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Bulgarian Energy Holding EAD
Update to credit analysis

Summary
Bulgarian Energy Holding EAD's (BEH) credit quality reflects its improved earnings from the
liberalised electricity market, supported by the high share of largely fixed-cost, low-carbon
hydro and nuclear generation that is benefiting from the currently high market prices; and
the significant EBITDA contribution from regulated energy infrastructure. Robust earnings
underpin BEH's good leverage metrics, in combination with generally moderate capital
spending, notwithstanding a temporary peak in 2020-21 because of gas infrastructure build-
out; and a track record of low dividend payouts, ending in May 2022 when BEH paid out
BGN191 million on the back of a record net income of BGN1.3 billion in 2021.

The group's credit quality is constrained by its volatile earnings and, consequently, low
cash flow visibility because of an unsettled regulatory regime; uncertainties with regard to
the implementation of the full liberalisation of the Bulgarian electricity market; and weak
liquidity management, because BEH relies almost exclusively on internally generated cash
flow.

BEH's credit quality incorporates our view of its standalone creditworthiness (Baseline
Credit Assessment [BCA]) of b1; the likelihood of high support from its 100% owner, the
Government of Bulgaria (Baa1 stable), in the event of financial distress, given its strategic
importance to the country; and high default dependence between the company and the
government. At the same time, the company remains exposed to political interference,
illustrated by the recent cash extractions by the government to fund energy subsidies, and
regulatory risk.

Exhibit 1
Funds from operations (FFO)/debt metrics will likely remain comfortably above guidance through 2023,
driven by high power prices, normalising capital spending and, beginning in 2021, the exclusion of nuclear
liabilities from our debt calculation
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[1] All ratios are based on adjusted financial data and incorporate Moody's Global Standard Adjustments for non-financial
corporations. [2] Forecasts represent Moody's forward view, not the view of the issuer.
Sources: Company and Moody's Financial Metrics™

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1314286
https://www.moodys.com/credit-ratings/Bulgarian-Energy-Holding-EAD-credit-rating-824991411
https://www.moodys.com/credit-ratings/Bulgaria-Government-of-credit-rating-126630
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Credit strengths

» Earnings growth from increased sales of competitively priced power in the profitable unregulated market

» Improved earnings in the regulated electricity market, on the back of reforms and price decisions more closely aligned to actual
costs

» Ownership of strategic energy infrastructure, which generates regulated earnings

» Low exposure to gas supply disruption because of the absence of gas-fired power plants and gas retail supply operations

» The government as a 100% owner, which provides a credit uplift

Credit challenges

» Limited earnings visibility as a result of evolving energy markets and short regulatory periods

» Recent sizeable cash extractions by the government to fund domestic energy cost subsidies, leading to a reduced liquidity buffer

» Liquidity management fully reliant on internal cash flow generation, thus exposing BEH to market disruption risk

Rating outlook
The rating outlook is stable, reflecting our view that BEH generally benefits from the liberalisation of Bulgaria’s wholesale energy
markets, reflected in its improved credit quality, expressed in its b1 BCA. These benefits are partly offset by the uncertainties with
regard to the implementation timeline and the eventual design of the fully liberalised markets in which BEH operates. We expect the
company to maintain funds from operations (FFO)/debt in the high teens in percentage terms on a sustained basis, commensurate
with its BCA. A one-notch downgrade or upgrade of the BCA may not necessarily result in a change in the final rating.

Factors that could lead to an upgrade
We could upgrade the rating if the market liberalisation process is completed and it remains beneficial for BEH; and the credit quality
of and our expectation of support from the Government of Bulgaria remain unchanged.

Factors that could lead to a downgrade
Downward pressure on the BCA could develop if BEH’s financial metrics were to remain persistently below the guidance as a result
of, but not limited to, adverse changes in the operating environment, including a significant delay in the completion of the market
liberalisation process; or negative regulatory changes, or both. Downward pressure on the final rating may develop if we were to
reassess our estimate of high support from the Bulgarian government or the government's rating were to be downgraded.

Key indicators

Exhibit 2

Bulgarian Energy Holding EAD: Despite increased capital spending over 2020-21, BEH has retained a strong financial profile, underpinned by
high earnings from the liberalised power market

Dec-17 Dec-18 Dec-19 Dec-20 Dec-21

12-18 months 

forward view

(CFO Pre-W/C + Interest) / Interest Expense 5.1x 5.2x 6.7x 4.5x 16.5x 15x - 20x

(CFO Pre-W/C) / Net Debt 30.5% 35.8% 30.4% 14.8% 138.8% >80%

RCF / Net Debt 30.5% 34.3% 30.4% 14.8% 138.8% >70%

(CFO Pre-W/C) / Debt 19.8% 21.4% 21.6% 11.6% 51.8% 45% - 55%

All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations
Source: Moody's Financial Metrics™

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the issuer/deal page on https://ratings.moodys.com for the
most updated credit rating action information and rating history.
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Profile
Bulgarian Energy Holding EAD (BEH) is the holding company of the incumbent 100% state-owned electricity and gas utility group in
Bulgaria. Through its subsidiaries, BEH owns more than 50% of the electricity generation capacity in Bulgaria. In 2021, it generated 26.1
terawatt-hours (TWh) of electricity, representing around 54% of the total gross domestic generation.

