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Semiannual Update

Summary Rating Rationale
The Ba3 corporate family rating (CFR) and issuer rating assigned to DBK Leasing (DBKL)
reflect a combination of the company's intrinsic credit qualities and affiliate support from the
parent, the Development Bank of Kazakhstan (DBK; Baa3 Negative).

DBKL’s standalone credit profile b3 is constrained by high single-name concentrations, weak
earning generation capacity and decreased capital adequacy following assets growth. At the
same time, it benefits from the solid market position in the industrial leasing segment, strong
ties and support from the government through DBK, and adequate liquidity cushion.

The Ba3 CFR and issuer rating incorporate a three-notch uplift from the company's
standalone credit profile of b3, which is based on our assessment of the very high probability
of extraordinary support from the parent DBK. The very high probability of parental
support reflects: (1) 100% ownership and financial support provided by DBK; (2) DBKL's
relatively small size, which enables the parent to extend the necessary level of support to the
subsidiary in the event of need; (3) DBKL's good fit with DBK's strategy and public policy role
in development of the non-extractive industry sectors in Kazakhstan.

Credit Strengths

» Active player in the Kazakh leasing market benefitting from strong ties and support from
the government through DBK

» Adequate liquidity position sufficient to cover operating needs

Credit Challenges

» High single-name concentrations in the leasing portfolio

» Capital adequacy pressured by assets growth

» Weak earnings generation capacity

Rating Outlook

» The outlook on DBK Leasing is stable, which balances risks from the challenging
operating environment and support from its parent in case of need.

Factors that Could Lead to an Upgrade
We might consider a positive rating action on DBKL in case of:
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» improvement in its standalone credit profile, in particular, strengthened capital adequacy, good resilient profitability, decreased
single-name concentrations and better asset quality;

» reassessment of the probability of affiliate support from DBK to a higher level.

Factors that Could Lead to a Downgrade

» Negative rating action on DBKL could occur in the event of unexpected losses on the leasing portfolio, which could substantially
impair its capitalization and/or in case of materially weakened parental support.

Key Indicators

Exhibit 1

DBK Leasing (Unconsolidated Financials) [1]
6-162 12-152 12-142 12-132 12-122 Avg.

Total Assets (KZT billion) 77 86 55 43 44 15.13

Total Assets (USD billion) 0.2 0.3 0.3 0.3 0.3 -6.13

Tangible Common Equity (KZT billion) 16 15 15 15 8.0 18.53

Tangible Common Equity (USD billion) 0.0 0.0 0.1 0.1 0.1 -3.33

Problem Loans / Gross Loans (%) 18.2 26.9 35.2 45.8 38.3 32.94

Problem Loans / (Tangible Common Equity + Loan Loss Reserve) (%) 37.0 45.0 49.7 49.0 89.4 54.04

Net Interest Margin (%) 6.4 3.3 3.6 4.1 2.7 4.04

Net Income / Tangible Assets (%) 1.1 0.7 0.3 -11.2 0.2 -1.84

Cost / Income Ratio (%) 24.8 37.5 64.0 143.1 61.9 66.24

Market Funds / Tangible Banking Assets (%) 48.5 51.3 50.7 48.1 68.7 53.54

Liquid Banking Assets / Tangible Banking Assets (%) 24.6 27.6 53.5 33.4 17.8 31.44

[1] All figures and ratios are adjusted using Moody's standard adjustments [2] Basel I; IFRS [3] Compound Annual Growth Rate (%). Any interim period amounts presented are assumed to
be fiscal year end amounts for calculation purposes [4] Simple average of periods presented
Source: Moody's Financial Metrics

Detailed Rating Considerations
ACTIVE PLAYER IN THE KAZAKH LEASING MARKET BENEFITTING FROM STRONG TIES WITH THE GOVERNMENT

DBKL is an indirectly government-owned leasing company that was established by DBK for offering small-ticket leasing products to
the market. DBKL initially focused on leasing to newly established textile manufacturers, but later diversified into other industries,
such as transportation and logistics, manufacturing, infrastructure building, and machinery manufacturing. DBKL's niche is providing
leasing services for companies from the non-extractive industry sectors, in line with the government's policy of diversifying the national
economy.

DBKL is the second largest leasing company in Kazakhstan, being focused mainly on industrial leasing, following another government-
owned leasing company specialized in agricultural sector.

DBKL's special status enables it to access key economic development programs and obtain cheaper and longer-term funding derived
from the parent or directly from the Kazakh government. DBKL is not subject to privatization, being the operator of the government-
run Industrialization Program 2020.

ASSET QUALITY PRESSURED BY HIGH CLIENT CONCENTRATIONS

DBKL's net lease book increased by 41% in 2016 mainly following large transactions in the railway transportation industry. The share
of nonperforming leases (NPLs, lease advances overdue more than 90 days) decreased to 10% of gross lease portfolio net of unearned
income as of year-end 2016 from 27% as of end-2015 given completed write offs, recover of some loans and lease portfolio growth

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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(see exhibit below). At the same time, total impaired leases accounted for high 32% of total finance lease as of end-2016 (a decrease
from 54% in 2015). Loan loss reserves at 13.4% of total finance lease as of end-2016 cover all overdue leases, but only 44% of
impaired leases.

