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JOINT STOCK COMPANY KAZTEMIRYRANS

STATEMENT OF MANAGEMENT'S RESPONSIBILITIES
FOR THE PREPARATION AND APPROVAL OF THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

Management of Joint Stock Company Kaztemirtrans (the “*Company”) is responsible for the preparation
of the consolidated financial statements of the Company and its subsidiaries (jointly the “Group”), that
present fairly the consolidated financial position of the Group as at 31 December 2017, and the
consolidated financial results of its operations, cash Aows and changes in equity for the year then
ended, In compliance with International Financial Reporting Standards (“IFRS"}.

In preparing the consolidated financial statements, management is responsible for:

properly selecting and applying accounting policies;

applying reasonable estimates and valuation;

compliance with IFRS, disclosure and explanation of all significant daviations in cansolidated
financial statements;

providing additiona! disclosures when compliance with the specific requirements in IFRS |s
insufficient to enable users of consolidated financial statements to understand the impact of
particular transactions, other events and conditions, and also other events or conditions, which
influence on the Group's consolidated financial position and financial performance;

making an assessment of the Group’s ability to continue as a going concern.

Management is also responsible for:

designing, implementing and maiataining an effective and sound system of internal controls,
throughout the Group;

maintaining adequate accounting records that are sufficient to show and explain the Group's
transactions and disclose with reasonable accuracy at any time the consolidated financial position
of the Group, and which enable them to ensure that the consolidated financial statements of the
Group comply with IFRS;

maintaining statutory accounting racords in compliance with legislation of Repubtlic of Kazakhstan
and IFRS;

making such steps as are reasonably available to them to safeguard the assets of the Group; and
preventing and detecting fraud and other irregularities.

The consolidated financial statements for the year ended 31 December 2017 were approved by
management of Joint Stock Company Kaztemirtrans on 26 February 2018.

On behalf of Group’s management:

26 February 2018

K.A. Saurbayev
Acting President

M.N. Uzenbayev
Chief Accountant — Director of
Accounting Department

26 February 2018

Astana, Republic of Kazakhstan
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INDEPENDENT AUDITOR'S REPORT
To the Board of Directors and the Shareholder of Joint-Stock Company Kaztemirtrans
Opinion

We have audited the accompanying consolidated financial statements of JSC

Kaztemirtrans (the “Company”) and its subsidiaries {the “Group™), which comprise the
consolidated statement of financial position as at 31 December 2017, and the consolidated
statement of profit or loss and other comprehensive income, the consolidated statement of
changes in equity and the consclidated statement of cash flows for the year then ended,
and notes to the consolidated financial statements, including a summary of significant
accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all
material respects, the consolidated financial position of the Group as at

31 December 2017, and its consolidated financial performance and consolidated cash
flows for the year then ended In accordance with International Financial Reporting
Standards (“IFRSs"}.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (“1SAs™).
Our responsibilities under those standards are further described in the Auditor’s
Responsibliities for the Audit of Consolidated Financlal Statements section of our report.
We are independent of the Group in accordance with the International Ethics Standards
Board for Accountants’ Code of Ethics for Professional Accountants (the “IESBA Code™)
together with the ethical requirements that are relevant to our audit of the financial
statements in Republic of Kazakhstan, and we have fulfilled our other ethical
responsibilities in accordance with these requirements and the IESBA Code. We believe
that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our opinion.

Emphasis of matter

As described in Note 18 to the accompanying consolidated financial statements of the
Group, 74% of the Group's income for the year ended 31 December 2017 was received
from transactions of related parties. Our opinion is not modified in respect of this makter.

Responsibilities of Management and Those Charged with Governance for the
Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the consolldated
financial statements in accordance with IFRS, and for such internal control as
management determines is necessary to enable the preparation of consolidated financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for
assessing the Group’s ability to continue as a geing concern, disclosing, as applicable,
matters related to going concem and using the going concern basis of accounting unless
management elther intends to liquidate the Group or to cease operations, or has no
realistic alternative but to do so,

Deloiti= refers  one or more of Deloitte Touche Tohmatsu Limited, & UK private company hmited by guarantee {“CTTL", its
network of member firms, and their related entities. DTTL and each of its member firms are legally separate and independent;
entities. DTTL {akto refemed to az “Telcite Globw ™) does not provide servioes to chents, Pleass e wry. dette.comlatout for
a more detailed description of DTTL and it member fums.

© 2018 Deloitte, LLP. All rights reserved.
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Those charged with governance are responsible for overseeing the Group’s consolidated
financial reporting process.