The generation subsidiaries include NPP Kozloduy EAD (NPP, a nuclear power plant with an installed capacity of 2,000 megawatts
[MW]); Nationalna Elektricheska Kompania EAD (NEK), with 2,713 MW of hydro capacity; and TPP Maritsa East 2 EAD (TPP ME2), a
1,620-MW lignite plant with an adjacent mine (Mini Maritsa Iztok EAD [MMI]), also owned by BEH. NEK is also the sole public supplier
in the regulated power market.

Transmission grids in Bulgaria are also owned and operated by BEH's subsidiaries, with Electricity System Operator EAD (ESO) being
in charge of the high-voltage electricity network and its sister company Bulgartransgaz EAD (BTGaz) managing the gas transmission
and transit networks. Bulgargaz EAD (Bgaz) is the regulated public wholesale gas supplier. In 2021, the BEH Group reported BGN2,323
million (about €1,187 million) of EBITDA.

Exhibit 3

In 2021, high power prices were the key earnings driver for BEH, reflected in the substantial EBITDA increases for low-cost hydro and
nuclear producers NEK and NPP

-300

-100

100

300

500

700

900

1,100

1,300

2019 2020 2021 2019 2020 2021 2019 2020 2021 2019 2020 2021 2019 2020 2021 2019 2020 2021 2019 2020 2021

NEK NPP TPP MMI ESO Bgaz BTGaz

B
G

N
 m

il
li
o

n

EBITDA

EBITDA as reported by BEH's subsidiaries before consolidation.
Sources: Company and Moody's Investors Service

Detailed credit considerations
Full liberalisation of the wholesale electricity market will benefit BEH's earnings, but the legal framework is yet to be
implemented
The liberalisation process of the electricity market in Bulgaria started in 2004, and its evolution is mainly based on a concept advised
by the World Bank to the Bulgarian government in 2016. While a full liberalisation of the wholesale market was planned to be achieved
by the end of June 2021, necessary amendments to the Energy Act were held up by subsequent inconclusive elections last year that
only allowed the formation of a government in late 2021. We expect further delays following a vote of no confidence in the prime
minister in June 2022 because of high uncertainty about the appointment of a caretaker government in the beginning of August,
otherwise new elections will be held in October. The retail market is planned to be fully liberalised by the end of 2025. In 2021, the
regulated market comprised about 31% of the end-user volume (compared with 38% in 2020).
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Exhibit 4

The current design of the regulated electricity market in Bulgaria: BEH Group companies occupy key positions

Entities in red are the fully consolidated subsidiaries of BEH. In the current regulatory period 2022-23, TPP Maritsa 2 is not meant to contribute electricity to the regulated market but may
be called upon by the order of Minister of energy.
Sources: Company and Moody's Investors Service

Under the existing framework, the sales prices in the regulated market from generation to end-supply to households are annually
determined by the regulatory authority, the Energy and Water Regulatory Commission (EWRC). The required volume is based on the
EWRC's demand forecast and is generated from three sources: firstly, two long-term power purchase agreements (PPAs) with privately
owned thermal plants AES-3C and ContourGlobal; secondly, small (below 500 kilowatt) renewable installations and highly efficient
cogeneration plants, which are legally entitled to offtake at feed-in tariffs; and thirdly, the so-called quota producers, which provide the
required volume to balance the gap between demand and supply from the first two sources.

The main quota producers are BEH companies, namely NEK, NPP and, until 30 June 2022, TPP ME2, to whom the EWRC assigns fixed
generation volumes for the respective next one-year regulatory period between 1 July and 30 June. NEK's role as the public supplier (PS)
causes a structural deficit for the company because the weighted-average offtake price paid to the power generators is significantly
above the selling price charged to end-customer suppliers. Additionally, NEK faces a volume risk. The resulting deficit is covered by
monthly payments from the Security of the Electricity System Fund (SESF) to NEK.

The liberalisation of the retail market has progressed with only households remaining eligible for regulated prices from 30 June
2021, whereas low-voltage commercial clients had to switch to the free market or, failing to choose a supplier, were assigned to the
responsible supplier of last resort. The migration of households to the liberalised market is planned to happen in two steps in 2023 and
2025.

