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CORPORATES

CREDIT OPINION KazMunayGas NC JSC
Update to Discussion of Key Rating Factors

Summary Rating Rationale

By virtue of its ownership structure, we consider JSC NC KazMunayGas {KMC) tobe a
government-related issuer (GRI}, and apply our GRI methodology to determine its rating.
The final Baa3 issuer rating of KMG comprises the following inputs: (1) a baseline credit
assessment (BCA) of ba3, which measures the group's underlying fundamental credit

RATINGS strength; (2) the Kazakhstan government's Baa3 rating with a negative outlook; (3) high
KazMunayGas NC JSC default dependence between the state and the company; and (4) our assumptions of a high
Domicile Tmatmian level of support from the state in case of need.

< Ranling - Fgn KMG's BCA of ba3 reflects (1) our expectation of stable oil and gas production, stabilisation
in oil transpertation and recovery in gas transportation volumes in 2017-18; (2) expectations
that the company's credit metrics will remain adequate, although Moody's-adjusted leverage
Please see the ratinigs section at the end of his repert will be somewhat elevated due to the treatment of oil prepayments as debt-like itam and
f:;x‘:}f;{?n'::;":s Z?;::Zich’::::g::f showh negative free cash flows projected in EQTY, _potent[alAly turning break-even or 'm-érginaily
positive in 2018; (3) the company's social responsibility, which to an extent limits its cost
optimisation potential, in particular with regard to its workforce; and (4) the evelving
corporate structure and embedded event risk related to the privatisation of some of its
Contacts subsidiaries, as neither the terms nor the timing of privatisation have been clearly articulated

Our "high' government support assumption for KMG reflects the group's strategic
importance for Kazakhstan. The "high’ dependence assumption factors in KMG's susceptibility
to government interference, Kazakhstan's evolving domestic taxation regime, and the group’s
exposure to the weak domestic banking system. We also recognise that the hydracarbon
sector in which KMG operates provides a sizeable contribution to Kazakhstan's economy.

The government, via its sovereign wealth fund Samruk-Kazyna (not rated), executes strong
influence over KMC's strategy and operations, including asset composition and allocation,
rmanagement and board of directors' appointments, investments, financing policies and

risk management. KMG benefits from a pre-emptive right to acquire interests in various
exploration and production licanses, and contracts or production sharing agreements (PSAs)
when they are offered for sale.




Credit Strengths

»  High level of state support consistently demonstrated by the government

»  Solid liquidity prefile underpinned by sizeable cash balances, prepayments on oil supply contracts and availability of external credit
facilities

» Kashagan project finally launched

»  Recovery in upstream segment supporied by weak local currency

Credit Challenges
»  Financial profile is sensitive to oil prices volatility
» Modernisation of refineries delays deleveraging

»  Uncertainty with regard to the effect of potential privatisation of refineries and buy-back of a stake in KMG Kashagan B.V.

Rating Outlook
The negative outlook on KMC's rating is in line with the negative outlook for the sovereign rating and reflects the fact that a potential
further downgrade of Kazakhstan's sovereign rating may lead to downgrade of the company's ratings.

Factors that Could Lead to an Upgrade

»  Upgrade of Kazakhstan's sovereign rating provided that the company's operating and financial performance, market position
and liquidity remain commensurate with our current expectations and there are no adverse changes in the probability of the
Kazakhstan government providing extraordinary support to the company in the event of financial distress

Factors that Could Lead to a Downgrade
» Downgrade of Kazakhstan's sovereign rating and/or lowering of the foreign-currency bond country ceiling
» Failure to maintain an adjusted RCF/net debt ratio above 20% on a sustained basis

» Negative changes in the level of state support

Key Indicators

Exhibit T
KEY INDICATORS [‘I}
KazMunayGas NC |SC

123172006 123172015 12/3172074 12312013 1231132
EBIT/Average Book Capitalisation 73% 8.9% 12.3% 14.3% 142
EBIT / Interest Expense - 3.4x 3.9x 47x ) 5.6% 56x
Retained Cash Flow/Net Debt 183% 20.5% 20.2% T 1.4% 38.5%
Total Debt/Capital 39.4% 35.3% 433%  38.6% T 391%

[1] &ll ratios are based on ‘Adjusted’ financial data and incorporate Moody's Giobal Standard Adjustments for Non-Financial Corporations.
Source: Moody's Financial Metrics
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Detailed Rating Considerations
WEAK TENGE EXCHANGE RATE AND STABLE OPERATING RESULTS IMPROVED PROFITABILITY OF UPSTREAM OPERATIONS

