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Fitch Ratings - Warsaw - 14 Feb 2023: Fitch Ratings has affirmed JSC National
Company QazaqGaz (NC QG, formerly KazTransGas) and its fully owned subsidiaries,
Intergas Central Asia JSC (ICA) and KazTransGas Aimak JSC (KTGA), at 'BBB-' Long-
Term Foreign- and Local-Currency Issuer Default Ratings (IDRs). The Outlooks are
Stable.

NC QG's 'BBB-' rating is one notch below that of ultimate shareholder Kazakhstan
(BBB/Stable), based on our assessment of the linkage under Fitch's Government-

Related Entities (GRE) Rating Criteria. This reflects NC QG's fairly strong links with the
sovereign. We assess NC QG's Standalone Credit Profile (SCP) at 'bbb-, which considers
its strong market position in the domestic market and a fairly diversified business profile
with exposure to production, trading and domestic and international transit. However,

the group's shrinking earnings due to decreasing exports and a greater focus on the
domestic market, where prices are lower, would lead to increasing gross leverage,
though its absolute amount of debt should remain broadly stable and net leverage
would remain well below 1x due to substantial cash balances.

https://www.fitchratings.com/research/corporate-financef/fitch-affirms-nc-qazaqgaz-subsidiaries-at-bbb-outlook-stable-14-02-2023

112


https://www.fitchratings.com/
https://www.fitch.group/cookie-policy

15.02.2023, 09:17 Fitch Affirms NC QazaqGaz and Subsidiaries at 'BBB-'; Outlook Stable

More Focus on Domestic Operations: NC QG expects that in view of gradually rising
domestic gas consumption in Kazakhstan the group may need to stop or dramatically
decrease highly profitable exports to China starting from 2024-2025. Moreover, NC QG
may even need to start purchasing gas from abroad (potentially Russia) to support
growing domestic demand. NC QG will aim to increase domestic gas production, but its
ability to do sois yet to be confirmed.

Shrinking Earnings on Domestic Tariffs: The greater focus on domestic operations
means that NC QG's earnings are likely to moderate. We conservatively estimate that
NC QG's Fitch-defined EBITDA may contract to less than KZT100 billion in 2025 from
KZT204 billion in 2021. The group expects its dividends from joint ventures (JVs) with
China National Petroleum Corporation (A+/Stable), BSGP and AGP, to increase as AGP
repays its debt, and to partly offset contracting EBITDA, leading to EBITDA (including
dividends from affiliates) contracting by only around 15% over 2021-2025.NC QG's
domestic gas tariffs are below international prices and do not always cover input costs

but its transit operations are profitable.

Leverage May Increase: Intensifying capex in 2022-2023 (and potentially beyond),
coupled with shrinking EBITDA, could result in NC QG's funds from operations (FFO)
gross leverage increasing towards 3x in 2024-2025 - our negative sensitivity for the
SCP - from 2021's 1.8x. At the same time, the group's net debt should remain low-to-
moderate and net leverage well below 1x. Its earnings and leverage will largely be
determined by its domestic gas prices, supply-demand balance (and ability to export

some remaining natural gas volumes), capex and potential cash injections from the state.

Strong Links with State: Fitch views status, ownership and control of NC QG by the
state as 'Strong', reflecting the latter's indirect full ownership. NC QG is 100% owned by
the state though Kazakhstan's Sovereign Wealth Fund Samruk-Kazyna JSC (SK,
BBB/Stable). Even though the state is contemplating selling up to 25% of NC QG
through an IPO in the next 1-2 years, we believe that the government will continue to
maintain strong links with the group. NC QG's strong links with the state are further
underpinned by the group's status of national company by the state, making NC QG one

of the implementation agents of the government's energy-related policies.

Moderate Track Record of Support: For 2022-2023 the Kazakhstani state has
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Incentive to Support: We assess the socio-political implications of default as 'Strong’, as
NC QG is a large employer with around 12,000 people and a natural monopoly with
significant development capex plans. NC QG supplies gas to over 50% of Kazakh
citizens. The group is a modest borrower with total debt of USD1.1 billion and less than
5% of the country's foreign debt in 2022, leading to 'Moderate' assessment of financial
implication of its default.

Subsidiaries Ratings Equalised with Parent: We view the legal incentives to support
under our Parent and Subsidiary Linkage (PSL) Rating Criteria as 'High' since NC QG
guarantees around 90% of KTGA's debt and ICA's debt is subject a cross-default
provision under NC QG's Eurobond, which makes up most of the parent's debt.
Previously NC QG fully guaranteed ICA's debt. However, ICA's main loan was refinanced
and currently NC QG only guarantees 2% of ICA's debt. Our assessment for legal
incentives remains 'High' in view of the cross-default provision in place.