The SESF is funded among others by 5% of electricity generators' sales revenue, 5% of transmission system operators' (TSOs) access
and transmission revenue, sales of Bulgarian Governments' EU ETS allowances, 5% sales revenue of imported electricity, and Obligation
to Society (OBS) fees. OBS fees are paid by end-customers and cover expenditure from public service obligations. The SESF revenue
has usually been higher than its payments. However, because of a support scheme initiated by the Bulgarian government to mitigate
the effects of rising energy prices for household (for gas and heating) and non-household (for electricity) customers, which has been
partly funded by the SESF, the fund went into a deficit as of Q1 2022, but has been compensated by payments from the BEH Group
(see “BEH'S leverage metrics will likely remain strong...” for details).

Achieving full market liberalisation will be credit positive for BEH, because its low variable cost and low carbon power-generating
subsidiaries NPP and NEK will be able to sell their entire output in the more lucrative unregulated market. Because a liberalised market
also implies the termination of the public supplier role, NEK will not remain exposed to an unsettled, although improved, regulatory
regime. Moreover, we expect NEK's accumulated tariff deficit, which is currently financed by debt at BEH's parent company level, to be
resolved as a consequence of abolishing the public supplier role.
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With its low-cost generation mix, BEH is favourably positioned to benefit from market liberalisation and integration, but
earnings visibility remains low

Exhibit 5

BEH's power generation is dominated by clean and low-cost nuclear and hydro plants
BEH's gross generation by type of plant
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The liberalised market, which serves commercial and industrial end-consumers, and electricity traders, comprised around 69% of the
gross consumption volume in 2021 and is likely to retain a comparable share this year. Electricity consumption has been relatively
stable, with an around 4% increase in 2021 from 2020, which was marked by the coronavirus pandemic.

Electricity trading in the day-ahead and intraday markets, and bilateral over-the-counter transactions are handled by the Independent
Bulgarian Energy Exchange (IBEX), which, as the nominated electricity market operator (NEMO), is also instrumental for cross-border
wholesale trading integration (market coupling) with Bulgaria's neighbours, which also expands BEH's trading options. In 2021, day-
ahead market coupling commenced with Greece and Romania, and intraday coupling will likely start with Greece in late 2022, enabling
indirect access to Italy as well.

Bulgaria is a net electricity exporter, with annual net exports in 2021 of roughly 8.8 TWh (compared with 3.4 TWh in 2020) and
volumes depending on foreign demand and hydrology levels. The year-over-year increase in 2021 was because of a recovery in demand,
as well as the market coupling with Greece and Romania. BEH's high share (77% in 2021) of generation from low-cost nuclear and
hydropower plants places it favourably to serve higher-priced markets, such as Romania, Serbia, North Macedonia and Greece, because
of sufficient interconnections. By coupling the Bulgarian market with its EU neighbours Greece and Romania, Bulgarian prices have
been converging upward, towards the levels of its higher-price trading partners.

Exhibit 6

Bulgarian power prices are generally competitive compared with those of its market coupling partners, indicating export opportunities
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While we generally expect BEH to benefit from export opportunities, which will increase once the regulated wholesale market is
terminated, and assumed higher domestic prices, earnings visibility remains low. This is because IBEX still lacks the depth and liquidity
of the more established European markets; the group's nuclear and hydro generation has a fixed-cost base and, therefore, is fully
exposed to power price volatility; and there are very limited opportunities to hedge the company's price exposure (trade volumes of
Bulgarian electricity futures on the European Energy Exchange are low and long-term PPAs are less common).

BEH's gas supply business benefits from its dominant market position, with likely limited effect on its earnings from the
cessation of Russian gas imports
Demand for gas in Bulgaria amounted to 34.3 TWh in 2021, of which around 52% stems in roughly equal shares from the energy
(mostly district heating) and chemicals sectors, while households only account for 3%-4% (because of a weakly developed distribution
grid).

As Bulgaria has hardly any domestic gas resources, the country's gas demand has historically been fully covered by a 3 billion cubic
metre (bcm) long-term procurement agreement with Russia (Gazprom Export LLC), with prices linked mostly to European gas hub
prices. The agreement was scheduled to end in November 2022. While the contract is still active, gas deliveries have effectively been
suspended since the end of April 2022 when Bgaz, as the monopolist importer of gas, refused to comply with the new payment terms1.
The dependence on Russian supplies was somewhat reduced from 2021 when gas deliveries under a long-term 1 bcm per annum supply
contract with Azerbaijan Gas Supply Company Ltd. started, although actual flows in 2021 only amounted to 0.3 bcm, given the delay
in the completion of a new interconnector between Greece and Bulgaria (the IGB project, see below “BEH's leverage metrics will likely
remain strong...”). The full substitution of Russian gas will be difficult for Bulgaria to achieve in the coming winter season as the gap
needs to be filled with additional Azeri supplies and liquefied natural gas (LNG) to be delivered through Turkiye or Greece, where BTGaz
holds a 20% share in a new LNG terminal project in Alexandropoulis, which is scheduled to be completed only by the end of 2023.

