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Key rating assessment
factors

The Murmansk Region

Credit rating components

Institutional factor

Final assessment 0.04
Regional economy
Assessment prior to adjustment 0.19
Final assessment 0.19
Budget structure and budget discipline
Final assessment 0.19
Debt load
Assessment prior to adjustment 0.12
Final assessment 0.12
Budget liquidity

Final assessment 0.10
Credit rating BBB+(RU)
Outlook Stable

The economy of the Murmansk Region (hereinafter, the Murmansk Region, or the
Region) is resource-based: nearly a third of the gross regional product (GRP) is
generated by extraction of natural resources, metallurgy, and fishing. The dynamics
of the Murmansk Region'’s economic indicators are influenced by world market prices for
extracted raw materials (extraction of mineral resources, in particular, apatite and nickel,
generates 17% of the regional GRP, while 15% of the industrial production is attributable
to metallurgy). In addition, the regional economy depends on the procyclical transport
industry (12% of GRP), represented mainly by the Murmansk Sea Commercial Port, being
a point for thermal coal transshipment by SUEK. However, the structure of the Region's
economy is recognized as sufficiently diversified due to the high share of other sectors
that are not directly related to resource prices and economic cycles. These sectors include
the fishing industry (11% of GRP), which, however, does not create significant added value
due to low depth of raw materials processing and the persisting orientation of fisheries
towards neighboring countries’ processing capacities, and the public sector of the
economy (8% of GRP).

High level of mandatory expenses puts pressure on budget indicators. Expenses of
the Murmansk Region are mainly financed by its own revenues®. At the same time, steadily
high mandatory expenses that demonstrate constant growth due increasing labor costs
and social payments adversely affect the Region’s operational balance to regular income
ratio, which would amount to 14% as of the end-2017 (11% as of the end-2019, by ACRA
estimate). Owing to high mandatory expenses, the Region’s capability of capital spending
is rather low: in 2014-2017, capital expenses accounted on average for 12% of total
expenses of the Murmansk Region and were financed mainly by its own funds. By ACRA
estimate, extraction of minerals accounts for more than a third of tax proceeds to the
regional budget. However, the largest taxpayer in 2014-2016 accounted for no more than
16% of tax proceeds to the consolidated budget of the Region, while the range of raw
materials produced in the Region makes it possible to consider the structure of tax
revenues to be sufficiently diversified The Region’s operating balance showed a short-
term improvement in 2016 and reached 23% of regular income due to the increase in tax
revenues resulting from exchange rate differences and revenue increase for the largest
taxpayers (exporters). According to ACRA estimates, operating balance of the Region as a
percentage of its regular income will not exceed 11-12% in the long term.

1 Own revenues = tax and non-tax revenues.



https://www.acra-ratings.com/ratings/issuers/96

THE MURMANSK REGION October 26, 2017

Key assumptions

Potential outlook or rating
change factors

Brief information about
the Region

Debt risk profile is supported by the planned extension of fiscal loans. The Region'’s
debt portfolio has a substantial share of fiscal loans: almost half of all debt obligations
as at January 1, 2017. The debt repayment schedule would improve by virtue of loan
restructuring plans: the Region would have to repay 25% of the total current debt to the
higher-level budget in 2018; however, the amount of fiscal loans to be repaid will equal
2% of the current debt only after the restructuring. Due to low values of the operating
balance, the net debt to operating balance ratio of the Region will stand at 2.52x as at
end-2017. The Region'’s debt strategy implies a gradual debt load reduction, as budget
revenues grow, as well as an active use of credit limits provided by banks within calendar
year in order to finance current needs. However, in view of a budget deficit in 2018-2019
as forecast by ACRA, the Region’s debt load may increase to 4.45x by end-2019.
Implementation of plans to restructure (extend) fiscal loans would support the
cumulative debt load assessment in 2019 (versus 2017 assessment).

Sufficient liquidity of the budget. The Region has sufficient liquidity to timely perform
its expense obligations including interest payments. However, free cash on budget
accounts as at month start is consistently below current months expenses, and therefore,
the Region regularly requires financing of projected cash gaps. The Murmansk Region
Government uses short-term loans provided by the Federal Treasury Department, as
well as funds of autonomous and budgetary institutions in order to manage its liquidity.

e Retaining the share of mandatory expenses within 83% of total budget expenses;

e Stabilization of the nominal volume of tax revenues in 2018-2019 at the 2017 level;
e Transfer amounts in 2018-2019 will be at least as high as received in 2017;

e Capital expenditures in 2018-2019 are as high as planned for 2017;

e Prolongation of budget loans for seven years.

