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Overview

- We believe that uncertainty over the COVID-19 pandemic and increased execution of Moscow's
investment program will continue to weigh on the city's expenditure.

- However, our forecast for economic recovery, together with brighter tax revenue prospects,
should enable Moscow to withstand potential risks.

- We see the city's return to the debt markets and the expected depletion of its own cash
reserves as representing significant changes in financial strategy, although debt and liquidity
ratios should remain robust over 2021-2023.

- We therefore affirmed our 'BBB-' rating on Moscow, which is capped by the long-term foreign
currency sovereign credit rating on Russia, and maintained the stable outlook.

Rating Action

On Aug. 6, 2021, S&P Global Ratings affirmed its 'BBB-' long-term issuer credit rating on Russia's
capital, the city of Moscow. The outlook is stable. We also affirmed our 'BBB-' issue rating on the
city's senior unsecured bond issues.

Outlook

The stable outlook on Moscow mirrors that on Russia. Any rating action we take on the sovereign
would likely lead to a similar action on Moscow, providing the city's intrinsic factors do not change.

Downside scenario

Any negative rating action we take on Russia would flow through to Moscow. We could also take a
negative rating action if we see further significant changes to financial strategies and policies that
result in sustained deficits beyond our forecast, faster debt accumulation, and increased liquidity
pressure.
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Upside scenario

A positive rating action on Moscow would be contingent on a similar action on Russia.

Rationale

The rating on Moscow reflects, and is capped by, the 'BBB-' foreign currency long-term rating on
Russia. We do not rate Russian local and regional governments (LRGs) above the sovereign. Under
Russia's institutional framework for LRGs, they have very restricted revenue and expenditure
autonomy, given the system's centralized nature. We believe that in the case of a sovereign stress
scenario, LRGs could not withstand negative intervention from the federal government. Moscow's
stand-alone credit profile (SACP) is 'bbb', one notch higher than the issuer credit rating.

Despite remaining pandemic pressures, we believe improved economic conditions and
management's cautious financial approach will allow the city to keep its budget deficit contained
in 2021-2023. Although Moscow has returned to market borrowing, and we expect it to stick to this
over the forecast period, we expect debt to remain low by international standards. Despite
own-cash depletion, the city will continue to enjoy exceptional liquidity coverage because it
retains access to the cash of its budgetary units to cover potential deficits.

The centralized institutional framework constrains the quality of financial
planning

Like other Russian LRGs, Moscow operates in a volatile and unpredictable institutional setting
with frequent changes to tax mechanisms affecting regions. The city's budgetary performance is
greatly affected by the federal government's decisions regarding key revenue sources and
expenditure responsibilities, which constrains the predictability of its financial planning. During
the pandemic, the central government introduced supportive measures, including additional
grants and budget loans. Moscow remained self-sufficient and hasn't received any compensation
for pandemic-related losses. We do not project substantial additional support from the central
government over 2021-2022.

We believe Moscow exhibits greater political and managerial strength than peers. Its ability to
impose its agenda in terms of revenue and expenditure management by pushing though sizable
projects is stronger than that of most Russian LRGs. The city's management has proven it can
prudently tailor its expenditure to fluctuations in its revenue. Following the COVID-19 shock,
Moscow redistributed some expenditure items and postponed around 30% of its 2020 investment
program to 2023-2024. At the same time, and similarly to national peers, the city lacks reliable
long-term financial planning, which is symptomatic of the entire LRG system. Moscow's return to
borrowing this year reflects the change of the strategy, compared with when the city used to fully
rely on its sizable reserves. In addition, management expects to deplete its own cash funds
completely by the year-end. The lack of formal debt and liquidity policy under the changed
conditions constrains our management assessment compared with that on international peers.

Moscow is one of the largest cities in Europe, with over 12 million officially registered inhabitants,
and its economy is well diversified. It remains Russia's center of economic, financial, political, and
social activity and accounts for approximately 20% of Russia's GDP. In addition, despite the
national declines, the capital city enjoys a growing population and unemployment significantly
below the national average.
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Moscow has come under material strain due to pandemic-containment measures. This resulted in
elevated social and capital expenditure, as well as negative effects on revenue due to the city's
overall high exposure to services, construction, and property market activity. We project national
GDP to recover by 3.7% in 2021, which will support business activity and tax receipts in Moscow. In
addition, we do not expect the recent spike in infections will hinder this economic rebound,
because the central government does not plan to introduce nationwide lockdowns. We estimate
Moscow's GDP per capita to be $23,000 in 2021, which is nearly twice the national level.
Nevertheless, we believe that Russia's low wealth levels and limited growth prospects compared
with those of sovereign peers pressures the city's economy.

