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Credit rating of Municipality of Sozopol 

Date of Rating Committee: 02.06.2020* 03.12.2020 

Date of Publication: 05.06.2020* 04.12.2020 

Long-term credit rating: ССС ССС 

Outlook: Stable Stable 

Short-term rating: С С 

Long-term national-scale rating: ССС (BG) ССС (BG) 

Outlook: Stable Stable 

Short-term national-scale rating: С (BG) С (BG) 

* Initial Rating 

1) Prior to the present publication the credit rating and rating outlook was disclosed to the rated entity or related third party.  Following 
that disclosure amendments in the credit rating and rating outlook have not been executed; 
2) During the last 2 years, BCRA Credit Rating Agency AD has not provided ancillary services to the rated entity or a related third party. 

 

  
BCRA – CREDIT RATING AGENCY 

 

 

BCRA – CREDIT RATING AGENCY AD (BCRA) is the 
third fully recognized rating agency in the EU, registered 
pursuant to Regulation No. 1060/2009 of the European 
Parliament and the Council. The credit ratings, assigned 
by the BCRA are valid throughout the EU and are fully 
equal to those, of the other agencies, recognized by the 
European Securities and Markets Authorities, without 
any territorial or other limitations.  

The officially adopted by BCRA Methodology 
for assigning of a credit rating to a municipality 
has been used:  

https://www.bcra-
bg.com/files/Municipality_Methodology_2018_en.pdf 

 
The users of the rating can find information on the 
meaning of each rating category, including the 
definition of default in the published Global rating 
scale on the BCRA’s website:  
https://www.bcra-bg.com/files/global_scale_en.pdf  

 
The report has been prepared and the rating - 
assigned, based on information made available by 
the rated bank, Bulgarian National Bank, National 
Statistical Institute, BCRA’ database, consultants 
and other public information sources. 

 

 

 

At a session, held on 03.12.2020, the Rating 
Committee of BCRA discussed a report of the 
review of the rating of Municipality of Sozopol. 
D.Sc. (Econ.) Kiril Grigorov ran the session in his 
capacity of Chairman of the Rating Committee. 
The members of the Rating Committee discussed 
the grades of numerous credit rating factors and 
took the following decision: 

 

BCRA – Credit Rating Agency affirms the 
following ratings to the Municipality of 
Sozopol:  
 

 Long-term credit rating ССС 

Outlook: stable 

Short-term credit rating С 
 

 Long-term national-scale rating ССС (BG) 

outlook: stable 

Short-term national-scale rating С (BG). 

 

 

 

 

https://www.bcra-bg.com/files/Municipality_Methodology_2018_en.pdf
https://www.bcra-bg.com/files/Municipality_Methodology_2018_en.pdf
https://www.bcra-bg.com/files/global_scale_en.pdf
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Overview of Rating Factors 

 

Тhe emergence of the worldwide COVID-19 
pandemic and addressing the issue turned into one 
of the main priorities in Bulgaria as well as in all its 
political and economic partners. The country was 
in a state of emergency from the 13th of March to 
the 13th of May 2020 due to the unprecedented 
crisis, and the government took a number of 
legislative measures to curb the negative economic 
impact. The state of emergency was thereafter 
replaced by an emergency epidemic situation by 
the end of November 2020 at least, along with new 
socio-economic measures. 

The COVID-19 pandemic and the measures taken 
to limit the infection have adversely impacted the 
economic activity in the country. The 
unprecedented shock undermined the positive 
dynamics of GDP at the beginning of the year, as 
real growth slowed to 1.8% on an annual basis in 
the first quarter, and even more pronounced within 
the second quarter with a decline of 8.5%. The 
dynamics of household consumption, lending, the 
external sector indicators and the inflation 
significantly slowed down. The unemployment 
started growing. In Q2 2020, according to the 
Employment Agency, the registered unemployed in 
the age group 15-64 was 63% higher on an annual 
basis reaching 287 thousand people. The 
European Commission forecasts a decline of 5.1% 
in Bulgarian GDP for 2020. 

Bulgaria has entered the current crisis with a stable 
fiscal position, accumulated reserves and low 
government debt. As of end-August, after the 
country's budget for 2020 was revised, the 
consolidated cash balance remained positive, 
amounting to 1.4% of projected GDP. There was a 
contraction in tax revenues (by 1.0% on an annual 
basis) and non-tax revenues (by 15.5%), along 
with an increase in grants and donations by 28.3% 
in the first eight months of 2020. Concurrently, the 
decline in budget expenditures amounted to 3.5%. 
The projected CFP balance is a deficit of BGN 3.5 
billion or 3% of the projected GDP. We expect the 
government debt-to-GDP ratio to rise to 
approximately 25% in 2020 due to financial needs 
arising from the anti-crisis fiscal measures and the 
decline in GDP. 