The Stable outlook assumes that the rating will most likely stay unchanged within the
12 to 18-month horizon.

A positive rating action may be prompted by:

e Increase in tax revenues, including by means of eliminating a part of tax exemptions,
along with decrease in mandatory expenses;

e Increase in capital expenditures of the budget;

e Decrease in debt burden;

e Decline of budget reliance on external sources of liquidity.

A negative rating action may be prompted by:

e Increase in mandatory expenses of the regional budget without an equivalent
increase in the revenue side of the budget resulting in the need for further
borrowing;

e Significant decrease in tax revenues in 2018-2019 not accompanied by a decline in
expenses;

e Slowdown in economic growth against expected growth rates.

The Murmansk Region is located in the Northwestern Federal District; it has land borders
with Finland, Norway and the Republic of Karelia. The Region is part of the Extreme
North territory and land territories of the Arctic Zone of the Russian Federation. 0.5% of
the Russian population live in the Region; its GRP equals 0.6% of the total GRP of Russia.
The Region’s GRP totaled RUB 413 bin in 2016. The economic development of the
Region is determined by its natural potential (extraction of mineral resources and
fishery), processing of natural resources as well as transport and transit potential and a
substantial share of the transportation industry in the public sector.

The industrial production index was lagging behind the national averages for Russia and
Northwestern Federal District for a long time; however, this trend has changed in 2015-
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Key rating assessment
factors

2016, which may be explained by output growth of major products the Region produces
by virtue of implementation of investment projects in the mineral production industry
as well as the ruble devaluation effect.

Figure 1. Industrial production index
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Source: Federal State Statistics Service

Institutional factor

The budget planning is sufficiently accurate. The performance of budget revenue targets
equaled 99%-106% in 2013-2016 versus the updated plan; expenses execution was at
97%.

No additional deductions from personal income tax, which replace grants to
municipalities aimed at equaling their fiscal capacity, are in place. In addition, the full
amount of comprehensive income taxes collected from corporates remains at disposal
of municipalities. Tax revenues generate more than 45% of all revenues of municipalities
(with personal income tax accounting for over half of them). Municipalities in the Region
have inter-agency work groups tasked with increasing budget revenues in the budget
system.

The aggregate debt load of the Region’s municipalities was rising smoothly in the period
analyzed: from 22% of own revenues of municipalities in 2013 to 27% in 2016, and
reached RUB 4.1 bln as at end-2016. Slightly over a half of the debt owed by
municipalities (mainly Murmansk) represents commercial debt to banks. The relative
debt servicing costs of municipalities remain low: 0.5% of their total expenses.

The Region’s economy is resource based: mineral and metallurgical production
and fishery generate almost third of GRP

The core of the Murmansk Region’s economy is production of minerals (the Region
produces all apatite concentrate extracted in Russia, around 10% of the total iron ore
output in Russia, and around 10% of the Russian nickel), mining of metals (prior to 2017,
over 40% of the total primary nickel output in Russia; since 2017 over 70%) as well as
fishery with further processing.

In 2016, the Murmansk Region’s GRP structure was as follows: production of minerals
(17%), transportation and communications (12.3%), fishery and fish farming (11%),
manufacturing industry (9.5%), wholesale and retail trade and repair services (8.2%),
public administration, military security and social security (8.1%), real estate transactions,
lease and related services (7.8%). The share of other industries in the GRP totaled 26.1%.
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Figure 2. GRP profile, 2016

Source: Federal State Statistics Service
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The core of the Region's manufacturing sector is represented by the production of
minerals (over a third of the industrial output), food production (primarily processing of
fishery products; around 20% of the industrial output), generation and distribution of
electric power, natural gas and water (around 20%), and metallurgical production (over

15%).