Auditor's Responsibilities for the Audit of the Consolidated Financial Statements

Cur objectives are to obtain reasonable assurance about whether the consolidated
financial statements as a whole are free from material misstatement, whether due to fraud
or error, and to issue an auditor’s report that includes our opinion. Reasonable assurance
is a high level of assurance, but is not a guarantee that an audit conducted in accordance
with 1SAs will always detect a material misstatement when it exists. Misstatements can
arise from fraud or error and are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the economic decisions of users taken on
the basis of these consolidated financial statements.

As part of an audit in accordance with ISAs, we exercise professicnal judgment and
maintain professicnal scepticism throughout the audit. We also:

. identify and assess the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error, design and perform audit procedures
responsive to those risks, and obtain audit evidence that is sufficient and appropriate
to provide a basis for our opinion. The risk of not detecting a material misstatement
resulting from fraud is higher than for one resulting from error, as fraud may invoive
collusion, forgery, intentional omissions, misreprasentations, or the override of
internal control;

» obtain an understanding of internal control relevant to the audit In order to design
audit procedures that are appropriate in the circumstances, but not for the purpose
of expressing an opinion on the effectiveness of the Group’s internal control;

. evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management;

v conclude on the appropriateness of rnanagement’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material
uncertainty exists related to events or conditions that may cast significant doubt on
the Group's ability to continue as a going concern. If we conclude that a material
uncertainty exists, we are required to draw attention in our auditor’s report to the
related disclosures in the consolidated financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence
obtained up to the date of our auditor’s report. However, future events or conditions
may cause the Group to cease to continue as a going concern;

. evaluate the overali presentation, structure and content of the consolidated financial
statements, including the disclosures, and whether the consolidated financial
statements represent the underlying transactions and events in a manner that
achieves fair presentation;

. obtain sufficient appropriate audit evidence regarding the financial information of the
entities or business activities within the Group to express an opinion on the
consolidated financial statements. We are responsible for the direction, supervision
and performance of the group audit. We remain solely responsible for our audit
opinion.
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We communicate with those charged with governance regarding, among other matters,
the planned scope and timing of the audit and significant audit findings, including any
significant deficiencies in internal control that we identify during our audit.

oy ACE

Alua Yessimbekova Daulet Kuathekov
Engagement Partner Qualified Auditor
Certified Public Accountant Certificate No.0000523
New Hampshire, USA dated 15 February 2002,
License No.07348 dated 12 June 2014 Republic of Kazakhstan
peLOITTE, LLhP

Deloitte LLP
State license for audit activities i

type MFU - 2, issued by the
Ministry of Finance of the
Republic of Kazakhstan

on 13 September 2006.

26 February 2018
Deloitte LLP
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JOINT STOCK COMPANY KAZTEMIRTRANS

CONSOLIDATED STATEMENT OF FINANCIAL POSITION
AS AT 31 DECEMBER 2017
{in thousands of Tenge)

ASSETS

NON-CURRENT ASSETS
Property, plant 2nd equipment
Intanpible assets

Investments in associates
Other non-current assets
Delerred income tax asset

Tetal non-current assets.

CURRENT ASSETS

Inventories

Trade receivables from related parties
Trade receivables from thicd partlas
Other current assets

Prepaid income tax

Other prepald taxes

Other financial assets

Loans to related parties

Cash and cash equivalents

Non-current assets held for sale
Total current assets

TOTAL ASSETS

EQUITY

Share capital

Forebgn currency translation reserve
Accumulated deficit

Equity deficit attributable to the shareholder aof the Parent
Non-controdling interests
TOTAL EQUITY DEFICIT

NON-CURRENT LIABILITIES
Deferred tax lizbllities
Long-term loans

Empdoyze benefit obligations
Finance laase labilities

Total non-current Habilitias

CURRENT LIABILITIES

Current portlon of lang-term Ipans

Trade accounts payable

Current portion of employes benefit oblipations
Taxes payable and obligatory payments to budget
Qther current liabilities

Liabilities directly associated with the assets classified as held for sale

Total currant liabllities

TOTAL LIABILITIES AND EQUITY

26
10

11

12

13
14

14
15

16
17

11

31 December 31 Decembar
2017 2016
337,243,546 353,412,403
342,810 448,740
33,035 -
1,210,266 1,281,219
265,501 390,572
339,096,158 356,132,934
6,716,409 5,150,651
22,580,954 9,466,389
988,225 646,405
7,811,193 1,772,879
76,007 133,184
2,840 2,277,275
148,321 99,270
1,918,219 -
853,975 955,711
41,006,143 20,501,764
3,147,193 8,667,575