The development of economic processes in the 
country, including in the context of the pandemic of 
COVID-19, have been analysed in detail by BCRA 
- Credit Rating Agency. A Rating Rationale of the 

Sovereign Rating assigned by BCRA to the 
Republic of Bulgaria is available at our official 
website:mhttps://www.bcra-
bg.com/files/rating_republic_of_bulgaria_oct_2020_
en.pdf 

 
Against this background, the municipalities in 
Bulgaria expectedly face serious financial and 
organizational challenges. 

The government's anti-crisis legislation from end-
March 2020 did not provide for a change in the 
deadlines for payment and declaration of local 
taxes and fees but extended until June 30, 2020, 
the deadline for the 5% discount on prepayment of 
annual real estate and vehicles taxes. The 
municipalities were financed with BGN 20 million to 
support social patronage used by nearly 43 000 
people before the crisis. At a later stage, it was 
decided to exempt taxi drivers from paying local 
taxes in 2020, as well as the state to cover the 
deficiencies in municipal budgets. 

The Council of Ministers also approved transfers to 
municipal budgets of BGN 24.6 million to cover the 
increase of the standards for the activities 
delegated by the state for school and children's 
health care, health offices and to increase the 
salaries of employees in the social sphere. The 
funds are provided through a restructuring of 
expenditures and/or the central budget transfers 
for 2020. 

In the first half of 2020, the municipalities in 
Bulgaria demonstrated divergent changes in the 
main parameters of financial conditions compared 
to the same period of 2019 as well as a weaker 
investment activity. The aggregate budget balance 
was positive. The amount of overdue liabilities has 
increased (by BGN 36.1 million on an annual 
basis), and also did the liabilities of the 
municipalities in financial difficulties (by BGN 9.8 
million). Thus, the amount of overdue liabilities at 
the end of June 2020 reached BGN 143 827 
thousand. Concurrently, the commitments made 
decreased by BGN 5.1 million. 

A survey of the National Association of 
Municipalities in the Republic of Bulgaria 
(NAMRB), conducted by using data provided by 
217 out of the 265 municipalities for the period 
January-April 2020, summarised the trends and 
the impact of the crisis with COVID-19 on 
municipal budgets. The results of the study can be 
defined as highly disturbing. 

 

https://www.bcra-bg.com/files/rating_republic_of_bulgaria_oct_2020_en.pdf
https://www.bcra-bg.com/files/rating_republic_of_bulgaria_oct_2020_en.pdf
https://www.bcra-bg.com/files/rating_republic_of_bulgaria_oct_2020_en.pdf
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Non-tax revenues have been negatively affected 
by restrictions imposed on certain activities; the 
measures taken to support local households and 
businesses including the exemption or deferral of 
some local taxes as well as of the rents due on the 
use of municipality property for the period of the 
state of emergency. 

In general, the opportunities for a reduction of the 
expenditures in the municipal budgets are 
extremely limited in the current conditions. In the 
first months of 2020, municipalities reduced the 
maintenance expenditures, interest payments, 
subsidies, and investments, at the expense of the 
increase of social expenditures. The reported 
extraordinary and unforeseen expenses in March-
April 2020 slightly exceeded BGN 6 million, and to 
a large extent were related to the obligations of the 
municipalities for the implementation of the anti-
epidemic measures. 

The NAMRB concludes that the sharp decline in 
own-source revenues, in addition to the 
extraordinary costs for anti-epidemic measures, 
put at risk the financing for basic municipal 
services, not only during the year but also in the 
medium term. 

Тhe mayor of the Municipality of Sozopol is 
Tihomir Yanakiev being elected at the last local 
elections held in the autumn of 2019.   

In the first half of 2020, the municipality of Sozopol 
generated a positive result from operating 
activities, which was more than twice as high as for 
the same prior-year period. This represented 
13.1% of revenues for local activities, compared to 
4.4% for the first half of 2019. 

The investment activity generated a negative result 
significantly exceeding in absolute terms those 
reported in the respective period of 2019, which 
was also negative. In the first half of 2020, the net 
cash flow was positive, amounting to BGN 297 
thousand (BGN 192 thousand for January-June 
2019) as the operating result was higher in 
absolute value than the investment’s. 

