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Research Update:

Ratings On Kazakhstan's DAMU Affirmed At
'BB+/B'; Outlook Stable

Overview

e W believe that DAMJ Entrepreneurship Devel opnent Fund (DAMJ or the fund)
continues to play a very inportant role for the governnent of Kazakhstan
which fully owns the fund via Baiterek Hol di ng.

o DAMU contributes to fulfilling Baiterek Holding's mandate as it is core
within the group, and we do not expect the fund to be privatized in the
nmedi um term

W are affirnmng our 'BB+/ B 1long- and short-termforeign- and
| ocal -currency issuer credit ratings on DAMJ

» The stable outlook on DAMJ mirrors our outl ook on the sovereign ratings
on Kazakhst an

Rating Action

On June 25, 2018, S&P d obal Ratings affirnmed its long- and short-term
foreign- and |ocal -currency issuer credit ratings on DAMJ Entrepreneurship
Devel opnent Fund (DAMJ) at 'BB+/B'. At the sane tinme, we affirmed the
Kazakhstan national scale rating on DAMJ at ' kzAA-'. The outlook is stable.

Rationale

The affirmation primarily reflects our view that--given its mandate to support
and devel op the snall and nidsize enterprise (SME) sector in Kazakhstan--DAMJ
remains a core institution within the Baiterek Hol ding group (Baiterek group).
The affirmation also reflects our view of an extrenely high likelihood that

t he government of Kazakhstan would provide tinely extraordi nary support to
DAMJ in a financial stress scenario.

The Baiterek group credit profile (GCP) of 'bb+ reflects the creditworthiness
of the consolidated operations group, taking into account extraordi nary

gover nent support and the 'BBB-' sovereign credit ratings on Kazakhstan. CQur
assessment of the GCP at 'bb+' is one notch | ower than the sovereign ratings,
whi ch bal ances the negative trends in Kazakhstan's governnent-related entities
(CGREs) sector. (For nore details, see "Ratings On Kazakhstan's DAMJ Lowered To
'"BB+/ B On Negative Trend I n CGovernnment Support; Qutl ook Negative," published
June 30, 2017).

We view DAMJ as playing a core role within the Baiterek group and therefore we
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equalize the rating on DAMJU with the Baiterek group's GCP. DAMJ accounted for
about 10% of the group's consolidated assets as of end-2017. DAMJ s genera
mandate to contribute to the devel opnent of Kazakhstan's entrepreneurship and
the SME sector closely aligns with the overall Baiterek group strategy. W

al so consider it is highly unlikely that DAMJ woul d be sol d.

We al so believe there is an extrenely high likelihood that the governnent

woul d provide tinely extraordinary support to DAMJ if needed, based on

« DAMJ s integral link with the governnent of Kazakhstan, which fully owns
DAMUJ t hrough National Managenment Hol di ng Baiterek. DAMJ was established
in 1997 by presidential decree. The status of DAMJ is reflected in the
law "On Private Entrepreneurship,” which refers to the fund as an
institution contributing to entrepreneurship devel opnent on behal f of the
governnent. We do not expect DAMJ to be privatized in the foreseeable
future.

« DAMJ s very inportant role for the government as the institution
supporting the SME sector in Kazakhstan. The governnent has set out the
expansi on of the sector as a priority for the devel opnent and
di versification of the Kazakh econony. DAMJ contributes to inplenenting
several governnent devel opnent prograns including the SVME support program
Busi ness Roadnmap 2020, the infrastructure program Nurly Zhol, as well as
a new program focused on the devel opment of productive enpl oynent and
entrepreneurship for 2017-2021

We expect that DAMJ will continue supporting the SVE sector and will inplenment
various government progranms. W understand, however, that the funding wll
predom nantly come from nongovernnent sources, nanely frominternationa
financial institutions.

Qur ratings on DAMJ are four notches higher than its stand-al one credit
profile (SACP), which we have affirned at 'b'. The SACP reflects the

conbi nation of the 'bb-' anchor for Kazakhstan banks, which is driven by high
econom ¢ and industry risks for the system and factors specific to DAMJ. In
particular, the SACP reflects DAMJ s relatively small size conpared to m dsize
Kazakh comerci al banks and its focus on providing |oans to comercial banks.

We expect DAMJ s capitalization to remain strong, although we project that it
will fall in the next 18 nonths, taking into account significant growth that
the fund is targeting.

The fund's risk position is conparable to the average of the Kazakh banki ng
system reflecting its concentrated exposure to the Kazakh banki ng sector
where we have seen a few defaults over the past 18 nonths; its grow ng
exposure to SMEs through the provision of guarantees; as well as sound risk
managenment practi ces.

The fund's liquid assets adequately cover its short-term debt repaynents, but

the fund is vulnerable to refinancing risk, as concentrated whol esal e funding
dom nates its funding profile. DAMJ ains to diversify its lending across a
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variety of nmarket sources and to reduce its reliance on government funding.

Outlook

The stable outlook on DAMJU mirrors our outlook on the sovereign ratings on
Kazakhstan. Any rating action on the sovereign would likely result in a
simlar action on the fund.

We could lower our ratings on DAMJ if we saw signs of wani ng gover nment
support to the Baiterek group, or, nore broadly, to other GREs over the next
12 nont hs.

We could raise the ratings on DAMJ i f Kazakhstan's nonitoring of its GRE debt
and the efficiency of its adninistrative nechanisns to provide extraordi nary
support to Kazakh GREs were to inprove significantly.

Related Criteria

» CGeneral Criteria: S& d obal Ratings' National And Regional Scal e Mapping
Tabl es, Aug. 14, 2017

e« Criteria - Financial Institutions - General: Risk-Adjusted Capital
Franmewor k Met hodol ogy, July 20, 2017

e General Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

* Ceneral Criteria: Rating Government-Related Entities: Methodol ogy And
Assunpti ons, March 25, 2015

e CGeneral Criteria: National And Regional Scale Credit Ratings, Sept. 22,
2014

e General Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

e Criteria - Financial Institutions - Banks: Quantitative Metrics For
Rati ng Banks d obal ly: Methodol ogy And Assunptions, July 17, 2013

e Criteria - Financial Institutions - Banks: Banks: Rating Methodol ogy And
Assunptions, Nov. 9, 2011

e Criteria - Financial Institutions - Banks: Banking Industry Country Ri sk
Assessnent Met hodol ogy And Assunptions, Nov. 9, 2011

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009
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Kazakhst an National Scal e kzAA-/--/--

Additional Contact:
International Public Finance Ratings Europe; PublicFinanceEurope@spglobal.com

Certain terns used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. capitalig.com Al ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng S& d obal Ratings nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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