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Rating Action Overview
- The parent of Natsionalna Elektricheska Kompania (NEK), Bulgarian Energy Holding (BEH) has
accumulated a track record of improving operating performance and risk management, and we
estimate consolidated EBITDA will exceed Bulgarian lev (BGN) 2 billion (about €1.1 billion) in
2021 and BGN1.4 billion-BGN1.5 billion thereafter.
- We expect NEK's stand-alone performance to remain healthy, thanks to regulatory coverage of
its public policy mandate and electricity market liberalization in Bulgaria, with legacy debt
being the key factor keeping projected funds from operations (FFO) to debt below 12%.
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- We are therefore raising the rating on NEK to 'BB-' from 'B+'.
- The stable outlook reflects our expectation that after record, strong credit metrics of 2021, the
group's FFO to debt will stabilize at about 20%, and debt to EBITDA at about 4x, with risk
management and liquidity remaining prudent and spending on any new large projects offset
with state support.

Rating Action Rationale
The upgrade reflects ongoing improvements in the group's credit quality We believe that BEH
has accumulated a track record of healthy operating performance. Under very favorable electricity
market conditions in 2021, we expect the group's consolidated EBITDA to exceed BGN2.1 billion
(€1.1 billion) and FFO to debt to be 25%-30%. Assuming normalized electricity prices and volumes
in 2022-2023, we expect consolidated EBITDA to stabilize at BGN1.4 billion-BGN1.5 billion, with
FFO to debt at about 20% and debt to EBITDA at about 4x. After commissioning the BGN2.5 billion
(€1.3 billion) Balkan Stream gas pipeline in 2021, we expect BEH's capital expenditure (capex) to
reduce to BGN600 million-BGN700 million annually, leading to positive free operating cash flow
(FOCF). We believe the group's track record of strategic direction and risk management has been
improving, and liquidity has stabilized after a successful €600 million Eurobond issue earlier this
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year.
We expect NEK's stand-alone performance to be healthy, with credit metrics constrained by
legacy debt. We expect NEK to generate record high EBITDA in 2021, thanks to a combination of
high electricity prices and favorable hydrological conditions. Even assuming normalized market
prices and generation volumes close to historical levels, we expect NEK's EBITDA to stabilize at a
healthy BGN220 million-BGN250 million, which alongside low capex needs results in positive
FOCF and gradual debt reduction. NEK benefits from the liberalization of Bulgaria's electricity
sector, which reduces its public policy mandate and leaves a higher share of low-cost hydropower
available for profitable free market sales. Although Bulgaria's electricity regulations remain
somewhat politicized and unpredictable, the track record shows that payments from the Security
of Electricity Supply Fund have broadly covered the difference between regulated electricity prices
and NEK's high electricity procurement costs. Also, NEK benefits from the recent increase in
regulated prices to BGN108.37 per megawatt hour (/MWh) from BGN92.93.
Nevertheless, NEK remains relatively small and highly leveraged. NEK is still vulnerable to
volatile power prices and hydrological conditions, and is relatively small compared with other
rated European utilities. In addition, NEK's debt remains high, reflecting historical tariff deficits
and litigation. Given the size of this debt (BGN3.7 billion on June 30, 2021), we don't expect NEK to
deleverage quickly. We recognize that almost all NEK's debt is to its parent BEH and to the
government of Bulgaria (BGN2.6 billion and BGN1 billion, respectively of BGN3.6 billion total debt
on June 30, 2021), which are unlikely to trigger a default, and NEK's debt to banks is limited (only
BGN8.5 million on June 30, 2021). Also, we believe that the ongoing extension of NEK's short-term
loans to its parent BEH supports the company's liquidity. As a result, we continue to assess NEK's
stand-alone credit quality at 'b'.
The rating on NEK continues to depend on BEH's credit quality. We view NEK as a highly
strategic subsidiary (from strategically important before) of BEH, given the former's very
important role in Bulgaria's energy system as a hydropower producer and supplier of last resort
and public supplier of electricity, as well as NEK's transformation from a loss-making operation
historically to a contributor of 14%-20% of BEH's EBITDA. Despite robust ongoing profitability,
NEK has large legacy debt and therefore higher leverage than BEH. In 2022-2023, we expect NEK's
FFO to debt to be 6%-8%, compared with more than 20% for BEH. Our rating on NEK therefore
includes two notches uplift for parental support above our 'b' assessment of NEK's credit quality
and is capped one notch below our 'bb' assessment of BEH's group credit profile.

Outlook
The stable outlook reflects our view that our rating on NEK will continue to depend on BEH's credit
quality, due to the strong ties between the subsidiary and the parent and a two-notch differential
between the rating and our assessment of NEK's stand-alone credit profile at 'b'.
We expect BEH's performance to remain profitable as regulation and liberalized markets mature.
We anticipate that the group's FFO to debt will not fall materially below 20%, debt to EBITDA will
not increase materially above 4x, capex and financial policy will be prudent (with no new large
debt-financed projects), and liquidity will remain adequate.
In addition, we expect that NEK's stand-alone performance will remain robust, thanks to resilient
EBITDA, ongoing tariff deficits being covered by the Security of Electricity Supply Fund, positive
FOCF, and manageable liquidity, with most debt being to the parent and the government. After
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record-high 2021 metrics, we expect NEK's FFO to debt to stabilize at 6%-8%.