The municipality reported an annual decrease of 
20.5% of own-source revenues during the 
analysed period (H1 2020), which was determined 
by:  

- the small amount of the revenues from sale of 
property (BGN 13 thousand; following BGN 302 
thousand in the first half of 2019), which, however, 
has not been negatively assessed.  

- The marked decrease observed in the revenues 
from concessions, which during the review period 
amounted to only BGN 27 thousand, compared to 
BGN 418 thousand for January-June 2019. This 
dynamic owed to the outbreak of the COVID-19 
pandemic, which has severely affected the sector 
of tourism; 

- the annual decrease by 23.9% in property 
income, resulting from the negative dynamics of its 
all three main items (sales of goods, services and 
products; property rents; land rents). 

Revenues from local fees decreased by 10.2%, 
including their main item - municipal waste tax with 
a share of 79.6% - that decreased by 4.1%. 

A key element of own-source revenues are tax 
revenues, the amount of which decreased by 
10.5% for the first half of 2020. The real estate tax 
kept the highest share (64.8%) in tax revenues, 
despite its decrease by 10.0%. 

In the first half of 2020, the municipality of Sozopol 
reduced its current expenditures (for local activities 
and co-financing) by 24.4% compared to the same 
period of the previous year. The most noticeable 
decrease was observed in the expenditures for 
external services (40.4%), which attributed for 
64.2% of the maintenance and 34.8% of the total 
current expenditures. At the same time, the 
expenses for salaries and insurances increased by 
23.2% compared to the period January-June 2019. 

Regarding the capital expenditures of the 
municipality, it can be noted that their amount in 
the first half of 2020 was lower by 15.0% compared 
to the same period of 2019. The analysis of 
investments by function and activity showed a 
significant increase in funds for kindergartens, 
which reached BGN 283 thousand, compared to 
BGN 57 thousand for the first half of 2019. The 
capital expenditures for public works (accounting 
for 36.8% of investment for the period) have been 
a key budget item despite their annual decline of 
49.1%. The main projects of the municipality are 
related to reconstruction and rehabilitation of the 
water supply system and facilities of the villages of 
Rosen and Krushevets, investments in the existing 
fishing port, rehabilitation of streets in the town of 
Sozopol etc. 

Regarding the attracted funds, the development of 
the municipality's indebtedness in recent years has 
been defined by the following actions: 
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- A syndicated loan for investment purposes was 
concluded with UniCredit Bulbank and CCB in 
September 2018 for refinancing a loan from 
Municipal Bank, agreed in 2017. It amounts to 
BGN 22 million, with one-year grace period, and is 
due at September 2030. In end-2019, the balance 
on the repayment of this loan (BGN 21 900 
thousand) forms the liabilities of the municipality on 
borrowed funds. In the first half of 2020, BGN 400 
thousand have been repaid, reducing the loan 
obligation to the amount of BGN 21 500 thousand 
as of end-June 2020. 

- At the end of 2019, the municipality submitted a 
request to the Ministry of Finance for an interest-
free loan in the amount of BGN 500 thousand in 
order to pay overdue debts to suppliers, as a 
municipality with temporary cash gaps. However, 
the request was rejected. 

Figure №1 

 
 
It should be recalled that in March 2019 a 
procedure for financial recovery of the municipality 
of Sozopol was opened according to the Public 
Finance Act, after Sozopol had been defined as a 
municipality in financial difficulty under the Act. The 
recovery plan prepared by the municipality, which 
contained a request for an interest-free loan from 
the Ministry of Finance in the amount of BGN 
3 300 000, was rejected. The updated recovery 
plan (April 2020) with a financial request for BGN 
5 191 867, which was the amount of the overdue 
liabilities of the municipality at the end of 2019, 
was also rejected. 

According to the conclusions of an audit of the 
National Audit Office at the end of 2019, Sozopol 
municipality met four of the criteria for classification 
as a municipality with financial difficulties under 
Public Finance Act in 2020 (art. 130a, para 1, 
items 1, 2, 3 and 4). The regulator's report noted a 
number of other breaches, mainly concerning 

accounting entries and shortcomings in internal 
control. 

The overdue obligations of the municipality as of 
June 2020 amounted to BGN 4 874 789, which 
was 6.0% less than at the end of 2019. However, 
they were at a higher level compared to mid-2019 
as a percentage of planned revenues.  