44,243,336

383,330 404

— 29,169,343

385,302,277

67,726,066 67,726,866
; 102,775
(245,671,330) (229,614,041)
(177,944,464) (161,779,400)
{1,251,817) (526 365)
{179,198,281) (162,305,765)
8,788,944 7,475,803
515,844,334 454,242,480
353,255 322,835
533,885 -
525,520,418 462,041,118
4,632,632 68,966,340
10,162,377 9,235,289
24,976 19,060
3,582,326 1,199,103
18,613,046 2,508,044
37,015,357 81,928,636
- 3,638,088

37,015,357

383,339,494

85,566,924

385,302,277

(P 2eet, o

K.A, Saurbayev
Acting President

M.N. Uzenbayew
Chief Accountant - Director of
Accounting Department

26 February 2018
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JOINT STOCK COMPANY KAZTEMIRTRANS

CONSOLIDATED STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2017
{in thousands of Tenge)

Naotes 2017 2016

Revenue from randering services 18 76,699,584 81,268,806
Cost of rendered services 19 (49,736,061) {67,402,055)
Gross profit 26,963,523 13,866,751
General and administrative expenses 20 (6,017,236) (9,602,864)
Finance income 21 1,189,718 4,050,313
Finance costs 22 {38,398,722) (38,464,806)
Forelgn exchange (loss)/gain {412,189} 9,670,999
Disposal of non-current assets held for sale 11 1,465,653 -
Share of profit of a joint venture (162,215) 1,118,752
Other Income 756,640 1,245,693
Loss before income tax {14,610,828) {18,114,962)
Corporate income tax {expense)/ benefit 13 {1,575,306) 3,052,536
Loss for the year (16,186,134} {15,062,426)
Other comprehensive income:
Other comprehansive (loss)/income that is subject for

reclassification as part of profit or lass in the following periods:
Actuary (loss)/income on a defined pension benefit plan {19,329) 29,576
Exchange differences on translating foreign operations {117,219) 45 341
Other comprehansive (loss)/fincame for the year {136,548} 74,917
Total comprehensive loss far the year “um_wmu_awnﬁ (14,987,509}
Loss for the year attributable to:
Shareholder of the Parent {15,487,952) (14,753,219}
Non-controlling interests (698,182) (309,207)

(16,186,134) (15,062,426)
Total comprehensive loss far the year, attributable to:

Shareholder of the Parent (15,624,500} {14,678,302)
Non-controlling interests {698,182} (309,207)

(16,322,682) (14,587,509)

On behalf of tha Management;

&
(7 r o g oo e cfiads . \&Hﬂw & & n‘ 7~
K.A. Saurbayev 41 CAGE ksutov M.N. Uzenbayev
Acting President = + Wi Hm__ sident for Chief Accountant - Director of
~ Findng Accounting Department
G Cbruary 2018 26 Februeary 2018
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JOINT STOCK COMPANY KAZTEMIRTRANS

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2017
(in thousands of Tenge)

Cash flows from oparating activities:

Loss before income tax

Adjustments for:

Depreciation and amortisation
Finance costs

Finance income

Gain on disposal of subsidiarles

Loss on disposal of assels

Foreign exchange loss/{gain)
Allowance for doubtful debts

Share of loss/ {profithof joint venture
Loss on impairment of assets held for sale
Other

Operating income before changes:

Change in trade accounts recelvable

Change in Inventories

Change in othar current assets

Change in trade accounts payable

Change in tax prepayment and overpayment

Change in taxes payable, abligatory payments to budget and value

added tax recoverable

Change in other current liabilities

Change in non-current assets and llabllities held for sale
Change in employee benefit obligations

Change in other non-currant assets

Cash generated by operating activitles

Interest paid
Income tax paid

Net cash generated by/(used in) operating activitlas
Cash flows from investing activities:

Furchase of property, plant and equipment, and advances paid for
purchase of non-current assets and major repair of property, plant

and equipment
Purchase of intangible assets
Purchase of a share in associates
Interest-free loans given
Proceeds from settlement of loans given
Disposal of share in subsidiaries
Proceeds from disposal of other non-current assets
Deposits placed
Daposits withdrawn
Interest received
Dividends from a joint venture