However, we view the implications of potential gas curtailments for Bgaz as limited, given the company's lack of fixed delivery
obligations; its status as the sole public gas supplier, which means that a significant share of its earnings are regulated2 under a cost-
plus approach, with regulated selling prices being set on a monthly basis by the EWRC; and its ability to pass on energy costs in the
liberalised market for industrial customers and traders. In case of gas supply reductions, Bgaz's gas supply business may shrink, but
we expect the company to be able to continue passing on gas procurement costs to its customers as the government has chosen to
support end-customers directly rather than interfering in Bgaz's operations and tariffs.

Regulated transmission grid operations underpin BEH's earnings, but transparency of the regulatory framework is limited
The EWRC as the independent regulatory authority for the electricity and gas markets in Bulgaria is also in charge of regulating BEH's
TSOs, ESO and BTGaz. Regulations for TSOs are mainly based on the principle of a rate of return on a regulated asset base (RAB) for
electricity and gas transmission. In the case of ESO, the regulatory period lasts one year, from 1 July to 30 June. Its current transmission
RAB amounts to about BGN1.4 billion and is remunerated with a return of 3%, measured by weighted average costs of capital (WACC),
which is low compared with that of its European peers.

On 1 October 2020, BTGaz entered a new five-year regulatory period with revenue cap elements, which will end on 30 September
2025. The WACC is set for the entire period at 6.69%, while BTGaz's annual RAB that was approved at about BGN3.9 billion for 2021,
significantly driven by the inclusion of assets from the Balkan Stream project (see below “BEH's leverage metrics will likely remain
strong...”). However, domestic transmission and other activities, such as gas balancing, only account for less than half (around 40% in
2021) of the company's revenue, while the larger share comes from a long-term transit agreement with Gazprom, PJSC, with volumes
destined for Serbia and Hungary through the new Balkan Stream pipeline (see below). While the terms and conditions of the transit
agreement are unknown, we deduce from similar arrangements in other markets that the income is highly certain, for example,
through a ship-or-pay clause that guarantees payments independent of the actual transit volume. BTGaz has received transit fees from
Gazprom as upfront payments until mid-2023. While gas deliveries from Gazprom to Bulgaria were suspended, transit to Serbia and
Hungary) continues.

The TSOs usually contribute at least 30% of group EBITDA each year, which is credit positive. In 2021, the contribution, while up in
absolute numbers, was only at around 23%, driven by extraordinary EBITDA contribution of low-cost power production subsidiaries.
The positive effect is partly offset by the lack of cash flow visibility because of a somewhat intransparent and evolving framework and,
for electricity, short regulatory periods. However, BTGaz and ESO are subject of discussions between the Bulgarian government and
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the European Commission in the context of the approval of Bulgaria's National Recovery and Resilience Plan (NRRP)3. The approved
NRRP envisages a separation of the two transmission grid operators from BEH Group by September 2024, although a short-term
implementation is not likely and many details are yet to be determined. The TSOs are intended to remain 100% owned by the
government. The unbundling of the TSOs from BEH Group would lead to a higher business risk profile, which is credit negative, unless it
were balanced by other factors, for example, a compensation to BEH that enables the company to strengthen its financial profile.

BEH's leverage metrics will likely remain strong despite substantial contributions to the SESF and the government budget
In 2021, BEH Group reported record EBITDA earnings of BGN2,323 million, driven by higher power price levels from mid-2021, which
benefited fixed-cost generators NPP and NEK, whose combined reported EBITDA contribution nearly trebled to BGN2.0 billion from
around BGN700 million in 2020, underpinned by higher hydro generation that was largely sold in the liberalised market. Group FFO
in 2021 quadrupled to BGN2,175 million from BGN550 million in 2020, which was marked by pandemic-related depressed economic
activity and a longer spell of low energy prices.

The high cash flow generation in 2021 supported BEH's strong consolidated leverage metrics of around 52% of FFO/debt despite the
expected rise in capital spending to BGN1.7 billion from BGN1.6 billion in 2020. Capital spending levels remained significantly above
the historical levels of BGN300 million-BGN400 million per year because of the expansion of the gas transport infrastructure, namely
the Balkan Stream and IGB projects.

Balkan Stream is a pipeline connection between Bulgaria's borders with Turkiye and Serbia that extends the national transit and
transmission grid, and was commissioned in 2021. Its role as the transit pipeline is related to the Turkish Stream project4. The project
volume of around €1.3 billion (about BGN2.5 billion) is mainly financed through bank loans. The project's income mainly results from
long-term bookings of transit capacities by shippers, but some assets will accrue to BTGaz's RAB and, thus, benefit from regulated
income.