Table 1. The largest companies of the Murmansk Region in terms of revenues

Type of activities

2016

revenues,

JSC Kolskaya Mining and

RUB bin

: Nickel production 438 NORNICKEL
Metallurgical Company
JSC "Kovdorsky GOK" Iron ore production 39.7 MCC EuroChem, JSC
Mining of mineral raw
North-Western materials for the
Phosphorous Company chemical industry and 121 ACRON
fertilizer production
Murmansk Trawler Fleet, Marine capture fishery 10.1 n/a
PSJC
Olcon (Olenegorsk mining
and concentration Iron ore production 8.6 PAO Severstal

complex)

Steam and hot water

The Murmansk

JSC Murmanenergosbyt generation (heat 8.0 .
. Region
production)
Co:ffetﬂcﬁanrgaegzlzrt Cargo handling 7.0 SUEK
State Atomic Energy
FSUE Atomflot Icebreaking fleet 6.6 Corporation
ROSATOM
PJSC Murmanskaya TETS Steam and hot water
(Murmansk thermal power generation (heat 5.6 PJSC TGC-1

plant)

production)
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Wholesale trade in

NOREBO RU JSC fish, seafood, and 5.5 Private equity
canned fish. company
Mining of mineral raw
Branch of JSC Apatit materials for the n/a (branch) PJSC PhosAgro
chemical industry
Kola Nuclear Power Plant, Electric power State Atomlc.Energy
Branch of ROSATOM generation /a (branch) Corporation
ROSATOM

Source: SPARK-Interfax

In terms of goods shipped by the minerals production sector, the Region consistently

ranks third in the Northwestern Federal District after the Komi Republic and Nenets
Autonomous Okrug.

The fishing industry of the Murmansk Region generates around 11% of the Region’s

GRP and accounts for 14% of the total Russian fish capture and 13% of fish and fishery
products output.

The deep-water unfrozen port accommodating nuclear-powered icebreaker fleet (one
of the top ten of the largest Russian ports in terms of cargo transshipment) located in
the Region supports the development of transportation and communications sector.
With further implementation of the project titled Integrated Development of the
Murmansk Transportation Hub, sector’s share may increase.

The substantial share of the public sector (public administration, military security and
compulsory social security) in the Region’s GRP stems from deployment of the Northern

Fleet (nuclear deterrent forces comprising submarines, warships, and aviation) in the
Murmansk Region.

The Murmansk Region is an energy-excessive region, which is why, almost a third of
generated electric power is supplied to outside of the Region including abroad.

The Region’s real GRP was continuously lagging behind the aggregate GRP of Russia;
however, this trend has changed in 2015 for the first time, which is explained by ruble
devaluation effects for export-focused industries. Nevertheless, these effects are of
short-term nature, and therefore, ACRA expects that the Region's economy growth
would not exceed the national average figures. The Murmansk Region’s GRP per capita
is continuously ahead of the national averages.

Figure 3. Global nickel and rock phosphate prices (calculated based on the
average monthly USD/RUB exchange rate)
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The Region’s investments to GRP ratio is stable year-over-year averaging 25% in 2012-
2016. Mining industry, public sector, and transportation and communications account
for major contributions in the amount of investments. The largest actively implemented
investment projects in the Region are executed in the dominating industries (mining,
metallurgy, and chemical industries).

The per capita income in the Murmansk Region exceeds the national average, and wages
if calculated for the Region’s economy as a whole are of the highest in the country. This
supports the tax base of the Region’s budget as to personal income tax revenues. The
following industries pay the highest wages: fishery, minerals production, generation and
distribution of electric power, water and natural gas, public administration, military
security, and water and air transportation. A quarter of the Region’'s working population
is employed by the above industries.

The Murmansk Region has a consistently high unemployment according to the
methodology of International Labor Organization at 7.7%, which is 40% higher than the
national average. The unemployment level is unevenly distributed across specific
districts of the Region, which is indicative of disproportion in social and economic
development.

The demographic situation in the Region is unfavorable. Although the rate of natural
increase has been mostly positive over the last few years, the population size of the
Murmansk Region is in continuous decline due to migration flows. Due to the same
reason, the proportion of retirement-age population in the Region is considerably lower
than the national average in Russia (by 3.5%). In ACRA's opinion, the above age structure
of the population would not result in higher social spending of the budget, in spite of
unfavorable demographic situation in the Region as a whole.

Figure 4. Economy metrics of the Murmansk Region versus national average
figures (100%)
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Source: The Murmansk Region, Federal State Statistics Service, ACRA estimates

The Region is a highly urbanized area (93% of population live in towns, with a third living
in monotowns), and it has a highly developed transport infrastructure (two airports and
an ice-free port are located in the Region; 94% of the Region’s motorways are hard-
surface roads, with two thirds of them having enhanced surfacing).