In 2016, KMG's oil production, taking into account its share in joint ventures, amounted to 22.6 million tonnes (mt), unchanged as
compared to the 2015 level KMC currently accounts for more than a quarter of Kazakhstan's total crude oil output. Approximately
53.8% of KMG's oil production in 2016 was attributed to its key upstream subsidiary KazMunaiGas Exploration & Production (KMG EP,
rating withdrawn), in which KMG holds a 63.21% share. In 2016 KMG EP produced 245 kbopd of oil, including oil attributable 1o KMC
EP via its proportionate interests in its [Vs and associates - Kazgermunai, CCEL and PKI, and plans to slightly grow production to about
246 kbopd in 2017, KMG EP's key production subsidiaries are Ozenmunaigas, which produced 5.6 mt in 2076, and Embamunaigas,
which produced 2.8 mt during the same period. The balance of KMG's oil production relates to KMG's participation in joint ventures
provides a substantial contribution to its oil production: KMG's 20% share in Tengizchevroil (TCO) joint venture contributed 5.5 mt
to the company's total oil production in 2016 and 50% share in MangistauMunaiGas (MMG) contributed 37 mt attributable to the
company. A further 1 mt of total oil output is contributed by KMG's wholly owned subsidiary KMG Karachaganak, which holds a 10%
share in Karachaganak PSA. The company's consolidated production of gas increased to 7.4 bem in 2076, compared with 7.2 bem in
2015, primarily due 1o increased gas production by TCO. More than 60% of gas is produced by TCO and Karachaganak.

We note that the break-even oil price for different entities within XMG group varies widely depending on their oilfield gealogy, level of
depletion and ability to control social costs, with KMG EP being one of the highest-cost producers and TCO and MMG - the lowest.

The sharp fall in oil prices in the second half of 2014 and further in 2015 negatively affected the profitability and cash flow generation
of KMG's upstream operations. Average annual oil prices fell to $43.7/barrel (bbl) in 2016, compared with $52.4/bbl in 2015 and
$98.97/bbl in 2014. Oil prices started to fall from 2H 2014. However, substantial gepreciation of Kazskhstani tenge, after the central
bank of Kazakhstan abandoned control of its exchange rate effectively allowing the tenge exchange rate to float freely, occurred only in
August 2015. Lower currency exchange rate offset lower commodity prices in export markets, but only since the second half of 2015.
This mismatch in the timing of weakening oit prices and local currency depreciation contributed to fairly weak results in 2015 and
recovery of results in 2076 due to full-year impact of weak local currency in 2016, which aversged USD/KZT343 in 2016 compared
with USD/KZT222 in 2015. In particular, KMG £P's EBITDA improved to KZT207 billion in 2016 (2015: KZT¢ billion) while its free cash
flows improved to KZT98 biilion (2015: -KZT125 billion). Recovery in EBITDA and cash flows of KMG's upstream subsidiaries caused
contribution of upstream segment to consolidated EBITDA {excluding share of profits In JVs and associates) to grow to 37% in 2016
from 14% in 2015. If oil prices are sustained at about 550/bbl following OPEC/non-OPEC deal sign-off in 4Q 2016, the upstream
segment's contribution can further grow to about 40%-45% of consolidated EBITDA in 2017,

The growth potential of KMG EF is limited. The company's efforts will be focused on mitigating the production decline at depleting
traditional production oilfields. We expect that KMG EP's oil output will gradually decrease going forward. in the longer term, however,
KMG's oil preduction and cash flow generation will be supportad by the ramp-up of its key exploration and production projects,
including: {1) Kashagan, where commercial production started in November 2016 and which currently produces 180-200 kbopd,

from which the group expects to recejve approximately 2 million tonnes per annum (rntpa) following its ramp up; and (2) the second
development stage of TCO which will increase its total production to 38 mtpa starting from 2022 from current 27 mtpa at a total
budgeted cost of $36.8 billion.

KASHAGAN LAUNCH AND KBV's ADVANCED OIL SALE TRANSACTION REDUCE EXECUTION RISKS AND PRESSURE ON KMG'S
CASH FLOWS

KMG participates in the Kashagan PSA via 2 50% interest in KMG Kashagan B.V. {(KBV), an unconsolidated associate company, which
holds & 16.88% stake in the North Caspian Sea Production Sharing Agreement, under which the project is being developed. The field
was launched in 4Q2016. The company expects that Kashagan will reach a production plateau of 370 kbpd by the middle of 2018.
According to Kazakhstan's Energy Ministry, oil production at Kashagan will grow to 4-8 mipa in 2017 (from 1 mtin 2016), further
increasing to 11 mt in 2018 and 13 mtpa in 2018-20.

The ramp-up of Kashagan shall bring KMG's annual oil production (including pro-rata share in joint ventures and associates, taking into
account a 50% stake in KBY managed on behalf of Samruk-Kazyna (SK), Kazakhstan's sovereign wealth fund owning effectively 8.44%
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in Kashagan) to above 24 mtpa (about 480,000 barrels of cil per day (bopd)) by 2018 from 22.6 mtpa (452,000 bopd) in 2076. This
boost witl help improve KMGC's business profile amid relatively flat production levels at its own fields.