The IGB gas pipeline project, which became operational in July 2022,5 is partly funded with a €110 million (BGN215 million) loan
facility provided by the European Investment Bank (Aaa stable) and secured with a government guarantee.

As a result, BEH's reported gross debt increased to around BGN3.9 billion at the end of 2021, compared with BGN3.3 billion at the
end of 2020. In contrast, Moody's-adjusted gross debt fell to BGN4.2 billion from more than BGN4.7 billion because of a change
in our approach with regard to the non-standard adjustment for nuclear decommissioning liabilities (BGN1.1 billion in 2020). We
have discontinued this adjustment, starting with BEH's 2021 accounts, as the calculations have been based on privately provided
information, but we continue to include nuclear liabilities in our analytical assessment of BEH's credit quality.

Over the next 12-18 months through the end of 2023, we expect a moderate decline in leverage metrics, expressed as FFO/debt, driven
by a significant decrease in capital spending to below BGN1 billion per year, following the completion of the gas infrastructure projects
but offset by lower FFO from generation, assuming a decline in the current wholesale prices, and cash outflow related to the current
energy crisis. The Bulgarian government started to react to higher electricity and gas price levels in November 2021 by decreeing
support measures benefiting non-household consumers (household prices are regulated), as well as electricity network operators for
their technical grid losses in the regulatory period of 2021-22, through subsidies.

The compensation scheme, which ran through the end of June 2022 and was repeatedly amended to reflect market price levels, was
designed to cap electricity costs by reimbursing beneficiaries for costs beyond a pre-determined level (floor). Total subsidies for the
schemes described above are estimated at BGN2.9 billion and have been partly funded by the SESF, the government budget and BEH
companies, mostly NPP (BGN450 million grant paid to the government in November 2021, please see the Issuer Comment). While the
SESF, with around BGN2.2 billion, has the highest share of funding, the unplanned payouts led to a deficit for SESF in early 2022, and
BEH companies, on behest of the government, have funded the shortfalls by making advance payments on their contributions to the
SESF for H2 2022 of around BGN200 million. On July 13, the outgoing prime minister Petkov announced another BGN456 million cash
contribution from BEH Group.

Given BEH's strong earnings and cash flow founded in the high energy prices, the government in 2022 thus has deviated from its policy
of minimal cash extractions. Beyond the payments described above, in April 2022, the Counsel of Ministers decreed the prepayment of
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a €601 million state loan extended to NEK in 2016, due in December 20236, and a BGN191 million dividend payment was made in May
2022.

In the light of BEH's strong cash generation, robust credit metrics and significant capacity under its bond covenants (debt/EBITDA
of 0.39x versus the threshold of 4.5x, measured as of 31 December 2021), we regard the company's financial profile as very solid. In
the context of the November contribution from NPP, the government then in power also committed to offsetting the payment by
moderating future dividend demands. While we expect the said commitment only to be honoured over the next 3-5 years, continued
extractions of significant cash amounts by the Bulgarian government that would lead to a significant weakening of leverage metrics or
to severe pressure on the financial covenants, would be credit negative.

ESG considerations
BULGARIAN ENERGY HOLDING EAD's ESG Credit Impact Score is Moderately Negative CIS-3

Exhibit 7

ESG Credit Impact Score

Source: Moody's Investors Service

BEH's ESG Credit Impact Score is moderately negative (CIS-3), indicating that its environmental, social risk and governance (ESG)
attributes have a limited impact on its current rating with potential for future negative impact. Its score reflects moderately negative
ESG risks. The effect of ESG risks on the rating is mitigated by our expectation that its government shareholder would support the
company, if necessary.

Exhibit 8

ESG Issuer Profile Scores

Source: Moody's Investors Service

Environmental
BEH's moderately negative environmental risk (E-3 issuer profile score) reflects the company's generation mix consisting of nuclear,
hydro and lignite plants, which are exposed to risks arising from nuclear waste disposal obligations, climate-related hydro volatility
and tightening carbon emission policies, respectively. Mitigants include regular cash contributions to a special nuclear waste disposal
fund, which limits the risk of sudden large payments; the moderate dependence of earnings on hydro generation; and the lignite plant's
technical flexibility, which allows it to operate predominantly at peak hours. The group's gas and electricity transmission grid assets are
exposed to physical climate risk, such as damage from storms, because the electricity grid assets are mostly above ground.
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Social
BEH's moderately negative social risk (S-3 issuer profile score) reflects the risks related to employees' health and safety, mostly through
its mining operations, as well as public safety concerns stemming from its nuclear plant operations, both of which are mitigated by the
company's long track record of operating these assets without negative incidents and, in the case of the nuclear plant, regular overhauls
to ensure compliance with global safety standards.