High level of mandatory spending puts pressure on the budget indicators

The Region’s revenue side of the budget is highly self-sufficient: the share of own
revenues equals 89% of the revenues excluding subventions of 2014-2017. In 2015 and
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2016, corporate income tax revenues have been growing at a fast pace (+52% and
+26%, respectively). These gains were possible by virtue of the ruble devaluation effect
in the minerals production and steelmaking sectors that contribute around 70% of the
total corporate income tax collected in the Region. In view of such growth in corporate
income tax revenues, the structure of own revenues of the Region’s budget has changed:
the explicit predominance of personal income tax has gone, with its share totaling 39%,
while the share of the corporate income tax increased to 44% in 2016. ACRA believes
this proportion to remain going forward.

The wages in the Region a relatively high, which would support the revenues side of the
budget in terms of personal income tax revenues.

There is a small growth margin for the Region’'s own revenues by virtue of increasing
regional tax rates.

Transportation tax rates have an upside potential in categories other than those of social
importance. Transportation tax shortfalls in the budget resulting from tax benefits is
insignificant.

Property tax benefits averaged a half of property tax revenues of the Region’s budget
annually in 2014-2016. The share of taxpayers enjoying property tax benefits is one of
the highest in Russia (71%). The Region’s administration is implementing a set of
measures to optimize regional tax benefits, and in particular, a regional property tax
benefit was canceled in 2017, which regional autonomous and budget institutions had
enjoyed earlier. And as soon as in 2018, regional public establishments and municipal
autonomous, budget and public institutions will lose their benefits. Benefits to these
institutions and establishments accounted for around 54% of the total corporate
property tax benefits provided in 2017 (approximately RUB 880 min). A substantial
proportion of benefits represent those provided to entities implementing strategic
investment projects of the Murmansk Region subject to entering into agreements for
government support of investment activities in the Region. The estimated amount of
such benefits in 2018 is around RUB 600 min.

Regional tax revenues accounted for 10% of own revenues in 2014-2016.

Following the increase in corporate income tax revenues from the minerals production
industry, the share of the sector has gone up to 24% in 2016. The increase in revenues
resulted from the one-off effect of ruble devaluation (further growth rate of corporate
income tax revenues will be slightly negative, in ACRA’s opinion). According to ACRA
estimates, minerals production and steelmaking industry combined contribute over a
third of total tax revenues of the Region’s budget. Although the industry diversification
of tax revenues is formally assessed as weak, ACRA takes into consideration that the
largest mining enterprises in the Region produce principally different commodities.

The budget of the Murmansk Region is also significantly dependent on the public sector
of the economy: tax revenues from the public administration and military security, and
compulsory social security sectors account for up to a quarter of all tax revenues in
particular years.

At the same time, according to the Region, its tax base is relatively diversified as to
concentration on the largest taxpayers: in 2014-2016, the largest shareholder accounted
for less than 16% of total tax revenues of the Region’s consolidated budget, and three
largest taxpayers accounted for less than a third of the consolidated budget revenues.
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Figure 5. Industry profile of tax revenues* of the Murmansk Region in 2013-2016
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* Corporate income tax, personal income tax, property tax, and transport tax data were used in
the analysis.

** The following transactions are taken into consideration: real estate transactions, car and
equipment rentals without operators; household goods and personal items rentals; activities
related to utilization of computer equipment and information technology; scientific research and
development; other types of services.

Source: Federal Tax Service, ACRA estimates

The share of mandatory spending of the Region’s budget is high: 80% on average in
2014-2017 with a gradual increase year-on-year. Mandatory spending increases due to
higher payroll and social security expenses (primarily in social policy and health care
categories): Social benefits have been increased by 11.9% in 2016, expenses on social
support measures in form of payment for housing and (or) utilities grew by 8.1%,
remuneration of specific public sector worker categories grew has been increased by
6.2% on October 1, 2016. Mandatory spending growth would continue in 2017 and
would equal 11%.

High level of mandatory spending has a negative effect on the budget indicators of the
Region. The Region’'s operating balance averaged 15% of the regular revenues in 2014-
2016. According to the regional law on budget, the operating balance would equal 14%
in 2017. According to ACRA estimates, this indicator would be in the range of 11%-12%
in 2018-2019. ACRA stress test under which the Region’s own revenues annually decline
by 7% versus the planned level includes operating balance decrease to 5% of regular
revenues as at end of the forecast period with a stable share of own revenues and a
gradual increase of mandatory spending.