Downside scenario
We would likely lower the rating on NEK if BEH's credit quality deteriorates below 'bb', which could
happen if the group's FFO to debt falls and stays materially below 20%, and debt to EBITDA
increases and stays materially above 4x, or if the group's liquidity is stretched. In turn, this could
stem from large debt-financed capex at the group level that is not offset with government or EU
support. We could also lower the rating if NEK's liquidity pressures increase significantly, which is
unlikely in the near term, given recent improvements in the performance of NEK and its parent,
supported by regulatory changes and refinancing.

Upside scenario
Given the recent upgrade and metrics improvement being already captured in our base case,
ratings upside is currently remote. In the longer term, we could consider a positive rating action if
NEK's stand-alone credit profile improved to 'bb'. We believe such a significant improvement
would likely take time and could stem from the combination of NEK strengthening its business
profile and reducing debt, such as through resolution of historical tariff deficits or conversion of
loans from the parent and government into equity. Rating upside could be supported by the
group's credit profile improving to 'bb+', reflecting a sovereign upgrade, greater stability of the
group's profitability, and deleveraging at the group level.

Company Description
NEK is a Bulgarian electricity producer with 2.7 gigawatts (GW) of installed capacity at 31
hydropower stations and pump storage plants. In 2020, it generated 5.8% of Bulgaria's total
electricity production. Also, NEK has an important role as a public supplier to protected customers
in Bulgaria. The company's S&P Global Ratings-adjusted EBITDA was BGN236.7 million as of
2020.
NEK is 100% owned by BEH, Bulgaria's vertically integrated energy holding company, which itself
is fully owned by the Bulgarian government through the Ministry of Energy. BEH controls
electricity generation assets with 6.3GW of total installed capacity (in addition to NEK's
hydropower, this includes nuclear and thermal power plants), as well as coal mining, the
electricity system operator, and gas transmission and distribution assets in the country. In 2020,
BEH's EBITDA, as adjusted by S&P Global Ratings, was BGN907.6 million.

Our Base-Case Scenario
Assumptions
- Real GDP growth in Bulgaria of 3.9% in 2021 and 4.3% in 2022. Consumer price index of 3.6% in
2021 and 2.4% in 2022.
- Unregulated electricity prices in Bulgaria stabilizing closer to historical levels after the 2021
hike; regulated prices at BGN108/MWh as per the latest regulatory decision.
- The difference between regulated electricity prices and NEK's costs of electricity purchases

www.spglobal.com/ratingsdirect

December 20, 2021

3

Research Update: Bulgaria-Based Natsionalna Elektricheska Kompania Upgraded To ‘BB-‘ On Performance Track Record; Outlook Stable

from regulated producers and under legacy power purchase agreements to be fully covered by
the Security of Electricity Supply Fund.
- NEK's generation volumes at 4 terrawatt hours (TWh) in 2021, thanks to record high hydro
levels, and stabilizing at about 2.5 TWh thereafter, closer to historical levels.
- Annual capex of BGN40 million-BGN50 million, and no large debt-funded capex projects.
- Continued treatment of a BGN1 billion loan obtained from the government in December 2016
and maturing in December 2023 as debt rather than equity, in line with our criteria.
- Government's eventual restructuring of NEK's historical tariff deficit (estimated by the World
Bank at about BGN1.9 billion) via bonds issued through the Security of Electricity Supply Fund
in 2023-2024. However, because the plan is long term and will depend on execution, necessary
approvals, and the market situation at the time, we don't include it in our base case at this
stage.
- Ongoing support from BEH, such as flexibility to renegotiate the terms of the loans from the
parent if needed.

Key metrics
- S&P Global Ratings-adjusted EBITDA of BGN480 million-BGN540 million in 2021, stabilizing at
BGN220 million-BGN250 million from 2022.
- FFO to debt stabilizing at 6%-8% in 2022-2023, after a record 13%-18% in 2021.
- Positive FOCF.