Governance
BEH's moderately negative governance risk (G-3 issuer profile score) reflects our view of a lack of independent decision-making, given
BEH's status as a fully state-owned company, though a reform to the Public Enterprise Act in October 2019 has introduced stricter rules
on good governance and transparency for publicly owned companies. Furthermore, the company has been displaying weaknesses in the
quality of its reporting, reflected in perennial qualified audit opinions. These factors are balanced by a conservative financial policy with
solid leverage metrics, underpinned by low dividend demands from the shareholder.

ESG Issuer Profile Scores and Credit Impact Scores for the rated entity/transaction are available on www.moodys.com. To view the
latest scores, please click here to go to the landing page for the entity/transaction on MDC and view the ESG Scores section.

Government support considerations
BEH falls under our Government-related Issuer methodology, given its 100% ownership by the Bulgarian government, and there
is no indication of a planned full or partial privatisation. Consequently, the Ba1 rating incorporates the company's full ownership
by the Bulgarian government, and the high likelihood of extraordinary support from the government in case of financial distress
at the company in view of its strategic importance to the national economy (BEH owns a substantial part of the domestic energy
infrastructure, including gas and electricity transmission grids, and the nuclear power plant).

Liquidity analysis
As of the end of December 2021, BEH's available unrestricted cash and cash equivalents of around BGN2.9 billion and expected
cash flow generation were sufficient to cover the group's needs for the next 12-18 months. Group liquidity is managed at the parent
company level through intercompany loans, the centralised purchase of carbon allowances on behalf of TPP ME2 with deferred
repayment terms and, on occasion, the purchase of subsidiaries' trade receivables.

BEH only maintains some small bilateral bank lines for working capital purposes at the subsidiary level (BTGaz and Bgaz). Thus, the
group is solely reliant on internal cash flow generation, which has been volatile in the past; external debt financing; and, to a small
degree, grants. The large gas infrastructure projects described above are mostly financed through committed debt.

The lack of significant liquidity backup facilities, which differentiates BEH from its peers, is credit negative, because in case of larger
debt refinancing requirements, the company is exposed to market disruption risk. The next large maturity is the €600 million bond due
for repayment in 2025.

Structural considerations
The rating assigned to BEH is a corporate family rating, which reflects the group's ability to honour its financial obligations as if it had a
single class of debt and a single consolidated legal structure.

BEH’s strategy is to consolidate debt at the holding company level, whose debt liabilities accounted for around 70% of total group
debt as of 31 December 2021, but the share decreases when other relevant claims are taken into account. Debt at the subsidiary level
consists predominantly of amortising loans related to capital spending of BTGaz, which all mature by 2027. The holding company's
debt service is fully reliant on dividend receipts from the operating subsidiaries and on debt service payments from related and third
parties. The dividend payments to the holding company from the subsidiaries are ensured through a required distribution of 50% of net
profit after certain allocations to retained earnings and reserves.
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Methodology and scorecard
BEH is rated in accordance with our methodologies Unregulated Utilities and Power Companies, published in May 2017, and
Government-Related Issuers Methodology, published in February 2020.

BEH’s assigned BCA is b1, six notches lower than the Baa1 forward-looking scorecard-indicated outcome. The difference is founded
in the risks and uncertainties with respect to the full liberalisation of the wholesale electricity market in Bulgaria; limited earnings
transparency, given the influence of an unsettled regulatory regime; reduced visibility around shareholder dividend and business policy,
given the unstable political environment; and wider governance issues, such as a lack of approved financial policies and recurring audit
qualifications.

Exhibit 9

Rating factors
Bulgarian Energy Holding EAD

Unregulated Utilities and Unregulated Power Companies Industry [1][2]   

Factor 1 : Scale (10%) Measure Score Measure Score

a) Scale (USD Billion) Baa Baa Baa Baa

Factor 2 : Business Profile (40%)

a) Market Diversification B B B B

b) Hedging and Integration Impact on Cash Flow Predictability B B B B

c) Market Framework & Positioning B B B B

d) Capital Requirements and Operational Performance Baa Baa Baa Baa

e) Business Mix Impact on Cash Flow Predictability Baa Baa Baa Baa

Factor 3 : Financial Policy (10%)

a) Financial Policy Baa Baa Baa Baa

Factor 4 : Leverage and Coverage (40%)

a) (CFO  Pre-W/C + Interest) / Interest (3 Year Avg) 9.0x A 15x - 20x Aa

b) (CFO  Pre-W/C) / Net Debt (3 Year Avg) 43.9% A > 80% Aa

c) RCF / Net Debt (3 Year Avg) 43.9% A > 70% Aaa

b) (CFO Pre-W/C) / Debt (3 Year Avg) NA

c) RCF / Debt (3 Year Avg) NA

Rating: 

a) Scorecard-Indicated Outcome Baa2 Baa1

Government-Related Issuer Factor

a) Baseline Credit Assessment b1

b) Government Local Currency Rating Baa1

c) Default Dependence High

d) Support High

e) Actual Rating Assigned Ba1

Current 

FY 12/31/2021

Moody's 12-18 Month Forward View

As of July 2022 [3]