The elevated deficit will persist, but Moscow will maintain low debt and
sufficient liquidity coverage

We expect that Moscow's operating margins will remain high, at about 22% of operating revenue
on average from 2021-2023, despite remaining pandemic pressures. This is backed by stronger
economic conditions expected for 2021 and increasing receipts from main sources, such as
personal income, corporate profit, and property taxes. Still, operating expenditure will remain
elevated, as the city needs to support the local health care system and will continue to increase
public servants' wages. We also expect the slow progress on vaccination to weigh on expenditure.
We further expect that financial management will increase its investment in line with city's own
sizable development program. The 2020 capital expenditure cut followed the uncertainty over the
pandemic's financial impact. However, based on favorable first-half 2021 fiscal results, with a
3.7% surplus, the city has already frontloaded some investment.

We forecast that deficits after capital accounts will remain below 10% of total revenue from
2021-2023, driven by expenditure growth remaining high. However, we believe the recovering
economy and tax revenue, in tandem with management's cautious approach to costs, should allow
gradual budget deficit reduction to about 4% of revenue by 2023.

Moscow changed its previous "no borrowing" strategy and returned to the debt markets in 2021,
borrowing Russian ruble (RUB) 115 billion (about US$1.58 billion), of which RUB70 billion came
through green bonds. We expect the city will continue to borrow RUB200 billion annually in
2021-2023 to fund the investment program. Although we forecast an increase in borrowing, the
total debt burden will remain low by international standards and we don't expect it to exceed 20%
of consolidated operating revenue through 2023. In assessing the city's debt position, we consider
the liabilities of its government-related entities (GREs), which might require financial assistance
from the capital. Moscow owns a number of transport and utility GREs and provides ongoing
support to many of them, as seen during the pandemic. We also see little risk of significant
contingent liabilities materializing for the city. The major risks arise from the potential need to
support operations and investment of a few large public service providers; the liabilities
themselves are not significant. We calculate that the potential amount of extraordinary financial
support that the numerous city-owned enterprises might require would not exceed 10% of
Moscow's operating revenue.

We expect that liquidity will remain robust over 2021-2023, and the city will deplete its own cash
reserves to finance the deficit after borrowing in 2021. Moscow's reserves (around RUB940 billion
as of July 1, 2021) consist of the city's own cash and the funds of its budgetary units. We expect
that the city will use its own reserves completely this year. At the same time, the cash of the
budgetary units (approximately RUB500 billion) will serve as a liquidity buffer and coverage will
remain sufficient over the next 12 months. In our opinion, Moscow's liquidity position is also
supported by its satisfactory access to external liquidity, based on its status as a capital city and
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placements in 2021.

Key Statistics

Table 1

City of Moscow--Selected Indicators

--Fiscal year ended Dec. 31--

(Mil. RUB) 2018 2019 2020 2021bc 2022bc 2023bc

Operating revenue 2,348,501 2,607,261 2,846,204 2,935,068 3,169,151 3,477,633

Operating expenditure 1,621,370 1,769,779 2,256,192 2,347,671 2,470,455 2,615,771

Operating balance 727,131 837,482 590,013 587,397 698,697 861,862

Operating balance (% of
operating revenue)

31.0 32.1 20.7 20.0 22.0 24.8

Capital revenue 28,791 23,660 22,776 25,280 25,020 25,020

Capital expenditure 693,715 915,195 750,235 900,282 954,299 1,021,100

Balance after capital
accounts

62,206 (54,053) (137,446) (287,605) (230,582) (134,217)

Balance after capital
accounts (% of total revenue)

2.6 (2.1) (4.8) (9.7) (7.2) (3.8)

Debt repaid 4,351 0 0 0 30,000 0

Gross borrowings 0 0 0 200,000 200,000 150,000

Balance after borrowings 57,870 (50,846) (134,460) (87,605) (60,582) 15,783

Direct debt (outstanding at
year-end)

