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Fitch Affirms National Company KazMunayGas at 'BBB-'; Outlook
Stable
Fitch Ratings - London - 27 March 2020:
Fitch Ratings has affirmed JSC National Company KazMunayGas's (KMG) Long-Term Issuer Default Rating
(IDR) at 'BBB-' with a Stable Outlook.
KMG is the national oil and gas company in Kazakhstan (BBB/Stable), with medium-scale hydrocarbon
production and refining, and is the owner of trunk oil and gas pipelines. It is rated one notch below the
Kazakh sovereign (BBB/Stable).

Key Rating Drivers

Links with State Drive Rating: We rate KMG on a top-down basis, one notch below Kazakhstan, using our
Government-Related Entities (GRE) Rating Criteria, under which KMG scores 37.5 points. We assess the
status, ownership and control factor for KMG as strong, while we view support track record and
expectations as moderate because the government had maintained KMG's gross leverage at an aggressive
level in 2014-2017. We view the socio-political implications of a KMG default as strong and financial
implications of its default as very strong because we believe KMG is a major Kazakh borrower in the
Eurobond market and a proxy issuer for the government.
Stable Standalone Credit Profile: We assess KMG's standalone credit profile (SCP) at 'bb-'. Its business
profile is supported by its significant scale in hydrocarbons production (259,000 barrels of oil equivalent per
day (kboe/d, 77% liquids) on a consolidated basis in 2019; 638kboe/d including stakes in equity affiliates
(76% liquids) and integration into the more stable midstream and downstream segments. Its financial profile
constrains SCP at 'bb-', although we project further strengthening in the credit metrics in 2022-2023.
Debt Repayment in 2019: Funds from operations (FFO) adjusted gross leverage decreased to 3.6x in 2019
from 6.1x in 2017, due to repayment of debts in combination with solid operational results. KMG has elected
to repay USD2.25 billion (KZT864.4 billion) it owed under the TCO advanced oil sale agreement, which we
classified as debt, in 2019. This represents an accelerated repayment of USD1.25 billion compared with its
repayment schedule. This has been achieved by a decrease in bank deposits, which we view as creditpositive.
Low Oil Prices Impact Leverage in 2020: We forecast an increase in net leverage to 4.3x in 2020 from 2.4x
in 2019, due to the effects of the COVID-19 pandemic and the collapse of the OPEC-Russia alliance. We
expect a sharp recovery in prices from 2021 onwards, which we expect will have a positive impact on cash
generation and leverage. Fitch projects KMG's FFO leverage to average 4.4x on a gross basis and 3x on a
net basis in 2020-2023.
Kashagan Stake Buyback Timing Uncertain: KMG has a call option with JSC Sovereign Wealth Fund
Samruk-Kazyna (SK; BBB/Stable) to buy back the former's stake in the giant Kashagan oilfield (KMG
Kashagan B.V.) until 2022. However, the stake in Kashagan is currently frozen by a Dutch court under
arbitration, which makes the timing uncertain. The 8.44% stake was purchased by SK for USD4.7 billion, of
which an USD2.7 billion-equivalent was provided as a local-currency debt, in 2015 to provide KMG
headroom under its debt covenants. We view this call extension as an example of state support to KMG and
expect flexibility in the future
https://www.fitchratings.com/site/pr/10115426
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Megaprojects Set to Boost Volumes: KMG has stakes in the three internationally developed giant upstream
projects in Kazakhstan: TengizChevrOil (TCO; 20% stake; 651kb/d production in 2019), Karachaganak
(10%; 218kb/d) and Kashagan (8.44%; 301kb/d). TCO is currently undergoing expansion to increase output
by 260kb/d by 2022, while Kashagan has been increasing production volumes since its launch in 4Q16 and
reached around 400kb/d liquids production in January 2020. Two additional rounds of future Kashagan
development may lead to an increase in the field's output to 500kb/d in the medium term with significantly
lower capex requirements than in the initial development stage.
Muted Outlook for Dividend Inflow: We forecast modest dividends from KMG's equity affiliates in 2020-2023,
averaging at KZT207 billion p.a. (USD0.5 billion) versus KZT380 billion (USD2.4 billion) p.a. in 2012-2014.
The modest dividend, despite large production volumes attributable to affiliates and reasonable oil prices, is
due to the expansionary project at TCO. We expect no dividends from Kashagan in 2020-2022 as KMG
Kashagan B.V., KMG's 50% associate with 16.88% of the project, will use its free cash flow to repay
USD1.5 billion long-term oil prepayment that we view as debt. We estimate that dividends received by KMG
should grow significantly around 2022-2023, due to higher payments from TCO unless oil prices remain low.

Derivation Summary

KMG is Kazakhstan's national oil and gas company, with medium-scale hydrocarbon production and
refining, and is the owner of trunk oil and gas pipelines. Its 2019 production was nearly 259kboe/d, or
638kboe/d including its share in equity affiliates. It accounts for about 26% of domestic oil production
including its share of production in affiliates, and owns most of the refining capacity in the country and key
pipeline infrastructure. KMG is broadly comparable to State Oil Company of the Azerbaijan Republic
(SOCAR, BB+/Stable) in operational profile, but KMG has significantly higher hydrocarbon production from
equity affiliates. KMG's financial profile is stronger than SOCAR's.
KMG's rating is notched down once from the sovereign rating because it scores 37.5 points under our GRE
Rating Criteria. The score is comparable to those of Argentina's YPF S.A. (CCC), Petroleos Mexicanos
(PEMEX, BB+/Negative), SOCAR and Indian Oil Corporation (BBB-/Stable), which also have strong ties
with the sovereign.
No country ceiling constraint or operating environment influence affected KMG's ratings.

