


Rating Action: Moody's assigns Kazakhstan Mortgage Company JSC Baa3
long-term ratings; outlook stable

20 Dec 2018

London, 20 December 2018 -- Moody's Investors Service ("Moody's") has today assigned Baa3 long-term and
Prime-3 short-term local- and foreign-currency issuer ratings to Kazakhstan-based Kazakhstan Mortgage
Company JSC (KMC). The outlook on KMC is stable. At the same time, Moody's assigns the Aa1.kz National
Scale Issuer Rating (NSR) to the issuer.

A full list of assigned ratings can be found at the end of this press release.

RATINGS RATIONALE

KMC's ratings benefit from very high support from its immediate parent Baiterek National Management
Holding, JSC (Baiterek; Baa3 stable) which is 100% owned by the Government of Kazakhstan (Baa3 stable).
As a result, Moody's incorporates four notches of rating uplift based on its parental support assumptions, from
KMC's standalone assessment of b1, which reflects (1) its policy role ensuring secured business niche with
access to cheap funding and capital, (2) adequate capitalisation and profitability, (3) exposure to mortgage and
the volatile real estate sector which pressures asset quality, business volumes and revenues and (4)
potentially vulnerable liquidity.

The very high support from Baiterek reflects KMC's strategic importance due to its special mandate to develop
residential housing in the country including mortgage lending and social housing rent. KMC participates in
government programmes and its funding is pre-dominantly comprised of funding received from its parent and
the government. The company is ranked fifth by total assets among Baiterek's subsidiaries and had around
6% share in its consolidated total assets at end-2017.

Moody's believes the parent would provide financial support to KMC, if it were necessary, to avoid significant
reputational damage, reduced access to market funding for its subsidiaries or impairment or disruption in the
implementation of important government programmes. Moody's believes that in some cases extraordinary
support will be originally provided by the government of Kazakhstan given that KMC's parent company,
Baiterek, is de-facto the government financial arm which manages the subsidiaries under its umbrella. KMC's
policy mandate secures its business niche and ensures a good access to capital while cheap government
funding supports its profitability.

KMC's policy mandate exposes it to housing sector which is rather cyclical and depends significantly on
dynamics of real disposable income of population, interest rates, construction activity, real estate prices and
etc. As a result, the business volumes, revenues and asset quality could exhibit some volatility.

The company's non-performing loans (90+ days overdue) accounted for a substantial 5% of the mortgage
portfolio at end-H1 2018. Problem leases accounted for less than 0.5% of lease book at end-H1 2018. At the
same time, seasoning of the previously rapidly grown leasing book will lead to deterioration of asset quality --
albeit not expected to the level of mortgage portfolio given its less risky nature.

Moody's expects KMC's capitalisation to remain high and does not expect tangible common equity to tangible
managed assets (TCE/TMA) ratio to fall below 20% in the next 12-18 months. At end-Q3 2018, TCE/TMA ratio
was 25%. Capitalisation is being supported by adequate profitability: the net income to average managed
assets ratio was 2% in Q3 2018. Profitability benefits from stable net interest margin, low operating costs and
loss charges (as majority of problem loans have been reserved).

The company maintains low liquidity cushion (5-7% of total assets) and large repayments of market funding
make it vulnerable to refinancing risk or will force it to deleverage before repayments. It finances acquisition of
mortgage portfolio from banks via issuing bonds which exposes it to refinancing and interest rate risk due to
maturity mismatch.

OUTLOOK



The stable outlooks on KMC mirror the stable outlook on its parent's (Baiterek) long-term issuer ratings.

WHAT COULD MOVE THE RATINGS UP/DOWN

Upside potential of the issuer ratings is constrained by those of Baiterek given that it is at the same level.

KMC's long-term ratings could be downgraded in case of a lowering of Baiterek's rating or reduced support
assumptions for KMC.

LIST OF ASSIGNED RATINGS

Issuer: Kazakhstan Mortgage Company JSC

Assignments:

....LT Issuer Rating, Assigned Baa3 Stable

....ST Issuer Rating, Assigned P-3

....NSR LT Issuer Rating, Assigned Aa1.kz

Outlook Actions:

....Outlook, Assigned Stable

PRINCIPAL METHODOLOGY

The principal methodology used in these ratings was Finance Companies published in December 2018. Please
see the Rating Methodologies page on www.moodys.com for a copy of this methodology.