Strategic incentives are 'High' for ICA and 'Medium' for KTGA. The latter as sole
domestic operator of gas distribution networks, based on Fitch's estimates, should
contribute 8% of NC QG's consolidated EBITDA (average for 2021-2025F), while ICA,
as the operator of trunk gas pipelines in Kazakhstan for transporting gas domestically
and internationally, should account for around 40% of NC QG's EBITDA. Operating
incentives are 'High' for both subsidiaries, due to a fully integrated management
strategy, common planning and budgeting.

Evolving Regulatory Environment: Uncertainties surrounding the domestic pipeline
transportation regulatory environment in Kazakhstan are among the factors
constraining NC QG's SCP. A six-month moratorium on tariff increases until end-June
2022 following unrest in Kazakhstan, however, has not affected NC QG's tariff
indexation in 2022. This is in contrast to the average 30% year-on-year drop in gas
distribution revenue for KTGA and ICA in 2019 when all state monopolies were forced
by the government to lower their tariffs for end-users in all regulated sectors.

DERIVATION SUMMARY

The 'BBB-' IDR of NC QG is supported by its monopoly in domestic gas transmission and
distribution in Kazakhstan (BBB/Stable), and its dominant position in gas transportation
export and sales. Domestic tariffs are exposed to the evolving regulatory environment
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(revenue and EBITDA) and share of the Kazakh oil transportation market. A strong
financial profile and very low leverage underpin KTO's 'bbb' SCP although the
company's IDR is constrained by that of parent, JSC National Company KazMunayGas.
NC QG's rating is notched down once from the sovereign's.

KEY ASSUMPTIONS

Fitch's Key Assumptions Within Our Rating Case for NC QG, ICA and KTGA:

- Brent crude price of USD85/bbl in 2023; USD65/bbl in 2024 and USD53/bbl in 2025,
down from USD101/bbl in 2022

- Capex peaking in 2023 and moderating thereafter

- Gradually falling gas exports to China

- No dividends paid to the parent in 2022-2025

- Substantial dividends from JVs

RATING SENSITIVITIES
NC QG:

Factors that may, individually or collectively, lead to positive rating action/upgrade:
- A sovereign upgrade

- Stronger ties between Kazakhstan and NC QG

- Improvement in NC QG's SCP, driven by a clearly defined and conservative financial
policy, and an improved regulatory environment supporting FFO gross leverage at

below 2x on a sustained basis

Factors that may, individually or collectively, lead to negative rating
action/downgrade:
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Factors that may, individually or collectively, lead to positive rating action/upgrade:

- Positive rating action on NC QG

Factors that may, individually or collectively, lead to negative rating
action/downgrade:

- Negative rating action on NC QG

- Weaker ties between NC QG and KTGA

- Weaker ties between NC QG and ICA, coupled with deterioration of ICA's profile

Kazakhstan sovereign:

Factors that could, individually or collectively, lead to negative rating
action/downgrade:

- Structural: Spillovers from Russia-related sanctions or geopolitical tensions or
renewed domestic social and political unrest that increase risks to export performance,
domestic macroeconomic and/or financial stability

- Public and External Finances: Erosion of the sovereign balance sheet due to a severe
commodity price shock or disruption to exports, a prolonged period of significantly
looser fiscal policy or a crystallisation of significant contingent liabilities.

- Macro: A deterioration in the economic policy mix that, for example, undermines the
predictability of monetary policy or confidence in the flexibility of the exchange rate to
respond to external shocks.

Factors that could, individually or collectively, lead to positive rating action/upgrade:
- Structural/Macro: Continued strengthening of the economic policy framework,
institutional capacity sufficient to enhance policy predictability, effectiveness, domestic

competition and economic diversification. This could lead to a removal of the -1 notch
on the QO's 'Macro' features.
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International scale credit ratings of Non-Financial Corporate issuers have a best-case
rating upgrade scenario (defined as the 99th percentile of rating transitions, measured
in a positive direction) of three notches over a three-year rating horizon; and a worst-
case rating downgrade scenario (defined as the 99th percentile of rating transitions,
measured in a negative direction) of four notches over three years. The complete span
of best- and worst-case scenario credit ratings for all rating categories ranges from
'AAA'to 'D'. Best- and worst-case scenario credit ratings are based on historical
performance. For more information about the methodology used to determine sector-
specific best- and worst-case scenario credit ratings, visit
https://www.fitchratings.com/site/re/10111579.