Net cash (used in)/ generated by investing activities

Notes

22
21

20

26
26

2017 2016
(14,610,828) (18,114,962)
19,974,591 20,022,556
38,398,722 38,464,806

{1,189,718) {4,050,313)
(1,469,653) -
799,346 -
412,189 (9,670,939)
294,560 168,543
162,215 {1,118,752)
- 1,975,864
- 47,645
42,771,424 27,724,408
(11,933,349) (6,601,151)
974,619 1,083,849
(6,207,639) 6,347,124
939,416 5,181,063
2,331,021 -
2,210,989 {4,062,290)
16,025,630 (548,884}
598,692 -
12,569 (29,575)
279,892 -
48,003,264 29,004,503
(33,011,733} (33,536,639)
(5,228,777) (341 ,413)
9,762,754 (4,783,549)
(10,484,832} (276,892)
{111,812) -
(195,250) .
(8,500,000} -
6,500,000 115,442,600
5,911,258 -
- 3,854,796
(26,861,248) (43,150,365}
26,892,645 48,753,290
253,625 4,532,062
- 708,718
(6,595,614) 129,864,209
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JOINT STOCK COMPANY KAZTEMIRTRANS

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2017 {CONTINUED)
{in thousands of Tenge)

Notes 2017 2016

Cash flows from financing activitias:
Long-term loans received 26 60,170,000 -
Repayment of long-term loans {63,522,114} (13,049,760}
Repayment of bonds - {115,562,041)
Finance lease payments - (201,909}
Net cash used in financing activities (3,752,114} (128,613,710)
Net decrease in cash and cash egquivalents {584,974} (3,733,050}
Cash and cash equivalents at the beginning of the year 10 855,711 5,835,467
Effects of exchange rate changes on cash and cash equivalents held

in foreign currencies 483,238 {869,239)
Cash and cash aquivalents at the end of the year 10 853,975 1,233,178
Non-cash transactions:
Payables and receivables offset for work/{services) received

from/rendered to the Parent 1,452,814 7,503,014

Cp vty

M.N. Uzenbayev
Chief Accountant - Director of
Accounting Department

K.A. Saurbayev
Acting President

26 Fehruary 2018 26 February 2018

The nates presented below are an integral party of these consolidated financial statements.
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JOINT STOCK COMPANY KAZTEMIRTRANS

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017
{in thousands of Tenge)

1.

~.

GENERAL INFORMATION

Joint Stock Company Kaztemirtrans (the "Company®) was founded according to the decision of
the Board of Directors of J5C Mational Company Kazakhstan Temir Zholy, (the "JSC NC KT2”, or
“Shareholder”, or "the Parent”). The Company was registered on 21 October 2003, however, the
capital was paid in several instalments starting from 14 November 2003 (the “Inception Date"),
and the Company started its operations since that date.

The Company owns the freight carriages inventory of the Republic of Kazakhstan. Between 2003
and 2016, the Company’s main activity is provision of carriage oparator services, rent carriages
and provide transportation services in the Republic of Kazakhstan and overseas. In 2017, the
Company transferred its carriage operating and freight forwarding services to JSC KTZ-Express, a
subsidiary of J5C NC KTZ.

Starting from 1 January 2017 the Company is not in a dominant position in platform wagon
operation, box car operation, carriages rent services and is able to set its own service tariffs due
to the cancellation of the state’s pricing regulation on commaodity markets stipulated by the
Natural Monopolies’ Law of the Republic of Kazakhstan.

During 2017, the Company increased its tariffs for rent of freight wagons, as a result, the average
increase of tariff equaled to 30%.

The Company’s sole shareholder is J5C NC KTZ. The Govemment as represented by Samruk-
Kazyna National Welfare Fund JSC is the Company’s ultimate shareholder, Detailed information
on related party transactions is presented in Mote 26.

The consolidated financial statements include the financial paerformance results of the Company
and its subsidiaries listed In Note 24. The Company and its subsidiaries are hereinafter referred to
as the “"Group”.

In 2017, the Group's average number of employees was 1,728 people (2016: 2,011 people).

The Company’s legal address is Republic of Kazakhstan, Astana, 010000, Kunayev Street 10.

BASIC PRINCIPLES OF PREPARATION OF CONSOLIDATED FINANCIAL STATEMENTS
Statement of compliance

The Group's consolidated financial statements have been prepared in accordance with
International Financial Reporting Standards {"IFRS").

Going concern

The consolidated financial statements of the Group have been prepared on a going concem basis.

However, as at 31 December 2017 and for the year then ended, the Group’s equity deficit and net
loss amounted to 179,196,281 thousand tenge and 16,186,134 thousand tenge, respectively.

As at 31 December 2017 current assets exceeded current liabllities by 7,227,979 thousand tenge.

{As at 31 December 2016, current liabilities exceeded current assets by 56,397,581 thousand
tenge).