Exhibit 2

Dynamics of DBKL's asset quality
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DBKL's asset quality remains constrained by very high concentration in the leasing book with top 20 projects accounting for around
87% of the total gross lease portfolio or 5x DBKL's equity as of end-2016 according to management's data, which exposes DBKL to
heightened risk in case of largest borrowers default.

In addition, DBKL has exposure to the finance leases with embedded fx derivatives, which accounted for 21.8% of total lease portfolio
as of end-2016, which makes it vulnerable to fx volatility.

CONSTRAINED CAPITAL BUFFER TO BE SUPPORTED BY THE PARENT

DBKL's capital adequacy declined to 12.2% as of year-end 2016 from 21.3% in 2015 given active assets growth (44.4% in 2016) amid
weak earning generation capacity, as well as realized loss from hedging instruments (see exhibit below).

Exhibit 3

DBKL capital adequacy weakened
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DBKL's capital buffer will be supported by capital injection from the parent by around 20%-30% of total equity by the end of 2017.
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Company's earnings generation is weak with reported net profit of KZT364.5 million in 2016, translating into marginal ROA of 0.3%.
DBKL's bottom-line profitability was constrained by revaluation of embedded derivatives and impairment losses. We expect the
company's profitability to be mediocre in the future, remaining vulnerable to fx volatility.

ADEQUATE LIQUIDITY POSITION

DBKL has an adequate liquidity position with liquid assets comprising 26.4% of total assets as of end-2016. We expect the company
will keep an ample liquidity cushion to meet its upcoming debt repayments.

DBKL's funding base is predominantly comprised of parental funding from DBK, which benefits it in terms of low costs and stable source
of financing. Most of the borrowings are long-term, maturing after 2020. The only foreign debt includes KZT 11.5 billion loan from DBK
(21% of liabilities) due in 2025.

Although the company does not have to comply with Kazakhstani banking regulation, it reports its risk positions to DBK, which
supervises DBKL's activity.

Notching Considerations
AFFILIATE SUPPORT

We incorporate very high probability of extraordinary support from the state-owned DBK to DBKL's, resulting in a three-notch uplift
from the company's standalone credit profile. This is based on (1) DBKL's 100% ownership; (2) track record of support in the form
of capital injections and provided funding from the parent and directly from the government; (3) DBKL's relatively small size, which
enables the parent/state to extend the necessary level of support to DBKL in the event of need, and (4) DBKL's good fit with DBK's
strategy and public policy role in development of the non-extractive industry sectors in Kazakhstan.
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Rating Methodology and Scorecard Factors

Exhibit 4

Rating Factors Aa/A Baa Ba B Caa Historical View Column1 Forward View

Non-Financial Factors B B

Factor: Franchise Value B B

- Market Position and Sustainability x

- Operational Diversification x

Factor: Risk Posit ioning B B

- Potential Volatility of Assets/Cashflows x

- Governance and Management Quality x

- Risk Management [1] x

- Key Relationship Concentrations x

- Liquidity Management x

Factor: Operat ing Environment [2] B B

- Economic Strength x

- Institutional Strength x

- Susceptibility to Event Risk x

Financial Factors B B

Factor: Profitability B B

- PPI / AMA 1.79%

- Net Income / AMA 0.44%

- Pre-tax Income Coefficient of Variation -176.71%

Factor: Liquidity Aa/A Aa/A

- 24 Month Coverage Ratio 316.07%

- Secured Debt / Gross Tangible Assets 0.00%

Factor: Capital Adequacy B

Capital Bucket: Equipment Lessor

- TCE / TMA 12.20%

Factor: Asset Quality Caa Caa

- Problem Loans / Gross Loans 24.03%

- Problem Loans / (Shareholders Equity + 

LLR)

37.97%

- Lease Residual Value Exposure to TCE 261.17%

Scorecard est imated stand-alone credit  

assessment:

Assigned stand-alone credit  assessment:

[1] Capped at B; the risk management sub 

factor score will not exceed the weighted 

average of scores assigned to a firm's other 

risk positioning sub factor scores.

[2] The operating environment score will 

not exceed the weighted average of scores 

assigned to a firm's other non-financial 

factors.

Source: Moody's Financial Metrics
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Ratings

Exhibit 5
Category Moody's Rating
DBK LEASING

Outlook Stable
Corporate Family Rating Ba3
Issuer Rating Ba3
ST Issuer Rating NP

PARENT: DEVELOPMENT BANK OF KAZAKHSTAN

Outlook Negative
Issuer Rating Baa3
Senior Unsecured Baa3
Subordinate MTN -Dom Curr (P)Ba1
Other Short Term -Dom Curr (P)P-3

Source: Moody's Investors Service
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