LIQUIDITY AND DEBT STRUCTURE

Adequate Liquidity: NC QG has ample liquidity, as cash and cash equivalents of KZT453
billion as of 30 June 2022 were more than sufficient to cover short-term maturities of
KZT34 billion. We expect its substantial cash buffer to support large investments in
2023.NC QG has arecord of good access to Kazakh banks, even though it has no long-
term committed facilities.

KTGA has strong liquidity and evenly balanced debt maturities. In June 2022, cash and
cash equivalents of around KZT38 billion provided healthy headroom over KZT11
billion of short-term debt. Similarly to NC QG, KTGA has good access to Kazakh banks,
even though it has no long-term committed facilities.

ICA's cash and cash equivalents of around KZT59 billions at end-June 2022 were
sufficient to cover short-term maturities of KZT11 billion. We expect its liquidity buffer,
however, to gradually reduce, due to continued investments. New borrowings or intra-
group loans should allow ICA to maintain adequate liquidity. ICA has no long-term

committed facilities, but has good access to Kazakh banks.

ISSUER PROFILE

NC QG is a natural monopoly in natural gas transit, transportation and distribution in
Kazakhstan. It also exports gas abroad and has small-scale gas upstream operations.

REFERENCES FOR SUBSTANTIALLY MATERIAL SOURCE CITED AS KEY DRIVER OF
RATING
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NC QG is rated top-down minus one from Kazakhstan's rating under our Government
Related-Entities (GRE) Rating Criteria.

ESG CONSIDERATIONS

Unless otherwise disclosed in this section, the highest level of ESG credit relevanceis a
score of '3". This means ESG issues are credit-neutral or have only a minimal credit
impact on the entity, either due to their nature or the way in which they are being
managed by the entity. For more information on Fitch's ESG Relevance Scores, visit
www.fitchratings.com/esg

RATING ACTIONS

ENTITY/DEBT = RATING = PRIOR =

senior unsecured BBB-
LT BBB- Affirmed

senior unsecured AA+(kaz)
Natl LT  AA+(kaz) Affirmed

JSC National Company ) BBB- Rating
LTIDR  BBB- Rating Outlook Stable
QazaqGaz Outlook
Stable
Affirmed
F3

STIDR F3 Affirmed

BBB- Rating
LCLTIDR  BBB-Rating Outlook Stable
Outlook
Stable
Affirmed
Natl LT AAT
2 (kaz) Rating
Nkl AaAl
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issuer(s), if any, did not participate in the rating process, or provide additional
information, beyond the issuer’s available public disclosure.

APPLICABLE CRITERIA

Government-Related Entities Rating Criteria (pub. 30 Sep 2020)
National Scale Rating Criteria (pub. 23 Dec 2020)

Corporates Recovery Ratings and Instrument Ratings Criteria (pub. 09 Apr 2021)
(including rating assumption sensitivity)

Parent and Subsidiary Linkage Rating Criteria (pub. 01 Dec 2021)
Corporate Rating Criteria (pub. 29 Oct 2022) (including rating assumption sensitivity)

APPLICABLE MODELS

Numbers in parentheses accompanying applicable model(s) contain hyperlinks to

criteria providing description of model(s).

Corporate Monitoring & Forecasting Model (COMFORT Model), v8.1.0 (1)

ADDITIONAL DISCLOSURES

Dodd-Frank Rating Information Disclosure Form
Solicitation Status

Endorsement Policy

ENDORSEMENT STATUS

Intergas Central Asia JSC EU Issued, UK Endorsed
JSC National Company QazaqGaz EU Issued, UK Endorsed
KazTransGas Aimak JSC EU Issued, UK Endorsed

DISCLAIMER & DISCLOSURES

All Fitch Ratings (Fitch) credit ratings are subject to certain limitations and disclaimers.
Please read these limitations and disclaimers by following this link:

https://www.fitchratings.com/understandingcreditratings. In addition, the following

Mbi npumeHsiem dannbl cookie Ana nepcoHanmMsaumm 1 NoBbIeHNa yao6CTBa NONb30BaHMS HALLMM CANTOM.
Ytobbl nony4ntb NnoapobHyto MHopmaLmo NN HaCTPOUTb NUYHbIE NpeanoyYTeHns B MHCTpymeHTe Cookie
Consent Tool, obpaTtutecs k Hawel MNonuTrnke koHUAeHUManNbLHOCTH. MNMonb3ysach HaWnM CakToM, Bbl

corrnaliaeTech ¢ NpMMeHeHnemM Hamu painos cookie.
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Published ratings, criteria, and methodologies are available from this site at all times.
Fitch's code of conduct, confidentiality, conflicts of interest, affiliate firewall,
compliance, and other relevant policies and procedures are also available from the Code
of Conduct section of this site. Directors and shareholders' relevant interests are
available at https://www.fitchratings.com/site/regulatory. Fitch may have provided
another permissible or ancillary service to the rated entity or its related third parties.
Details of permissible or ancillary service(s) for which the lead analyst is based in an
ESMA- or FCA-registered Fitch Ratings company (or branch of such a company) can be
found on the entity summary page for this issuer on the Fitch Ratings website.