Liquidity
We view NEK's liquidity as less than adequate due to high short-term debt. This assessment also
recognizes NEK's status as a highly strategic part of BEH group. Technically, the ratio of
committed liquidity sources to liquidity needs was 0.3x on Sept. 30, 2021. Still, NEK's external
debt is minimal, and most of its debt is to its parent BEH and the government. We understand that
NEK has recently extended one of its short-term loans to BEH to seven years and is in the process
of extending the remaining one. The first refinancing would bring the ratio of liquidity sources to
liquidity needs to about 0.4x, and ongoing extension of the second BEH loan will bring NEK's
short-term debt to minimal levels, leading to a very comfortable ratio of liquidity sources to
liquidity needs.
As of Sept. 30, 2021, NEK's liquidity sources for the subsequent 12 months include:
- Cash and cash equivalents of BGN440 million.
- Cash FFO of BGN200 million-BGN250 million.
Principal liquidity uses for the same period:
- Debt maturities of BGN2.55 billion, of which BGN1.0 billion comprises the loan BEH extended in
the fourth quarter of 2021 to seven years; the remaining BGN1.55 billion loan from BEH is being
extended to 10 years.
- Maintenance capex of about BGN10 million.
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Ratings Score Snapshot
Issuer Credit Rating: BB-/Outlook/Stable
Business risk:
- Country risk: Moderately high
- Industry risk: Low
- Competitive position: Weak
Financial risk: Highly leveraged
- Cash flow/Leverage: Highly leveraged
Anchor: b
Modifiers
- Diversification/Portfolio effect: neutral (no impact)
- Capital structure: neutral (no impact)
- Financial policy: neutral (no impact)
- Liquidity: less than adequate (no impact)
- Management and governance: fair (no impact)
- Comparable rating analysis: neutral (no impact)
Stand-alone credit profile: b
- Group credit profile: bb
- Entity status within group: highly strategic (+2 notches)

ESG credit indicators: E-2 S-2 G-4
We have changed our governance credit indicator to G-4 from G-5 because the company and the
group have accumulated a track record of improving risk management, culture, oversight.

Related Criteria
- General Criteria: Environmental, Social, And Governance Principles In Credit Ratings, Oct. 10,
2021
- General Criteria: Group Rating Methodology, July 1, 2019
- Criteria | Corporates | General: Corporate Methodology: Ratios And Adjustments, April 1, 2019
- General Criteria: Rating Government-Related Entities: Methodology And Assumptions, March
25, 2015
- Criteria | Corporates | General: Methodology And Assumptions: Liquidity Descriptors For Global
Corporate Issuers, Dec. 16, 2014
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- Criteria | Corporates | Industrials: Key Credit Factors For The Unregulated Power And Gas
Industry, March 28, 2014
- Criteria | Corporates | General: Corporate Methodology, Nov. 19, 2013
- General Criteria: Methodology: Industry Risk, Nov. 19, 2013
- General Criteria: Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013
- Criteria | Corporates | Utilities: Key Credit Factors For The Regulated Utilities Industry, Nov. 19,
2013
- General Criteria: Methodology: Management And Governance Credit Factors For Corporate
Entities, Nov. 13, 2012
- General Criteria: Principles Of Credit Ratings, Feb. 16, 2011
- General Criteria: Stand-Alone Credit Profiles: One Component Of A Rating, Oct. 1, 2010

Ratings List
Upgraded
To

From

Natsionalna Elektricheska Kompania EAD
Issuer Credit Rating BB-/Stable/-- B+/Stable/--

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further information. A description of each of
S&P Global Ratings' rating categories is contained in "S&P Global Ratings Definitions" at
https://www.standardandpoors.com/en_US/web/guest/article/-/view/sourceId/504352 Complete ratings
information is available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating
action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search
box located in the left column. Alternatively, call one of the following S&P Global Ratings numbers: Client Support
Europe (44) 20-7176-7176; London Press Office (44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49)
69-33-999-225; Stockholm (46) 8-440-5914; or Moscow 7 (495) 783-4009.

www.spglobal.com/ratingsdirect

December 20, 2021

6

Research Update: Bulgaria-Based Natsionalna Elektricheska Kompania Upgraded To ‘BB-‘ On Performance Track Record; Outlook Stable

Copyright © 2021 by Standard & Poor’s Financial Services LLC. All rights reserved.
No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any
part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or
retrieval system, without the prior written permission of Standard & Poor’s Financial Services LLC or its affiliates (collectively, S&P). The
Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers,
shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the
Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results
obtained from the use of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an “as is”
basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT
THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE
CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive,
special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and
opportunity costs or losses caused by negligence) in connection with any use of the Content even if advised of the possibility of such
damages.
Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are
expressed and not statements of fact. S&P’s opinions, analyses and rating acknowledgment decisions (described below) are not
recommendations to purchase, hold, or sell any securities or to make any investment decisions, and do not address the suitability of any
security. S&P assumes no obligation to update the Content following publication in any form or format. The Content should not be relied on
and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While
S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due
diligence or independent verification of any information it receives. Rating-related publications may be published for a variety of reasons
that are not necessarily dependent on action by rating committees, including, but not limited to, the publication of a periodic update on a
credit rating and related analyses.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for
certain regulatory purposes, S&P reserves the right to assign, withdraw or suspend such acknowledgment at any time and in its sole
discretion. S&P Parties disclaim any duty whatsoever arising out of the assignment, withdrawal or suspension of an acknowledgment as
well as any liability for any damage alleged to have been suffered on account thereof.
S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their
respective activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P
has established policies and procedures to maintain the confidentiality of certain non-public information received in connection with each
analytical process.
S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors.
S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,
www.standardandpoors.com (free of charge), and www.ratingsdirect.com (subscription), and may be distributed through other means,
including via S&P publications and third-party redistributors. Additional information about our ratings fees is available at
www.standardandpoors.com/usratingsfees.
STANDARD & POOR’S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC.

www.spglobal.com/ratingsdirect

December 20, 2021

7