The Region maintains capital expenditures at a medium level equaling 12% of the total
budget expenses (2014-2016 data and the Region’s 2017) forecast. The above level is
assessed as medium, which is indicative of moderate capabilities of the Region to cut
capital expenditures, if needed (directing funds to current expenses). Capital
expenditures are primarily made at the cost of the regional budget.
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Table 2. Budget discipline assessment of the Murmansk Region

2014 2015 2016 2017(E)

Share of own revenues of

the budget High High High High

Share of mandatory o o

spending of the budget Low Low Critical Critical

Operating balance Critical Be.low Medium Low

medium

Share of capital Below Below

expenditures of the Medium Medium . .
medium medium

budget

Source: ACRA estimates

Considering capital expenditures structure in terms of economic classification, their
actual reduction in favor of non-capital expenditures may amount to up to 15% of
capital expenditures of the regional budget, i.e. would not exceed 2% of total budget
spending.

Figure 6. Structure of capital expenditures of the Murmansk Region
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Source: The Murmansk Region, ACRA estimates
Debt risk profile is supported by the planned extension of fiscal loans

The Region relies on bank and fiscal loans in managing its debt and uses no bonds. The
proportion of bank and fiscal loans within a calendar year depends on availability of a
loan provided by the Federal Treasury Department. Bank loans amount to a half of the
Region'’s debt as at end of the calendar year. The current debt portfolio structure (as at
September 1, 2017) is shifted towards fiscal loans owing to a loan from the Federal
Treasury Department. The current debt repayment schedule involves payments of the
bulk of the debt, i.e. 86% excluding guarantees, in 2017-2019, with half of that share to
be repaid in 2017.

Fiscal loans (RUB 2.87 bIn) to be repaid in 2017 according to the schedule have already
been refinanced using new fiscal loans (RUB 2.26 bin) with the current repayment in
2021 and 2022.

Bank loans are long-term (with 3-4 years repayment) and the current amount of
unutilized limits covers the loan from the Federal Treasury Department; therefore, the
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repayment schedule of the Region'’s current debt as at year-end will not be indicative of
the refinancing risk.

Figure 7. Current debt repayment schedule of the Murmansk Region excluding
guarantees (as at September 1, 2017), RUB min
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Source: The Murmansk Region, ACRA estimates

Following the announced decisions regarding fiscal loans restructuring, the debt
repayment profile of the Murmansk Region may experience a significant change. In
assessing the Region'’s creditworthiness ACRA proceeds from the assumption that the
announced restructuring will take place.

Figure 8. The current debt repayment schedule of the Murmansk Region in case
of restructuring of a portion of fiscal loans, RUB min
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Source: The Murmansk Region, ACRA estimates

Although the debt policy of the Region manifests compliance with agreements
regarding loan provision to the regional budget from the federal budget, ACRA's
forecast includes non-compliance with terms and provisions thereof due to the need to
finance budget deficit. Whereas such assessment involves presence of refinancing risk

10
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in case of a forced loan repayment due to breach of the condition, the current decisions
of the federal government with regard to similar violations allow for disregarding this
risk.

With a planned decline of the absolute operating balance amount (according to the data
in the regional law on budget) in 2017 versus 2016, the Region’s debt load (direct debt
to operating balance ratio) would increase from 1.6x to 2.52x.

Taking into account the Region’s budget deficit projected by ACRA for 2018-2019, the
Region’s debt load would rise to a very high level by year-end 2019 (to 4.45x versus
2.52x as projected by ACRA as of end-2017). However, implementation of federal
government's plans to restructure (extend) fiscal loans would support the cumulative
debt load assessment in 2019 versus 2017 assessment.

Figure 9. Assessment of debt portfolio evolution of the Murmansk Region and
additional financing needs, RUB bin
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Source: The Murmansk Region, ACRA estimates

The Region’s debt service expenses are unburdensome, in ACRA’s opinion: After
stabilization of the operating balance in 2015 interest expenses stood at 16% or less of
the operating balance.

The bank loans raised have a maturity of three to four years; that is why, the operating
balance less interest expenses to debt repayment amount ratio (excluding intra-year
utilization of credit facilities and loans from the Federal Treasury Department) in each of
the analyzed periods does not exceed 1.8x.

The financial debt of the company owned by the Region and having poor financial
standing totaled RUB 1.12 bln as at end-2016. Privatization is planned for the company,
and therefore ACRA believes it unreasonable to include its debt into secondary liabilities
of the regional government at the current moment.