In issuing and maintaining its ratings and in making other reports (including forecast
information), Fitch relies on factual information it receives from issuers and
underwriters and from other sources Fitch believes to be credible. Fitch conducts a
reasonable investigation of the factual information relied upon by it in accordance with
its ratings methodology, and obtains reasonable verification of that information from
independent sources, to the extent such sources are available for a given security orin a
given jurisdiction. The manner of Fitch's factual investigation and the scope of the third-
party verification it obtains will vary depending on the nature of the rated security and
its issuer, the requirements and practices in the jurisdiction in which the rated security is
offered and sold and/or the issuer is located, the availability and nature of relevant
public information, access to the management of the issuer and its advisers, the
availability of pre-existing third-party verifications such as audit reports, agreed-upon
procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and
other reports provided by third parties, the availability of independent and competent
third- party verification sources with respect to the particular security or in the
particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch's ratings
and reports should understand that neither an enhanced factual investigation nor any
third-party verification can ensure that all of the information Fitch relies onin
connection with a rating or a report will be accurate and complete. Ultimately, the issuer
and its advisers are responsible for the accuracy of the information they provide to Fitch
and to the market in offering documents and other reports. In issuing its ratings and its
reports, Fitch must rely on the work of experts, including independent auditors with
respect to financial statements and attorneys with respect to legal and tax matters.
Further, ratings and forecasts of financial and other information are inherently forward-
looking and embody assumptions and predictions about future events that by their
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contents will meet any of the requirements of a recipient of the report. A Fitch rating is
an opinion as to the creditworthiness of a security. This opinion and reports made by
Fitch are based on established criteria and methodologies that Fitch is continuously
evaluating and updating. Therefore, ratings and reports are the collective work product
of Fitch and no individual, or group of individuals, is solely responsible for a rating or a
report. The rating does not address the risk of loss due to risks other than credit risk,
unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any
security. All Fitch reports have shared authorship. Individuals identified in a Fitch report
were involved in, but are not solely responsible for, the opinions stated therein. The
individuals are named for contact purposes only. A report providing a Fitch rating is
neither a prospectus nor a substitute for the information assembled, verified and
presented to investors by the issuer and its agents in connection with the sale of the
securities. Ratings may be changed or withdrawn at any time for any reason in the sole
discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not
a recommendation to buy, sell, or hold any security. Ratings do not comment on the
adequacy of market price, the suitability of any security for a particular investor, or the
tax-exempt nature or taxability of payments made in respect to any security. Fitch
receives fees from issuers, insurers, guarantors, other obligors, and underwriters for
rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the
applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number
of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or
guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to
US$1,500,000 (or the applicable currency equivalent). The assighment, publication, or
dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name
as an expert in connection with any registration statement filed under the United States
securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom,
or the securities laws of any particular jurisdiction. Due to the relative efficiency of
electronic publishing and distribution, Fitch research may be available to electronic
subscribers up to three days earlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds
an Australian financial services license (AFS license no. 337123) which authorizes it to
provide credit ratings to wholesale clients only. Credit ratings information published by
Fitchis not intended to be used by persons who are retail clients within the meaning of
the Corporations Act 2001.
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subsidiaries are not issued on behalf of the NRSRO. However, non-NRSRO personnel
may participate in determining credit ratings issued by or on behalf of the NRSRO.

Copyright © 2023 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33
Whitehall Street, NY, NY 10004. Telephone: 1-800-753-4824, (212) 908-0500. Fax:
(212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except
by permission. All rights reserved.

READ LESS
SOLICITATION STATUS

The ratings above were solicited and assigned or maintained by Fitch at the request of
the rated entity/issuer or a related third party. Any exceptions follow below.

ENDORSEMENT POLICY

Fitch’s international credit ratings produced outside the EU or the UK, as the case may
be, are endorsed for use by regulated entities within the EU or the UK, respectively, for
regulatory purposes, pursuant to the terms of the EU CRA Regulation or the UK Credit
Rating Agencies (Amendment etc.) (EU Exit) Regulations 2019, as the case may be.
Fitch’s approach to endorsement in the EU and the UK can be found on Fitch’s
Regulatory Affairs page on Fitch’s website. The endorsement status of international
credit ratings is provided within the entity summary page for each rated entity and in
the transaction detail pages for structured finance transactions on the Fitch website.
These disclosures are updated on a daily basis.
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