Key Assumptions

Fitch's Key Assumptions within our Rating Case for the Issuer
-Brent oil price of USD41/bbl in 2020, USD48/bbl in 2021, USD53/ bbl in 2022 and USD55/bbl thereafter;
-Average exchange rate of KZT424 per USD in 2020, KZT453 in 2021, KZT441 thereafter;
-Flat oil and gas production by subsidiaries;
-No dividends from Kashagan in 2020-2023;
-Improved profitability in the downstream segment in 2020-2021 relative to 2017 due to higher refining fees;
-Capex averaging KZT630 billion per annum in 2020-2023; and
-No significant asset acquisitions or disposals in 2020-2023.

https://www.fitchratings.com/site/pr/10115426
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RATING SENSITIVITIES

Developments That May, Individually or Collectively, Lead to Positive Rating Action
- A sovereign upgrade.
- Stronger ties between Kazakhstan and KMG.
- Improvement in KMG's SCP, including FFO-adjusted gross leverage sustainably below 4x.
Developments That May, Individually or Collectively, Lead to Negative Rating Action
- A sovereign downgrade by more than one notch while assuming stable SCP of KMG.
- Weaker ties between Kazakhstan and KMG.
- Substantial weakening of standalone credit profile.
For the sovereign rating of Kazakhstan, Fitch outlined the sensitivities listed below in the Rating Action
Commentary dated 21 February 2020.
The following risk factors individually, or collectively, could trigger positive rating action:
- Improved governance indicators and strengthening of the policy framework to enhance its predictability
and effectiveness.
- Sustainable improvement in the health of the banking sector, e.g. demonstrated by improved financial
intermediation and asset quality.
- Improvement in the economy's and public finances' resilience to commodity price shocks through
economic diversification.
The following factors, individually or collectively, could result in negative rating action:
- Policies that widen the fiscal deficit or undermine monetary policy credibility.
- Materialisation of additional significant contingent liabilities from the banking sector on the public sector
balance sheet.

Liquidity and Debt Structure

Strong Liquidity, Foreign-Exchange Debt: At 31 December 2019, KMG's short-term debt of roughly
KZT253 billion would have been fully covered by unrestricted cash and short-term investments, which
amounted to KZT1,426 billion. At end-2019, 77% of KMG's cash and deposits and 93% of the company's
debt was denominated in US dollars.
Emphasis on Gross Metrics: We put more emphasis on KMG's gross leverage due to risks associated with
the availability of cash held at Kazakh banks. Historically, KMG has relied on external debt to finance capex.
It has gradually decreased the share of cash and deposits held at low-rated domestic banks over the past
eight years while the percentage of funds at high-rated international banks has significantly increased.
Continuation of KMG's policy resulting in a larger part of the company's liquidity being held at strong banks
may prompt Fitch to focus on net, rather than gross, leverage metrics.

https://www.fitchratings.com/site/pr/10115426
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Summary of Financial Adjustments

- Fitch treats the long-term prepayments for oil deliveries from Vitol as debt. Associated interest payments
are added to KMG's interest charge.
- Fitch included the full amount of USD684 million loan guarantee provided to Beineu-Shymkent Pipeline
LLP, KMG's JV, in debt at end-2019.
- Fitch adjusted KMG's debt by adding 6x the annual operating lease expense.
- Fitch removed KZT50 billion of cash pledged as loan collateral from KMG's readily available cash.

ESG Considerations

ESG issues are credit neutral or have only a minimal credit impact on the entity(ies), either due to their
nature or the way in which they are being managed by the entity(ies). For more information on Fitch's ESG
Relevance Scores, visit www.fitchratings.com/esg.
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DISCLAIMER

ALL 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 https://www.fitchratings.com/site/dam/jcr:6b03c4cd-611d-47ec-b8f1183c01b51b08/Rating%20Definitions%20-%203%20May%202019%20v3%206-11-19.pdf DETAILS
FITCH'S RATING DEFINITIONS FOR EACH RATING SCALE AND RATING CATEGORIES, INCLUDING
DEFINITIONS RELATING TO DEFAULT. 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 SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS
SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY
CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

COPYRIGHT

Copyright © 2020 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. 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
https://www.fitchratings.com/site/pr/10115426
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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 or in 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 on in 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 nature cannot be verified as facts. As a result, despite any verification of current facts, ratings
and forecasts can be affected by future events or conditions that were not anticipated at the time a rating or
forecast was issued or affirmed.
The information in this report is provided "as is" without any representation or warranty of any kind, and
Fitch does not represent or warrant that the report or any of its 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 assignment, 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 Fitch is not intended to be used by persons who are
retail clients within the meaning of the Corporations Act 2001
Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally
Recognized Statistical Rating Organization (the "NRSRO"). While certain of the NRSRO's credit rating
subsidiaries are listed on Item 3 of Form NRSRO and as such are authorized to issue credit ratings on
behalf of the NRSRO (see https://www.fitchratings.com/site/regulatory), other credit rating subsidiaries are
https://www.fitchratings.com/site/pr/10115426
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not listed on Form NRSRO (the "non-NRSROs") and therefore credit ratings issued by those 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.

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

Endorsement Policy
Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used by regulated
entities within the EU for regulatory purposes, pursuant to the terms of the EU Regulation with respect to
credit rating agencies, can be found on the EU Regulatory Disclosures page. The endorsement status of all
International ratings is provided within the entity summary page for each rated entity and in the transaction
detail pages for all structured finance transactions on the Fitch website. These disclosures are updated on a
daily basis.

Fitch Updates Terms of Use & Privacy Policy
We have updated our Terms of Use and Privacy Policies which cover all of Fitch Group's websites. Learn more.
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