As at September 1, 2017, the regional government issued guarantees with respect to
debt obligations of the utilities company owned by the Region, which totaled RUB 500
min. The guarantee is due to be repaid during 2017. Financial aid to companies owned
by the Region was granted in form of equity capital injections.

There is no information available regarding material amounts of the Region’s
commercial obligations that may affect its creditworthiness. Fiscal loans restructuring
totaling RUB 167 min that took place in 2015 was not of forced nature.

According to the Region, overdue payables were insignificant as at July 1, 2017.

11
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ACRA has no information as to availability of overdue debt obligations and occurrence
of any cases of emergency aid provided from a low-level budget in order to repay loans.

High liquidity

The Murmansk Region has the right to place deposits; however, it may not do so as it
raises loans from the Federal Treasury Department.

The Region has sufficient liquidity to timely perform its expense obligations including
interest payments. In addition, free cash on budget accounts as at month start is
consistently below current months expenses, and therefore, the Region regularly
requires financing of projected cash gaps. The Region’s administration uses short-term
loans from the Federal Treasury Department and funds of autonomous and budget-
funded entities for liquidity management. As a result, the intra-year turnover of raising
and repaying debt grows and was double the amount of the total debt in 2016 (which,
however, had no effect on interest expenses owing to the utilization of the loan from
Federal Treasury Department).

Figure 10. Liquidity balance* of the Murmansk Region, RUB bin
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* Free cash available on accounts as at month start exceed budget expenses for the month.

Source: The Murmansk Region, ACRA estimates

As at the time of analysis, the agreements made as part of revolving credit lines were in
excess of the monthly expense amount of the Region'’s budget.

Issue ratings No outstanding issues have been rated.
Rating history No.
Regulatory disclosure The credit rating has been assigned under the national scale for the Russian Federation

based on the Methodology for Credit Ratings Assignment to Regional and Municipal
Authorities of the Russian Federation and the Key Concepts Used by the Analytical
Credit Rating Agency Within the Scope of Its Rating Activities.

The credit rating has been assigned to the Murmansk Region for the first time. The
credit rating and credit rating outlook are expected to be revised within 182 days
following the rating action (October 16, 2017).

The credit rating was assigned based on the data provided by the Murmansk Region,
information from publicly available sources (the Ministry of Finance, the Federal State
Statistics Service, and the Federal Tax Service), as well as ACRA’s own databases. The
credit rating is solicited, and the Murmansk Region participated in its assignment.

No material discrepancies between the data provided and the data officially disclosed
by the Murmansk Region in its financial report have been discovered.

ACRA provided no additional services to the Murmansk Region. No conflicts of interest
were discovered in the course of credit rating assignment.

12
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Appendix
Table 1. Consolidated financials of the Murmansk Region
2016 2017 2018 2019
(as assessed | (as assessed | (as assessed | (as assessed
by the by the by the by the
Region) Region) Region) Region)
GRP, RUB ml 328,292 | 390,390 413,779 411,767 431,343 449,849
GRP growth rate 7% 19% 6% 0% 5% 4%
Real GRP growth rate 1% 1%
GRP per capita, RUB 427,091 | 510,830 544,500 544,700 573,400 600,800
N .
GRP per capita (% of national average) 105% 115% 115% 107% 105% 102%
Unemployment, % 6.7% 7.8% 7.7% 7.2% 7.0% 6.9%
Unemployment (% of national average) 129% 139% 140% 131% 102% 121%
Average monthly per capita income, RUB 34,149 36,848 36,149 38,310 40,550 42,910
. o .
Average per capita income (% of national average) 123% 121% 118% 122% 123% 124%
Degree of economic diversification (estimated
value),
Largest sector/company share in GRP, estimated 13% 15% 17%
Largest taxpayer share, estimated 16% 15% 14%
Largest sector/company share in employment, 129% 129% 129%

estimated

Source: The Murmansk Region, Federal State Statistics Service, ACRA estimates

Table 2. Consolidated budget financials of the Murmansk Region, RUB min

2017 2018 2019
(as forecast by (as assessed | (as assessed by
the Region) by ACRA) ACRA)