30,000 30,000 30,000 230,000 400,000 550,000

Direct debt (% of operating
revenue)

1.3 1.2 1.1 7.8 12.6 15.8

Tax-supported debt
(outstanding at year-end)

100,325 92,158 81,068 283,621 455,230 606,887

Tax-supported debt (% of
consolidated operating
revenue)

4.2 3.5 2.8 9.5 14.2 17.2

Interest (% of operating
revenue)

0.1 0.1 0.1 0.3 0.4 0.7

Local GDP per capita (RUB) 1,387,204 1,519,052 1,510,166 1,688,987 1,787,183 1,880,726

National GDP per capita
(RUB)

707,357 744,152 729,158 817,273 869,888 920,575

The data and ratios above result in part from S&P Global Ratings' own calculations, drawing on national as well as international sources,
reflecting S&P Global Ratings' independent view on the timeliness, coverage, accuracy, credibility, and usability of available information. The
main sources are the financial statements and budgets, as provided by the issuer. bc--Base case reflects S&P Global Ratings' expectations of
the most likely scenario. RUB--Russian ruble.

Ratings Score Snapshot
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Table 2

City of Moscow--Ratings Score Snapshot

Key rating factors Scores

Institutional framework 5

Economy 4

Financial management 3

Budgetary performance 3

Liquidity 1

Debt burden 1

Stand-alone credit profile bbb

Issuer credit rating BBB-

S&P Global Ratings bases its ratings on non-U.S. local and regional governments (LRGs) on the six main rating factors in this table. In the
"Methodology For Rating Local And Regional Governments Outside Of The U.S.," published on July 15, 2019, we explain the steps we follow to
derive the global scale foreign currency rating on each LRG. The institutional framework is assessed on a six-point scale: 1 is the strongest and
6 the weakest score. Our assessments of economy, financial management, budgetary performance, liquidity, and debt burden are on a
five-point scale, with 1 being the strongest score and 5 the weakest.

Key Sovereign Statistics

- Russia 'BBB-/A-3' Foreign Currency And 'BBB/A-2' Local Currency Ratings Affirmed; Outlook
Stable, July 16, 2021

Related Criteria

- Criteria | Governments | International Public Finance: Methodology For Rating Local And
Regional Governments Outside Of The U.S., July 15, 2019

- Criteria | Governments | International Public Finance: Methodology: Rating Non-U.S. Local And
Regional Governments Higher Than The Sovereign, Dec. 15, 2014

- General Criteria: Ratings Above The Sovereign--Corporate And Government Ratings:
Methodology And Assumptions, Nov. 20, 2013

- General Criteria: Principles Of Credit Ratings, Feb. 16, 2011

Related Research

- Non-U.S. Local Governments: To What Extent Did Sovereign Support Offset The Pandemic
Downdraft?, July 19, 2021

- Russian Regions Will Continue To Benefit From Federal Support, While Financial Policy
Remains Unpredictable, April 28, 2021

In accordance with our relevant policies and procedures, the Rating Committee was composed of
analysts that are qualified to vote in the committee, with sufficient experience to convey the
appropriate level of knowledge and understanding of the methodology applicable (see 'Related
Criteria And Research'). At the onset of the committee, the chair confirmed that the information
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provided to the Rating Committee by the primary analyst had been distributed in a timely manner
and was sufficient for Committee members to make an informed decision.

After the primary analyst gave opening remarks and explained the recommendation, the
Committee discussed key rating factors and critical issues in accordance with the relevant
criteria. Qualitative and quantitative risk factors were considered and discussed, looking at
track-record and forecasts.

The committee's assessment of the key rating factors is reflected in the Ratings Score Snapshot
above.

The chair ensured every voting member was given the opportunity to articulate his/her opinion.
The chair or designee reviewed the draft report to ensure consistency with the Committee
decision. The views and the decision of the rating committee are summarized in the above
rationale and outlook. The weighting of all rating factors is described in the methodology used in
this rating action (see 'Related Criteria And Research').

Ratings List

Ratings Affirmed

Moscow (City of)

Issuer Credit Rating BBB-/Stable/--

Senior Unsecured BBB-

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.
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