Also, Kashagan's launich reduces the risks of further capex-related cash calls on KMG. KMG has provided a totat of $0.4 billion in equity
injections to KBV to fund its pro-rata share of capex commitments in 2016 while further capex needs will be coverad by the project's
cash flows.

Kashagan's launch triggers amortisation of 2 2.3 billion loan at KBV, which had to be repaid in 2016-18. This could put pressure on
KMG to repay this loan. However, in Novemnber 2016, KBY, as seller, entered into a transaction with Vitol S.A. (not rated), as offtaker,
relating to the advanced sale by KBV of crude oil produced at the Kashagan (the advanced oil sale transaction). The advance payment
received in December 2016 amounted to $1.0 billion, which relates to 6.9 million tonnes of crude oil to be delivered between 2077 and
2021, and was used to repay the first tranche of the loan. This oil prepayment, set up at KBV level, amortises in 2018-21 and offsets
the pressure on XMG's liquidity and leverage as the company will not have to fund KBV's loan repayment during the period when
KBV's cash flows from Kashagan project are not yet sufficient to repay this loan, KMG might consider increasing the amount under the
advanced oil sale transaction, if KBV's cash flows are not sufficient to repay the remaining balance of the loan of $1.5 billien, to avoid
any impact on KMG's balance sheet.

MCODY'S ADJUSTED LEVERAGE REMAINS ELEVATED DUE TO OIL PREPAYMENTS

KMG's total debt, as adjusted by Moody's, amounted to $12.8 billion as of 31 December 2016 (2015: $10.2 billion. This amount
includes $3 billion of oil prepaymants received from Vitol S.A. in 2016, which we treat as a debt-like item and add to financial debt.
KMG reduced its debt substantially in 2015, with total adjusted debt decreasing by 47% year-on-year in USD terms. Deleveraging
followed the sale of a 50% stake in KMG Kashagan B.V. for $4.7 billion to Samruk-Kazyna in October 2015 and happened as a result of
deconsolidation of KBV's $2.2 billion debt, repayment of $5.2 billion of Eurobonds during 2075 and a number of other bilateral facilities
and Eurobonds by KMG and its subsidiaries.

KMG's leverage, as measured by Moody's-adjusted debt/EBITDA, will be elevated in 2077, at about 5x by the end of 2017 due to our
treatment of prepayments from Vitol S.A. (53 billion) as a debt-like item, of which only $0.75 will amortise by the year-end 2017, and
due to placement of 5275 billion of Eurobands in 2017. At the same time, KMCG's sizeable cash balances shall contain Moody's-adjusted
net debt/EBITDA at about 2.7%-3.2x in 2017,

We expect KMG to remain free cash flow negative in 2017 due to substantial capex on refining assets in 2077, Additional pressure
on KMG's operating cash flows will result from lower dividends it receives from its associates, unless TCO, which accounted for
approximately a third of KMG's total dividend income in 2015, pays meaningful dividends in 2017.

We note that Samruk-Kazyna provided KMG with a call option to buy back ali or part of this stake between 1 January 2018 and 31
Decernber 2020. Although we do not envisage that Semruk-Kazyna will force KMG 1o exercise this option if ail prices remain low, we
believe that it will be in the fund's interests to sell at least part of this stake back to KMG as quickly as practically possible to improve
its own liquidity profile and repay $1.5 billion of external debt that it borrowed for this acquisition. If KMG were to buy back this stake
between 2018 and 2020, it would substantially increase its debt, which would lead to the deterioration of its credit profile.

Liquidity Analysis

We assess KMG's liquidity profile as adequate. As of 31 Dacember 2016, the company had sizeable Moody's adjusted cash and cash
equivalents balances of $6.3 bitlion. In addition, KMG received $2.75 billion from Eurobonds placed in 2Q 2077. These balances,
complemented by operating cash flows of about 51 billion in 2017, will be sufficient to cover KMG's investments and debt repayments
in 2077-2018. KMG's capital expenditure will be elevated in 2077, at approximately $1.7 billion, owing to the company's refinery
modernization programme. We expect KMG's capex to decrease substantially from 2018 to about $7 billion per year. KMG has about
$0.9 billion of debt maturing in 2017 and $2.3 billion in 2018 (including $1.6 billion of Eurobonds). We positively note the availability
for drawdown of short-term revolving credit facilities of up to $0.5 billion and long-term credit facilities of $11 billion.

KMG is currently subject to several covenants, which set thresholds of net debt/EBITDA below 3.5 (loans, bonds), net debt/net
capitalisation below 0.55x (loans) and consolidated material subsidiaries' debt/material subsidiaries' EBITDA below 2.5x (loans). We
expect that KMG will remain in compliance with all of its covenants in the next 12-18 months.














