Moody's National Scale Credit Ratings (NSRs) are intended as relative measures of creditworthiness among
debt issues and issuers within a country, enabling market participants to better differentiate relative risks.
NSRs differ from Moody's global scale credit ratings in that they are not globally comparable with the full
universe of Moody's rated entities, but only with NSRs for other rated debt issues and issuers within the same
country. NSRs are designated by a ".nn" country modifier signifying the relevant country, as in ".za" for South
Africa. For further information on Moody's approach to national scale credit ratings, please refer to Moody's
Credit rating Methodology published in May 2016 entitled "Mapping National Scale Ratings from Global Scale
Ratings". While NSRs have no inherent absolute meaning in terms of default risk or expected loss, a historical
probability of default consistent with a given NSR can be inferred from the GSR to which it maps back at that
particular point in time. For information on the historical default rates associated with different global scale
rating categories over different investment horizons, please see
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1113601 .

REGULATORY DISCLOSURES

For ratings issued on a program, series or category/class of debt, this announcement provides certain
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series or
category/class of debt or pursuant to a program for which the ratings are derived exclusively from existing
ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this
announcement provides certain regulatory disclosures in relation to the credit rating action on the support
provider and in relation to each particular credit rating action for securities that derive their credit ratings from
the support provider's credit rating. For provisional ratings, this announcement provides certain regulatory
disclosures in relation to the provisional rating assigned, and in relation to a definitive rating that may be
assigned subsequent to the final issuance of the debt, in each case where the transaction structure and terms
have not changed prior to the assignment of the definitive rating in a manner that would have affected the
rating. For further information please see the ratings tab on the issuer/entity page for the respective issuer on
www.moodys.com.

For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this
credit rating action, and whose ratings may change as a result of this credit rating action, the associated
regulatory disclosures will be those of the guarantor entity. Exceptions to this approach exist for the following
disclosures, if applicable to jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated
entity.

https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1113601


Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related
rating outlook or rating review.

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.

Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures
for each credit rating.
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EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE
ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE.  

MOODY’S CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL
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MOODY’S CREDIT RATINGS OR MOODY’S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION.
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REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON
WITHOUT MOODY’S PRIOR WRITTEN CONSENT. 
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To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability for any direct or compensatory losses or damages caused to any
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Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody’s Corporation
(“MCO”), hereby discloses that most issuers of debt securities (including corporate and municipal bonds,
debentures, notes and commercial paper) and preferred stock rated by Moody’s Investors Service, Inc. have,
prior to assignment of any rating, agreed to pay to Moody’s Investors Service, Inc. for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain
policies and procedures to address the independence of MIS’s ratings and rating processes. Information
regarding certain affiliations that may exist between directors of MCO and rated entities, and between entities
who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more
than 5%, is posted annually at www.moodys.com under the heading “Investor Relations — Corporate
Governance — Director and Shareholder Affiliation Policy.” 
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Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian
Financial Services License of MOODY’S affiliate, Moody’s Investors Service Pty Limited ABN 61 003 399
657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as
applicable). This document is intended to be provided only to “wholesale clients” within the meaning of section
761G of the Corporations Act 2001. By continuing to access this document from within Australia, you represent
to MOODY’S that you are, or are accessing the document as a representative of, a “wholesale client” and that
neither you nor the entity you represent will directly or indirectly disseminate this document or its contents to
“retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY’S credit rating is an
opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or
any form of security that is available to retail investors. It would be reckless and inappropriate for retail investors
to use MOODY’S credit ratings or publications when making an investment decision. If in doubt you should
contact your financial or other professional adviser. 

Additional terms for Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary
of Moody's Group Japan G.K., which is wholly-owned by Moody’s Overseas Holdings Inc., a wholly-owned
subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of
MJKK. MSFJ is not a Nationally Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit
ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment
under U.S. laws. MJKK and MSFJ are credit rating agencies registered with the Japan Financial Services
Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively. 

MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and
municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MJKK or MSFJ (as
applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for
appraisal and rating services rendered by it fees ranging from JPY200,000 to approximately JPY350,000,000. 

MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.


