
Quality, and Government Effectiveness.

Control of Corruption measures the extent to which public
power is exercised for private gain, including both petty
and major forms of corruption, as well as ‘capture’ of the
state by elites and private interests.

Rule of Law measures the extent to which agents have
confidence in and abide by the rules of society, in particular
the quality of contract enforcement, property rights, police,
and the courts, as well as the likelihood of crime and
violence.

Regulatory Quality measures a government’s ability to
formulate and implement sound policies and regulations
that permit and promote private sector development.

Government Effectiveness captures perceptions of the
quality of public services, the quality of civil service and the
degree of its independence from political pressures, the
quality of policy formulation and implementation, and the
credibility of the government’s commitment to such

This is an indicator, which increases
the likelihood of signaling coming
crises by providing a relative
evaluation of a country’s
institutional strength in regard to
corruption, property rights, quality
of public services, and a
government’s ability to facilitate
private sector development.

Measured as an average of the most recent
WGl indicators.

Last available indicators are used.

Source: World Bank
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policies.

Human Capital Index

ACRA’s index comprising three indicators, which capture
the quality of a country’s human capital.

These indicators include the education sub-index of the
Human development index (UN), adult mortality rate, and
life expectancy at birth.

This is a forward-looking indicator.
Its current level signals whether or
not a country is improving its human
capital, a driver of long-term
economic growth.

Measured as a product of indicators
comprising the index.

Last available data is used.

Sources: UN, World Bank, national sources

Source: ACRA
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MODIFIERS: DEFINITIONS

In this Appendix, modifiers, their definitions and assessment comments are listed.

TABLE 1. MACROECONOMIC POSITION BLOCK MODIFIERS

RANGE

MODIFIER DEFINITION RATIONALE (SCORE) COMMENT

Potential economic  Assesses medium- to long-term Economic potential is a key factor in -5/+4 Assessment is based on expectations for

growth economic potential and its realization: assessing a country’s ability to service its potential GDP growth and expected gap.
whether a country grows above or debt, especially in the long run. Sustainable Economic potential indicator compiled by
below its potential. The expected inflation and non-volatile economy growth Data from IMF, Eurostat, ACRA and other
inflation trend is estimated. Historical support a country’s sustainable sources is used.
GDP growth volatility is taken into development, and, consequently, its ability
account. to service its debt.

Quality and Assesses macroeconomic imbalances Sustainable economic growth allows a -10/ +7 Product/service/trade partner

sustainability of arising from a lack of competiveness, country to weather adverse economic concentration, surveys on competiveness,

economic growth overreliance on credit-fuel growth, conditions better than its peers and recover Economic Freedom and Doing Business
diversification in the economy/exports, more quickly. indices, credit-to-GDP gap, level of
low level of investments, lack of savings/investments in the economy, R&D
innovation and adaptability, worsening spending, income and wealth distribution
demographics, product market indicators, demographics and labor force
regulations and the ability to create jobs indicators and forecasts (overall structural
(labor market flexibility, inadequate and youth unemployment, participation
quality of the labor force), as well as rate, informal employment, percentage of
from income and wealth inequality and jobs at risk of automation), reliance on
hurdles to social mobility, economic donors, e.g. EU structural funds, the status
effects of climate change. or regional or global leader, climate change

risks.
Efficacy of Assesses the credibility and flexibility of ~ An effective and coordinated set of -1/+1 Ability to set adequate, relevant, and

structural economic
policy and recent
structural reforms

economic policy, a country’s ability to
coordinate different policies (an
important factor for countries
comprising a union), facilitating

practices could, to a degree, alleviate a
country’s structural imbalances, whereas
the opposite could amplify them.

timely priorities for and implement
structural and economic policies; ability to
implement institutional changes hedging
systemic imbalances triggered by past
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expansion or/and achieving economic
potential, ability to adequately and
timely respond to crises.

crises; current capacity to deal with future

crises; track record of managing past crises.

Efficacy of Assesses the credibility and flexibility of ~ An effective and coordinated set of -3/+42 Expert judgements on a central bank’s
monetary policy monetary policy, its efficacy in attaining  practices could, to a degree, alleviate a policies and independence, ability to set
monetary targets, ability to adequately country’s structural imbalances, whereas adequate, relevant, and timely priorities,
and timely respond to crises. the opposite could amplify them. e.g. in inflation targeting, a sovereign’s
track record of managing past crises,
implementation of institutional changes
hedging systemic imbalances triggered by
former crises, its current capacity to deal
with future crises.
Source: ACRA
TABLE 2. PUBLIC FINANCE BLOCK MODIFIERS
MODIFIER DEFINITION RATIONALE RANGE COMMENT
(SCORE)
Contingent Analyzes the nature and extent of Underestimated contingent liabilities could -10/0 Eurostat data on the composition and
liabilities and the contingent liabilities (guarantees, heavily distort the picture of a sovereign’s nature of contingent liabilities, expert
risk of their banking sector vulnerabilities, financial  liabilities and hurt its capacity to honor judgement based on national statistics and
materialization strength of state-owned companies, them without adverse consequences to other sources.
international commitments, unfunded creditworthiness.
pension liabilities, future pension
commitments) and the tools at a
sovereign’s disposal to minimize their
materialization (relevant regulations
and their effectiveness, etc.), as well as
the sovereign’s history of bailouts.
Fiscal policy Assesses flexibility in budget expenses,  Efficient fiscal policy response could -5/+4 Expert judgement.