10
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JOINT STOCK COMPANY KAZTEMIRTRANS

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 21 DECEMEER 2017 {CONTINUED)
{in thousands of Tenge)

Management believes that the Group will be able to realise its assets and repay Its liabilities in the
normal course of business, as the manageament has developed the following measures, including:

. Managemaent of the Group has developed a debt portfolio management policy for
2016-2020, according to which the Group recelved from LLC KTZ Finance, the subsidiary of
JSC NC KTZ, a loan of 11,000,000 thousand roubles (60,170,000 thousand tenge) at the
rate of 9.85% maturing 1 June 2022. In August 2017, the loan from Samruk-Kazyna
National Welfare Fund JSC was repaid in the amount of 60,000,000 thousand tenge;

. On 22 December 2016, management of the Group has reached an agreement to restructure
EBRD loans, including a loan to the Parent company. According to the agreement, EBRD
loans issued to the Group and the EBRD loan to the Parent company were restructured and
cambined into ane. The loan interest rate is 4.35% + 6-month LIBOR, taking into account
agreement adjustments. The loan repayment date is 24 July 2026. On 24 February 2017,
the principal of the loan was converted into tenge to 26,617,335 thousand tenge at the rate
of 4.35% + All-in-Cost and the balance was 5,283,335 US dollars at a rate of 4.35% +
Libor.

In assessing its going concern basis, the management have considered the Group’s financlal
position, expected future financlal performance, its borrowings, available credit Facilities and its
capltal expenditure commitments, considerations of tariffs, currancy exchange rates and other
risks facing the Group.

Based on the analysis performed, management believes that the Group has sufficient rescurces
for further operatlonal performance and redemption of its liabilities, and it is reasonable to use
approach of going concern during preparation of consolidated financial statement.

All loans of the Group are guaranteed by the Parent company, or together with its Parent, the
Group represent the borrowers in the loan agreements.

The Parent provided a support letter, which confirms the intention to provide continuous financial
and operational support to the Group. Management believes that with this support, the Group is
able to achieve an adequate level of operational profit.

In connection with the above, management believes that the Group will continue as a going
concemn in the foreseeable future,

These consolidated financial statements do not contain any adjustments that might be required if
the Group could not adhere to the going concern principle.

NEW AND REVISED INTERNATIONAL FINANCIAL REPORTING STANDARDS

Adoption of new and revised standards

In the current year, the following new and revised Standards and Interpretations were adopted for
the first time:

. Amendments to 1AS 7 - Disclosure Initiative;

. amendments to 1aS 12 - Recognition of Deferred Tax Assets for Unrealised Losses;

. Annual Improvements o IFRSs 2014-2016 Cycle.

Amendments to IAS 7 Disclosure Initlative

The amendments require an entity to provide disclosures that enable users of financial
statements to evaluate changes in liabilities arising from financing activities, including changes
caused by cash flows and not caused by cash flows.

Amendments to IAS 12 Recognition of Defaerred Tax Assets for Unrealised Losses

The amendments clarify when an entity assesses whether taxable profits will be available against
which it can utilise a deductible temporary difference.

11
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JOINT STOCK COMPANY KAZTEMIRTRANS

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 (CONTINUED)
{in thousands of Tenge)

The application of the amendments had no impact on the Group's performance or financial
position.

The Group believes that these amendments will improve the guality, clarity and usefulness of
these consolidated financial statements.

Standards and Interpretations in issue but not yet effective

The Group has not applied the following new and revised IFRSs that are in issue, but not yet
effective:

IFRS 9 Financial Instruments

Based on an analysis of the Group’s financial assets and financial liabilities as at

31 Decemnber 2017 on the basis of the facts and circumstances that exist at that date,
management of the Group has perfermed a prellminary assessment of the impact of 1IFRS 9 to the
Group's consolidated financial statements as follows:

Classification and measurement

Loans carried at amortised cost are held within a business model whose objective is to collect the
contractual cash Rows that are solely payments of principal and interest on the principal
outstanding. Accordingly, these financial assets will continue to be subsequently measured at
amortised cost upon the application of IFRS 9.

All other financial assets and financial liabilities will continue to be measured on the same bases
as is currently adopted under IAS 39 “Financial Instruments: Recognition and Measurement”.

The above analysis of Group financial assets and liabilities as at 31 December 2017 was
performed using facts and circumstances as at that date. The Group dees not expect significant
changes, In regards to the reclassification and measurement of financial assets and liabilities.
Impaimment

The Group expects to apply the simplified approach to recognise Hfetime expected credit logses
for its trade receivables.

In relation to the financial assets, whether lifetime or 12-month expected credit losses should be
racognised, would depend on whether there has been a significant increase in credit risk of these
iterns from initial recognitian.

A new Impairment model requires recognition of the expected credit losses for financial assets
measured at amortized cost through other comprehensive income.