[1] All ratios are based on adjusted financial data and incorporate Moody's Global Standard Adjustments for non-financial corporations.
[2] As of 12/31/2021.
[3] This represents Moody's forward view, not the view of the issuer, and unless noted in the text, does not incorporate significant acquisitions and divestitures.
Source: Moody's Financial Metrics™

Ratings

Exhibit 10

Category Moody's Rating
BULGARIAN ENERGY HOLDING EAD

Outlook Stable
Corporate Family Rating Ba1
Senior Unsecured Ba2/LGD4

Source: Moody's Investors Service
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Appendix

Exhibit 11

Peer comparison
Bulgarian Energy Holding EAD

FYE FYE FYE FYE FYE FYE FYE FYE FYE FYE FYE LTM FYE FYE LTM

Dec-19 Dec-20 Dec-21 Dec-19 Dec-20 Dec-21 Dec-18 Dec-19 Dec-20 Dec-20 Dec-21 Mar-22 Dec-20 Dec-21 Mar-22

Revenue 2,719 2,279 4,757 1,960 1,734 1,974 1,472 1,711 1,837 773 1,065 1,223 833 1,314 1,588

EBITDA 556 415 1,120 549 567 469 120 150 183 254 151 194 212 314 454

Total Assets 8,884 9,763 11,351 5,715 5,897 6,265 2,140 2,074 1,865 3,358 3,476 3,519 3,673 4,399 4,927

Net Property Plant and Equipment 6,613 7,645 8,048 4,378 4,581 4,729 1,643 1,606 1,334 2,835 2,835 2,823 2,911 2,998 3,009

Total Debt 2,123 2,424 2,154 615 654 711 800 754 690 750 802 797 1,011 960 908

Cash & Cash Equivalents 610 525 1,349 459 473 581 96 55 78 101 97 248 166 199 307

Net Debt 1,513 1,899 805 155 181 130 704 699 612 649 705 549 845 762 601

(CFO Pre-W/C + Interest) / Interest Expense 6.7x 4.5x 16.5x 19.2x 20.9x 17.8x 4.2x 6.7x 8.4x 26.6x 25.3x 29.4x 7.2x 10.6x 11.7x

FFO / Net Debt 30.4% 14.8% 138.8% 316.8% 301.6% 344.1% 12.4% 19.3% 23.8% 42.8% 31.8% 45.6% 24.0% 35.9% 52.3%

RCF / Net Debt 30.4% 14.8% 138.8% 298.5% 253.1% 257.4% 12.4% 19.3% 23.8% 22.9% 17.5% 27.3% 24.0% 35.9% 52.3%

FFO / Debt 21.6% 11.6% 51.8% 80.1% 83.5% 62.7% 10.9% 17.9% 21.1% 37.0% 27.9% 31.4% 20.1% 28.4% 34.6%

RCF / Debt 21.6% 11.6% 51.8% 75.4% 70.1% 46.9% 10.9% 17.9% 21.1% 19.8% 15.4% 18.8% 20.1% 28.4% 34.6%

Debt / Book Capitalization 29.4% 32.3% 24.1% 15.2% 15.8% 16.6% 42.3% 41.5% 43.4% 26.1% 27.4% 26.3% 33.4% 27.8% 24.5%

(in EUR million)

Bulgarian Energy Holding EAD Hrvatska Elektroprivreda d.d. Holding Slovenske elektrarne d.o.o. Latvenergo AS

Ba1 Stable Baa2 Stable Baa3 Stable Baa2 Stable

Eesti Energia AS

Baa3 Stable

All figures and ratios are calculated using Moody’s estimates and standard adjustments. FYE = Financial year-end.
Source: Moody’s Financial Metrics™

Exhibit 12

Moody's-adjusted debt breakdown
Bulgarian Energy Holding EAD

FYE FYE FYE FYE FYE

(in BGN million) Dec-17 Dec-18 Dec-19 Dec-20 Dec-21

As Reported Total Debt 2,319 2,446 2,827 3,320 3,867

Pensions 210 228 294 303 330

Leases 4 4 0 0 0

Non-Standard Public Adjustments 1,026 650 1,036 1,132 0

Moody's Adjusted Total Debt 3,559 3,328 4,157 4,755 4,196

Cash & Cash Equivalents (1,254) (1,339) (1,195) (1,031) (2,628)

Moody's Adjusted Net Debt 2,305 1,989 2,962 3,724 1,568

All figures are calculated using Moody’s estimates and standard adjustments.
Source: Moody’s Financial Metrics™