Figure №2 

 
 
The sea tourism is well-developed in the 
municipality as well as it attracts visitors with 
cultural sites and events, too. During the summer 
of 2020, Sozopol inevitably has been seriously 
affected by the negative effects from the COVID-19 
crisis, which further undermined its financial 
situation. There was an outflow of tourists, closures 
of hotels and accommodation, shrinkage in 
payments of the main municipal revenue items, as 
well as part of the municipal property remained 
unoccupied. 

The municipality has undertaken rescheduling of 
the current four instalments of the bank loan in 
dealing with the crisis situation. They have been 
transferred in the last year of the agreed term. Old 
debts have been paid with these released 
amounts. 

At the end of June 2020, the updated recovery 
plan of the municipality was approved by the 
Ministry of Finance. The received interest-free loan 
amounts to BGN 2 960 thousand, and according to 
the plan it will be repaid by the end of 2022. It sets 
out measures for the implementation of the 
recovery program, including mostly optimisation of 
components of the revenue side (such as 
improving collection). Not affecting the public 
services provided by the municipality is the aim in 
shaping expenditures. The funds allocated should 
not be used for investments, but to cover old debts 
to commercial companies. 
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The plan also contains data on a number of 
financial indicators, criteria for determining the 
municipality as one with financial difficulties, 
breakdown of overdue liabilities by contractors and 
amounts, etc. The document shows that the largest 
overdue liability at the end of 2019 was to a 
garbage cleaning company (in the amount of 
almost BGN 800 thousand). 

The reasons for the accumulation of arrears 
included the realisation of non-profitable 
investments, the co-financing with own funds of the 
delegated state activities, subsidies for sports 
clubs, etc. Given that the cultural image of the 
municipality is a key factor for the development of 
tourism (along with the sea), the recovery plan 
provides for the transfer of much of the 
maintenance of cultural events to be carried out 
through external sources - sponsorships, donations 
etc. 

After the approval of the recovery plan and the 
granting the interest-free loan (BGN 2 960 
thousand), there was a significant contraction of 
overdue liabilities to BGN 1 300 thousand as of 
09.2020 (down by 73.3% compared to June 2020). 

 

 

The credit rating of the municipality of Sozopol 
could be positively affected by 

 continuation of repayment of accumulated 
liabilities; 

 resuming the implementation of infrastructure 
projects; 

 improved collection of municipal revenues; 

 reduction in current expenditures without 
disrupting public services. 

 
The rating could be negatively affected by 
deepening of the current financial problems, in 
particular  

 a significant decline in own-source revenues, 
as well as an increase in arrears; 

 expansion of the corona crisis effects, to 
which municipalities with developed tourism 
are particularly vulnerable. 

 
 
 
 
 
 
 

Table № 1: Main Financial Indicators: 2017 – June 2020   

BGN Jun-20 Jun-19 2019 2018 2017 

Income for local activities, of which: 6 291 716 8 030 629 16 352 037 16 647 517 13 681 434 

Own-source revenues: 6 112 002 7 683 936 14 204 330 14 172 639 14 131 284 

 - tax revenues 3 069 345 3 429 604 6 839 919 6 577 946 6 017 121 

 - non-tax revenues 3 042 657 4 254 332 7 364 411 7 594 693 8 114 163 

      - local fees 2 334 444 2 598 719 4 609 671 4 631 658 4 552 526 

      - sale of property 13 070 301 654 602 385 881 184 1 580 175 

Current expenditures 5 374 241 7 111 025 12 095 384 11 760 025 13 519 945 

Capital expenditures 620 277 727 143 1 558 307 3 546 007 3 614 867 

Operating result 825 191 357 357 1 621 361 1 766 730 -760 536 

Operating result before interests 1 014 953 583 143 2 062 519 2 492 269 -212 626 

Result from investment activity -527 993 -164 896 1 076 985 -425 245 -2 692 842 

Deficit/surplus for local activities 297 198 192 461 2 698 346 1 341 485 -3 453 378 
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Summary of the Minutes of the Rating Committee 

 
The Rating Committee considered the review report on the credit rating of the municipality of 
Sozopol. The municipality’s indebtedness was viewed, which has been largely accumulated in the 
preceding years. The approval of the recovery plan under the provisions of the Public Finance Act 
was taken into account as well as the granting of an interest-free loan by the Ministry of Finance. 
This allows the municipality to repay part of its arrears. The municipality is still in a difficult financial 
situation, which is further aggravated by the crisis related to COVID-19, which has a particularly 
severe impact on municipalities, whose finance is largely dependent on development of tourism. 