Based on the analysis performed, the Group expects a slight Increase in the allowance for
doubtful debts on trade receivables and cash and cash equivalents.

IFRS 15 Revenue from Contracts with Customers
The Group analysed significant contracts related to incorne from the rent of freight cars.

Management of the Group plans to use a madified retrospective transition method with the initial
application of IFRS 15, however a final decision has not yet been taken.

According Lo preliminary estimates, management of the Group does not expect a significant
impact on the recognition of revenue in the application of IFRS 15.
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JOINT 5TOCK COMPANY KAZTEMIRTRANS

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 (CONTINUED)
{in thousands of Tenge)

4.

IFRS 16 Leases

Group management expects that the future application of IFRS 16 may affect the value of assets
and liabilities because all lease agreements for which the Group Is the lessee will be recognised in
financial statements. However, it is not possible to estimate the impact of IFRS 16 before a detailed
analysis has been parformed.

The group did not apply in advance standards, amendments and clarifications, which are issued
but not yet effective.

SIGNIFICANT ACCOUNTING POLICIES
Bagis of preparation

These consolidated financial statameants are presented in thousands of tenge, unless otherwise
indicated.

The consalidated financial statements have been prepared on the historical cost basis except for
certain financlal instruments that are measured at fair value at each reporting date, as explained
below.

Historical cost is usually determined based on the fair value of the consideration given in
exchange for goods and services.

Fair value is the price that would be received to sell an asset or paid to transfer a liabllity in an
orderly transaction between market participants at the measurement date, regardless of wheather
that price is directly observable or estimated using another valuation technigue. In estimating the
fair value of an asset or a liability, the Group takes into account the characteristics of the asset or
liability if market participants would take those charackeristics into account when pricing the asset
or liability at the measurement date. Falr value for measurement and disclosure purposes n these
consolidated financial statements is determined on such a basis, except for transactions with
payments based on owned equity Instruments, that are within IFRS 2, leasing transactions that
are within the scope of IAS 17, and measurements that have some similarities to Fair value but
are not fair value, such as net realisable value in IAS 2 or value In use in IAS 36.

In addition, for financial reporting purposes, fair value measurements are categorised by lavels
based on the degree to which inputs to fair value measurements are observable and their
significance:

. Lavel 1 inputs are quoted prices {unadjusted) in active markets for identical assets or
liabilities that the entity can access at the measurement date;

. Lavel 2 inputs are inputs, other than quated prices included within Level 1, that are
obsarvable for the asset or liability, either directly or indirectly;

. Level 3 inputs are unobservable inputs for the asset or liability.

The Company and its subsidiaries registered on the territory of the Republic of Kazakhstan
maintain accounting records in accordance with IFRS, and foreign subsidiaries prepare their
financials in accordance with the requirements of the countries, in which they operate. These
consolidated financial statements have been prepared from the statutory accounting records and
have been adjusted to conform to IFRS.

13



&

===]

==

=

JOINT STOCK COMPANY KAZTEMIRTRANS

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 (CONTINUED)
{in thousands of Tenge)

Functional currency and presentation currency

The consolidated financial staternents of the Group are presented in the currency of the economic
environment in which the separate companies operate (its functional currency). For the purposes
of these consolidated financial statements, the consolidated financial results of activities and
consolidated financial position of the Group are expressed in Kazakhstan tenge (“tenge®), which is
the functional currency of the Company and its subsidiaries and presentation currency for these
consolidated financial statements. The functional currency of subsidiary Kazakhstan Temir Zholy
Finance BV is US dollar,

Tenge is not a fully convertible currency outside of the Republic of Kazakhstan. Transactlons in
foreign currencies are recorded at the market rate prevailing at the date of the transaction using
market rates, quoted by the Kazakhstan Stock Exchange ("KASE"). For foreign currencies not
quoted by KASE, exchange rates are calculated by the National Bank of the Republic of
Kazakhstan using the cross-rates to the US Dollars in accordance with the REUTER’s quotations.

For the purposes of presenting these consolidated financial statements, the assets and liabilities
of the Group’s foreign operations are translated into tenge using exchange rates prevailing at the
reporting date. Income and expense items are translated at the average exchange rates for the
period, unless exchange rates fluctuate significantly during that period, in which case the
exchange rates at the dates of the transactions are used. Exchange differences arising, If any, are
recognised in other comprehensive income and accumulated in equity (and attributed to non-
controliing interests as appropriate).

Monetary assets and liabilities denominated in foreign currencies are translated at the exchange
rate prevailing at the reporting date of the consolidated statement of financial position. All
currency differences arising from the change in exchange rates subsequent to the date of a
transaction are recognised in profit or loss.

