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RUSSIA

CREDIT RATINGS UNDER NEW CONDITIONS

Geopolitical tensions have made significant adjustments to the Russian rating market.
This March, ratings assigned by international credit rating agencies (ICRAs) were
downgraded several times and ultimately revoked. The adequacy of national credit
ratings is now being tested for quality.

The rating actions performed by ICRAs in February and March 2022 do not reflect
the real credit quality of Russian companies, and are instead a consequence of their
‘country ceiling/cap’ concept.

Prior to February 2022, ICRAs assessed the Russian economy as moderately stable,
noted the effectiveness of the Bank of Russia’s measures to maintain an effective
monetary policy and growth of international reserves that ensured the stability of the
budget and the ruble exchange rate. The standing of Russian corporations was also
assessed as stable.

In the concept applied by ICRAs, the sovereign rating in most cases is used as a
‘country ceiling’, i.e. it limits the credit ratings of the rated entities operating in the
respective country. Starting from March 2022, ICRAs downgraded Russia’s rating, first
from BBB to B, and then, prior to being revoked® it was set to pre-default (CC).
Consequently, the creditworthiness of all Russian companies analyzed by ICRAs
declined to pre-default in less than a complete month.

The exit of ICRAs coupled with other sanctions has made it impossible for Russian
issuers to access international financial markets.

ICRAs continued to operate in Russia until March 2022. Moody’s, S&P and Fitch
assigned credit ratings on an international scale, and at the beginning of the year they
collectively assessed about 260 Russian rated entities, of which less than 50
companies did not have national ratings in addition to international ones.

In the current environment, investors only retain access to information on the
comparative creditworthiness of issuers from national credit rating agencies (NCRAs).
In this regard, the quality of national ratings becomes critical.

NCRAs are generally reacting with restraint to the ongoing changes. In particular,
ACRA generally is not lowering credit ratings, but instead assigning certain clients
the status ‘Rating under revision’, which acts as a kind of short-term forecast of a
possible change in the rating. In the current environment, it is useful for investors to
monitor rating forecasts, and not just the ratings themselves.

In the national rating scale concept, the sovereign rating does not directly impact the
ratings of companies operating in the country because the creditworthiness of the

1 The following package of sanctions included a ban on the provision of rating services by ICRAs in Russia and requirements for the withdrawal of
all existing ratings, including the sovereign rating.
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sovereign government is set at AAA(RU), based on which the credit quality of other
rated entities is ranked.

According to statistics published by NCRAs, since the end of February 2022, about 100
rating actions have been taken on national scales, with the largest number of
downgrades by Expert RA. ACRA generally assigns the ‘Rating under revision:
developing’ status, which implies the possibility of different rating movements: the
rating may stay unchanged, be upgraded or downgraded. (see Table 1).

Table 1. Rating actions taken by NCRAs since February 20222

RATING ACTION ACRA EXPERT RA NCR NRA
Upgrade 2 3 2 0
Downgrade 1 19 0 0
Outlook change to Positive

;i . - . 1 1 0 0

(including assignment of Positive status)

Outlook change to Developing

;i . - . 9 1 2 0

(including assignment of Developing status)

Outlook change to Negative

; . ; . 1 2 0 0

(including assignment of Negative status)

Withdrawal at the request of rated entity 6 15 3 0

Assignment 12 11 1 5
TOTAL RATING ACTIONS 32 52 8 5
GROSS PORTFOLIO OF CREDIT RATINGS 297 464 56 39

Note: data is valid as of May 31, 2022.
Sources: ACRA, Expert RA, NCR, NRA

The amount of statistics available for ACRA and Expert RA allows us to compare the
dynamics of the aggregate assessment of rated entities’ creditworthiness by agencies
based on the rating actions index. The index presented in the figure below reflects the
accumulated difference between the number of positive and negative rating actions
in the total number of CRA ratings. The index is calculated monthly; the starting point
for the calculations is the beginning of 2020.

2 On the national scale for the Russian Federation, excluding issue credit ratings.
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Figure 1. Rating actions index for ACRA and Expert RA
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Source: ACRA

ACRA takes a balanced approach to credit rating movements, given that the
geopolitical situation affects rated entities in different ways. In the perception of
external shocks, different sectors demonstrate different time lags and sensitivities.

To reflect ACRA’s expectations about the future creditworthiness of rated entities,
the structure of the Agency’s rating analysis includes two mutually exclusive® types
of outlooks.

A credit rating outlook: this is ACRA’s opinion on a probable change in the credit
rating within a certain time interval (generally, 12 to 18 months). According to
the statistics accumulated by ACRA, the ratings of 80% of rated entities with
a Stable outlook assigned by the Agency remained unchanged, and about
70%/25% of rated entities with a Positive/Negative outlook were
upgraded/downgraded within 18 months from the assignment date.

The ‘Rating under revision’ status (aka ‘Watch’ in the international practice) is,
in fact, a short-term outlook of a likely change in the rating on a 90-180-day
horizon. This status is assigned based on short- or medium-term trends that can
affect the creditworthiness of a rating entity. Unlike the outlook, the status does
not have a ‘Stable’ category.

3 No credit rating outlook is determined if a rating status is assigned. For details, see the
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The Analytical Credit Rating Agency (ACRA) was founded in 2015, with its 27 shareholders representing major Russian corporate and financial
institutions and its authorized capital exceeding RUB 3 bin. ACRA’s main objective is to provide the Russian financial market with high-quality rating
products. Methodologies and internal documents of ACRA are developed in compliance with Russian legislation and with regard to global rating
industry best practices.

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

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

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

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

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

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

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

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

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

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

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