Exhibit 13

Moody's-adjusted EBITDA breakdown
Bulgarian Energy Holding EAD

FYE FYE FYE FYE FYE

(in BGN million) Dec-17 Dec-18 Dec-19 Dec-20 Dec-21

As Reported EBITDA 876 550 1,127 930 2,415

Unusual Items - Income Statement (3) 69 (11) 0 0

Pensions 3 1 32 0 0

Leases 1 1 0 0 0

Non-Standard Public Adjustments (68) (58) (60) (117) (224)

Moody's Adjusted EBITDA 809 563 5951 813 2,191

All figures are calculated using Moody’s estimates and standard adjustments.
Source: Moody’s Financial Metrics™
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Exhibit 14

Select historical Moody's-adjusted financials
Bulgarian Energy Holding EAD

FYE FYE FYE FYE FYE

(in BGN million) Dec-17 Dec-18 Dec-19 Dec-20 Dec-21

INCOME STATEMENT

Revenue 5,863 5,786 5,318 4,462 9,302

EBITDA 809 563 1,087 813 2,191

EBIT 202 (45) 506 261 1,653

Interest Expense 170 169 157 158 140

Net income 80 (224) 375 118 1,359

BALANCE SHEET

Net Property Plant and Equipment 12,271 12,235 12,945 14,995 15,677

Total Assets 16,250 16,004 17,390 19,148 22,111

Total Debt 3,559 3,328 4,157 4,755 4,196

Cash & Cash Equivalents 1,254 1,339 1,195 1,031 2,628

Net Debt 2,305 1,989 2,962 3,724 1,568

Total Liabilities 7,128 6,991 8,061 9,828 9,797

CASH FLOW

Funds from Operations (FFO) 704 712 900 550 2,175

Cash Flow From Operations (CFO) 585 393 1,058 934 2,660

Dividends 30 0

Retained Cash Flow (RCF) 704 682 900 550 2,175

Capital Expenditures (282) (415) (1,070) (1,596) (1,701)

Free Cash Flow (FCF) 303 (52) (12) (663) 959

FFO / Net Debt 30.5% 35.8% 30.4% 14.8% 138.8%

RCF / Net Debt 30.5% 34.3% 30.4% 14.8% 138.8%

FCF / Net Debt 13.2% -2.6% -0.4% -17.8% 61.2%

FFO / Debt 19.8% 21.4% 21.6% 11.6% 51.8%

RCF / Debt 19.8% 20.5% 21.6% 11.6% 51.8%

PROFITABILITY

EBIT Margin % 3.4% -0.8% 9.5% 5.8% 17.8%

EBITDA Margin % 13.8% 9.7% 20.4% 18.2% 23.6%

INTEREST COVERAGE

(FFO + Interest Expense) / Interest Expense 5.1x 5.2x 6.7x 4.5x 16.5x

LEVERAGE

Debt / Book Capitalization 26.6% 25.5% 29.4% 32.3% 24.1%

All figures and ratios are calculated using Moody’s estimates and standard adjustments.
Source: Moody’s Financial Metrics™

Endnotes
1 On 31 March 2022, the Russian president Putin issued a decree that stipulated gas pipeline exports would have to be settled through a new payment

mechanism involving the opening of a rouble account with Gazprom Bank. Bulgaria, same as Poland, refused to comply on the grounds of unilateral breach
of contract by Gazprom and because it saw the new payment regime as leading potentially to a breach of sanctions imposed on Russia by the EU.

2 Until year-end 2019, Bulgaria's gas wholesale market was completely regulated with Bgaz being the sole wholesale supplier of gas. Since 2020, only
district heating companies and end-suppliers to low-pressure customers, such as households and public institutions, benefit from regulated prices as
Bulgaria is gradually liberalising the market.

3 For details on the NRRP, please see https://ec.europa.eu/info/business-economy-euro/recovery-coronavirus/recovery-and-resilience-facility/recovery-
and-resilience-plan-bulgaria_en.

4 Turkish Stream is a two-string, 31.5 billion cubic metre (bcm) pipeline to deliver Russian gas to Turkiye (pipe 1) and continental Europe through Bulgaria,
Serbia and Hungary (pipe 2). It effectively replaces the Trans-Balkan pipeline, which had been delivering gas from Russia via Ukraine and Romania to
Bulgaria and its neighbours.
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5 The IGB project is a 3 bcm pipeline that connects Bulgaria with Greece. In Greece, the pipeline is linked to the so-called Southern Gas Corridor, a sequence
of pipelines that enable the shipment of gas from Azerbaijan to Europe. Bulgaria's access to gas will become more diversified upon project completion,
which is planned by Q3 2022.

6 We had been treating the loan as equity since its inception.
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