Non-monetary items carried at fair value that are denominated in foreign currencies are
retranslated at the rates prevailing at the date when the fair value was determined. Non-
monetary items that are measured in terms of historical cost in a foreign currency are not
retranslated.

Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Company and its
subsidiaries disclosed in Note 24.

Subsidiaries are consolidated from the date on which control is transferred to the Group and
cease to be consolidated from the date on which the Group loses control. The purchase method of
accounting is used for acquired businesses. All intragroup transactions, balances, and unrealized
gains and losses have been eliminated on consolidation.

Inventories

Inventory largaly comprises items that are used in the process of operations to support the use of
rolling stock, to manufacture finished products (freight carriages) and not for trading purposes.

Inventories are valued at the lower of cost or net realisable value. Costs comprise charges
incurred in bringing inventories to their prasent location and conditlon. Net realisable value is the
estimated selling price in the ordinary course of business, less the estimated costs of completion
and estimated costs necessary to make the sale. Inventories are accounted for using the
weighted average cost method,

14
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JOINT STOCK COMPANY KAZTEMIRTRANS

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 (CONTINUED)
{in thousands of Tenge)

Property, plant and equipment

Property, plant and equipment is initially recorded at cost or deemed cost, net of accumulated
depreciation and impairment losses.

The cost of purchased property, plant and equipment is the value of the cansideration given to
acquire the assets and the value of other directly attributable costs, which have been incurred in
bringing the assets to the location and condition necessary for their intended use.

The value of assets constructed by the Group includes the cost of all materials used in
construction, direct labour costs, financing costs that are directly attributable to the project, and
an appropriate proportion of variable and fixed overheads. Costs cease to be capitalised as soon
as an asset is ready for its intanded use.

An item of property, plant and equipment is derecognised upon disposal or when no future
economic benefits are expected from its use or disposal. Any gain or loss arising on derecognition
of an asset (calculated as the difference between net disposal proceeds and the carrying amount
of tha asset) Is included in the statement of profit or loss and other comprehensive income in the
year when the asset is derecognised.

The carrying value of an asset, useful life and methads are revised and adjusted, when
necessary, at the end of each Ffinancial year.

Subsequent costs

Subsequent costs on an item of property, plant and equipment are capitalised to the extent that
the flow of the future economic benefits is probable and these costs can be reliably measured in
accordance with the Group’s accounting policy.

All other subsequent costs, such as repair and maintenance costs, other than large-scale technical
inspections, are expensed as incurred.

Depreciation

Depreciation is calculated on a straight-line basis over the estimated useful lives of the assets as
applied to current and comparative years.

Impairment of property, plant and equipment

The carrying amounts of property, plant and equipment are reviewed at each reporting date to
assess whether they are recorded in excess of their recoverable amounts. Where carrying values
exceed this estimated recoverable amount, assets are written down to their recoverable amount.
The recoverable amount is the greater of the net selling price and value in use. In assessing value
in use, estimated future cash flows are discounted to their present value using a pre-tax discount
rate that reflects current market assessments of the time value of money and the risks specific to
the asset.

Construction in progress
The cost of the Group's own construction facilities includes the cost of all materials used during
construction, direct labor costs for the project and financing costs directly related to the project,

as well as variable and fixed overhead costs in a certain proportion. Capitalization of costs ceases
as soon as the facility is ready for planned use.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 (CONTINUED)
{in thousands of Tenge)
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Equity
Share capital

Ordinary shares are classified as equity. External costs directly attributable to the issue of new
shares, other than on a buslness combination, are shown as a deduction from the proceeds in
equity. Any excess of the fair value of consideration received over the par value of shares issued
is recognised as additional paid-in capital.

Dividends

Dividends are recognised as a lability and deducted from equity as at the reporting date only if
they are declared before or on the reporting date. Dividends are disclosed in consolidated
financial statements when they are proposed before the reporting date or proposed or declared
after the reporting date but before consolidated financial statements are authorised for issue.

Recognition of revenue and expenses

Recognition of revenue

Revenue is recognised to the extent that it is probable that economic benefits will flow to the
Group and revenue can be reliably measured as a fair value of remuneration received or
receivable.

Revenue from rent of carriages

Revenue from rent of carriages is classified as an operating lease and recognised based on the
actual number of days freight carriages rent. Revenue from operating lease is recognized evenly
over the lease period. Initial direct costs, associated with the coordination of the terms of
agreament of leasing and its registration are included in the carrying amount of the leased assat
and are recognized evenly during the lease period.

Recognition of expenses

Expenses are recognised as incurred and are reported In the consolidated financial statements in
the period to which they relate.