Budget revenues 44,526 52,036 57,559 56,871 56,807 57,211
Budget expenses -52,378 | -52,895 | -53,826 -58,933 -60,111 -61,313
Tax and non-tax revenues 36,649 45,008 50,707 50,150 50,087 50,490
including:
Taxes 35,758 43,195 49,809 49,643 49,579 49,983
including:
Profit tax 11,635 17,708 22,336 21,802 21,366 21,366
Personal income tax 17,432 18,103 19,560 19,880 20,178 20,582
Commodity tax 1,190 1,335 1,715 1,480 1,480 1,480
Property tax 4,204 4,504 4,587 4,964 5,039 5,039
Other proceeds 891 1,813 897 508 508 508
Transfers 7,877 7,028 6,852 6,721 6,721 6,721
Regular income 43,610 50,168 56,622 56,363 56,300 56,703
Mandatory expenses -41,090 | -41,251 @ -43,739 -48,747 -49,721 -50,716
Operating balance 2,520 8,916 12,883 7,617 6,578 5,987
Interest expenses -968 -1,407 -942 -1,090 -927 -927
Interest income 19 21 22 5 0 0
Other expenses -3,299 -2,907 -3,079 -3,008 -3,375 -3,583
Other income 897 1,830 805 492 508 508
Capital expenses -7,021 -7.330 -6,066 -6,088 -6,088 -6,088
Capital income 1 17 110 10 0 0
Deficit/Surplus -7,852 -859 3,733 -2,062 -3,304 -4,103
Debit raising 23,591 28,612 39,666 28,438 20,444 21,744
Debt repayment -16400 | -27,681 @ -39,700 -29,885 -17,140 -17,641
Debt repayment, debt book -6,650 -6,974 -5,961 -7,261

Source: The Murmansk Region, ACRA estimates
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Table 3. Consolidated debt burden indicators of the Tambov Region, RUB min

2017 2018 2019
(as forecast (as assessed (as assessed
by the Region) by ACRA) by ACRA)

Market debt 15,480 | 13,890 | 11,000

Short-term market debt 0 0| 4100

Long-term market debt 0 0 | 6,900

Non-market debt 4,280 6,803 9,659

Issued guarantees 500 0 0

Total debt 20,260 | 20,693 | 20,659 19,213 22,516 26,619
Account balance at period end 1,055 1,141 1,768

Net debt 19,205 | 19,551 | 18,891 19,213 22,516 26,619
Relevant public sector debt

Augmented debt including public sector debt 19,205 | 19,551 | 18,891 19,213 22,516 26,619

Source: The Murmansk Region, ACRA estimates

Table 4. Consolidated key financial ratios of the Tambov Region

T B O T TN T Y

Budget ratios

Share of own revenues in the budget 85% 89% 90% 91% 88% 88%
Own revenues growth rate 8% 23% 13% -1% 0% 1%
Share of regular income in budget 98% 96% 98% 99% 99% 99%
Regular income growth rate 8% 15% 13% 0% 0% 1%
Share of tax income in regular income 82% 86% 88% 88% 88% 88%
Share of mandatory expenses in budget 78% 78% 81% 83% 83% 83%
Mandatory expenses growth rate 190% 0% 6% 11% 2% 2%
Operating balance (% of regular income) 6% 18% 23% 14% 12% 11%
Operating balance variation -90% 254% 44% -41% -14% -9%
Share of capital expenditures of the budget 13% 14% 11% 10% 10% 10%
Debt ratios

Market debt growth rate -10% -21%

Total debt growth rate 61% 2% 0% -7% 17% 18%
Share of short-term debt in market debt 37%

Debt service expenses to own revenues 2.6% 3.1% 1.9% 2.2% 1.8% 1.8%
Debt service expenses to operating balance 0.38 0.16 0.07 0.14 0.14 0.15
Debt to operating balance 8.04 232 1.60 252 342 445
Operating balance (net of interest expenses) to debt 120 180 0.94 0.95 070
due for repayment in the current period

Market debt to operating balance 6.14 1.56 0.85

Net debt to operating balance 7.62 219 1.47 252 342 445
Total debt to GRP 6.2% 5.3% 5.0% 4.7% 5.2% 5.9%
Interest expense growth rate 139% 45% -33% 16% -15% 0%

Source: The Murmansk Region, ACRA estimates
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Analytical Credit Rating Agency (ACRA) was founded in 2015, with its 27 shareholders representing major Russian corporate and financial institutions
and its authorized capital exceeding RUB 3 bn. ACRA’s main objective is to provide the Russian financial market with high-quality rating products.
Methodologies and internal documents of ACRA are developed in compliance with the 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 a 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.ru/criteria.

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

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

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

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

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