framework and
fiscal flexibility

revenue diversification and
sustainability, pro-cyclicality of fiscal
policy, efficiency of fiscal rules aimed at
reducing revenue volatilities and
expenditure overshooting and/or
managing budget balances over an
economic cycle.

mitigate structural imbalances on revenue
and expenditure sides and manage the debt
burden over an economic cycle with
positive implications for a sovereign’s
capacity to service its debt.
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Sovereign wealth Assesses the size of sovereign wealth Large sovereign wealth funds indicate 0/+4 Expert judgement.
funds funds with respect to the economy, higher flexibility in debt policy.

their liquidity, and their formation and

allocation framework.
Debt sustainability Assesses the composition of public Longer debt with lower cost reduces -9/+6 Expert judgement.
and access to debt by maturity, interest rate, and rollover risk, whereas persistent market
markets and currency structure, availability of access both internally and externally
funding sources deposits/reserves, except sovereign ensures uninterrupted refinancing. A solid

funds), their liquidity and percentage stock of liquid sovereign assets allows a

against debt and short-term debt, sovereign to remain current on its

availability of specific lending terms obligations in case of prohibitively high

(for example, the ECB’s redemption funding costs or market closure. Describes

guarantees). Outlines peaks in the debt  difficulties faced by a sovereign in the

service schedule and planned debt medium and long term, and the sovereign’s

burden, including debt costs, sustainability thereto.

contingent liabilities, expected pension

liabilities and other expenses

associated with population ageing,

market access and alternative funding

sources under various scenarios.

Analyzes the track record of market

access both locally and internally,

depth of the local debt market and

access sources from multilaterals,

including concessional funding.
Source: ACRA

TABLE 3. EXTERNAL POSITION BLOCK MODIFIERS
RANGE

MODIFIER DEFINITION RATIONALE (SCORE) COMMENT
Balance of Examines reasons for persistent Balance of payments vulnerabilities could -4/+43 Expert judgement.
payments current account deficits, the volatility put pressure on the local currency with
vulnerability of exports (commodity dependencies) adverse consequences for all economic

and import dependencies (remittances,
part of international value chain),
compositions of capital inflows (FDIs
and portfolio investments), and capital

agents servicing their FX debt, including the
sovereign.
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flight issues, if any.

External debt Assesses imbalances in the maturity Pressure on the local currency could be -3/+3 Liquidity ratio and other indicators of
sustainability and currency structure of the added by high levels and imbalances in external and FX debt based on data from
economy’s external debt, its level, external debt, undermining foreign investor international institutions and local sources,
trends, and available sources of confidence and resulting in a decline of as well as expert judgement.
funding, including international capital inflows.
reserves.
Currency regime Examines the sustainability of the An unsustainable currency regime -3/+2 IMF annual publication on currency regimes
stability currency regime, especially if a country  undermines confidence in the local currency and expert judgement.
has a currency board or pegs its with serious consequences for the banking
currency to one of the reserve sector and therefore for the sovereign.
currencies.
Source: ACRA
TABLE 4. INSTITUTIONAL FRAMEWORK BLOCK MODIFIERS
MODIFIER DEFINITION RATIONALE RANGE COMMENT
(SCORE)
Willingness to pay Evaluates a sovereign’s commitment to  Willingness to pay can be a decisive factor -2/0 Expert judgement using recent default
honor its debt fully and timely when in a sovereign’s default; even when the history.
making challenging political or capacity to pay is present, there is a direct
investment choices, taking into account correlation between past and future
its default history. defaults.
Political instability Assesses the impact of major political Elevated political risk (increased sentiment Expert judgement.
and recent political events on a sovereign’s towards populist parties, risk of
decisions creditworthiness. fundamental regime change, civil conflict) -3/+3
could undermine sovereign
creditworthiness.
Involvement in Assesses geopolitical and security risks  The threat of conflicts or exposure to Expert judgement.
geopolitical through a country’s potential or geopolitical risks could lead to weakened
conflicts, exposure current involvement in conflict with business confidence, decreased capital
to geopolitical risks  neighbors, exposure (potential or inflows, and reduced economic activity. -10/0

current) to geopolitical risks, including
sanctions and the ability of the
government to localize the conflict
and/or minimize the risk of sanctions
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to the economy.

Source: ACRA
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Appendix 5

CORRESPONDENCE OF THE EXPECTED EVENT OF DEFAULT RATE
AND ACRA’S LONG-TERM RATINGS UNDER THE INTERNATIONAL
SCALE

EXPECTED EVENT OF DEFAULT RATE
WITHIN ONE YEAR

CREDIT RATING

AAA 0.003%
AA+ 0.005%
AA 0.009%
AA- 0.017%
A+ 0.031%
A 0.056%
A- 0.101%
BBB+ 0.179%
BBB 0.315%
BBB- 0.547%
BB+ 0.943%
BB 1.608%
BB- 2.714%
B+ 4.537%
B 7.509%
B- 12.304%
Cccc 19.961%
CcC 32.063%
C 50.990%

Source: ACRA
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Analytical Credit Rating Agency (Joint-Stock Company), ACRA (JSC)
75, Sadovnicheskaya embankment, 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
anissuer 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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