Taxas

Current income tax

Tax assets and liabilities for current and prior periods are measured at the amount expected to be
recovered from or paid to the taxation authorities. The tax rates and tax laws used to calculate
the amounts in question are those that are enacted or substantively enacted as at the date of a
consolidated statement of financial position.

Deferred income tax

Deferred income tax is tax that will be paid or refunded to the value of the difference between the

carrying amount of assets and liabilities in consolidated financial statements and the relevant tax
base used to calculate taxable profit, and is calculated using the liability method.
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JOINT STOCK COMPANY KAZTEMIRTRANS

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 [CONTINUED)
{in thousands of Tenge)

Deferred tax is recognised on temporary differences between the carrying amounts of assets and
liabilities in the consolidated financial statements and the corresponding tax bases used in the
computation of taxable profit. Deferred tax liabilities are generally recagnised for all taxable
temporary differences. Deferred tax assets are recognised to the extent that it is probable that
taxable profit will be available against which deductible temporary differences can be utilised.
Such assets and liabilities are not recognised in the consolidated financial statements if the
temporary differences arise from goodwill or from initial recognition of other assets and labilities
in a transaction (except transactions on business combinations) that affects neither taxable profit
nor accounting profit.

The carrying amount of deferred income tax assets is reviewed at each reporting date and
reduced to the extent that It is no longer probable that sufficient taxable income will be available
to allow all or part of the deferred income tax asset to be utilised. Unrecognisad deferred income
tax assets are reassessed at each reporting date and are recognised to the extent that it has
become probable future taxable profit will allow the deferred tax asset to be recovered.

Deferred income tax assets and liabllities are measured at the tax rates that are expected to
apply to the period when the asset is realised or the liability is settled, based on tax rates {and
tax laws) that have been enacted or substantially enacted at the date of the consolidated
statement of financial position,

Deferred tax assets and deferred tax liabilities are offset, if a legally enforceable right exists to
set off current tax assets against current tax liabilities and deferred taxes relate to the same
taxable entity and the same taxation authority,

Current and deferred income tax are recognised as an expense or benefit in profit or loss, except
when they relate to items that are recognised in other comprehensive income or directly in
equity, in which case the tax is also recognised in other total income, or directly in capital
respectively. In the case, when current and deferred tax occurred due to initial accounting of
business cambination transactions, tax effect is reflected based on these transactions,

Leases

Leases are classified as finance leases whenever the terms of the lease transfer substantially all
the risks and rewards of ownership to the |essee, All ather leases are classified as operating
leases.

Provisions

Provisions are recognised in the consolidated financial statements when the Group has a present
obligation (legal or constructive} as a result of a past event, it is probable that an outflow of
resources embodylng econamic benefits will be required to settle the obligation, and a reliable
estimate can be made of the amount of the obligation. If the effect of the time value of money Is
material, provisions are determinad by discounting the expected future cash flows at a pre-tax
rate that reflects current market assessments of the time value of money and, where appropriate,
the ricks specific to the liabllity. Where discounting is used, the increase in the provision due to
the passage of time is recognised as an interest expense,

Financial instruments
Financial assets and financial kabilities are recognised in the consolidated statement of financial

position of the Group when a Group entity becomes a party to the contractual provisions of the
instruments.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 (CONTINUED)
(fn thousands of Tenge)

Financial assets and financiai liabilities are Initially measured at fair value. Transaction costs that
are directly attributable to the acquisition or issue of financial assets and financial liabilities (other
than financial assets and financial liabilities at Fair value through profit or loss) are added to or
deducted from the fair value of the financial assets or financial liabilities, as appropriate, on Initial
recognition. Transaction costs directly attributable to the acquisition of financial assets or finsncial
liabilities at fair value through profit or loss are recognised immadiately in profit or loss.

Financial assets

Financial assets are classified into the following specified categories: financial assets ‘at fair value
through profit or loss’ (FVTPL), "held-to-maturity’ {HTM} investments, ‘available-for-sate’ (AFS)
financial assets and ‘loans and receivables’. The classification depends on the nature and purpose
of the financial assets and is determined at the time of initial recognition.

Effective interest method

The effective interest method is a method of calculating the amortised cost of a debt instrument
and of allocating interest income over the relevant period, The effective interest rate is the rate
that exactly discounts estimatad future cash receipts {including all fees and points paid or
received that form an integral part of the effective interest rate, transaction costs and other
premiums or discounts) through the expected life of the debt instrument, or, where appropriate,
a shorter period, to the net carrying amount on initial recognition.

Income s recognised on an effective interest basis for debt instruments other than those financial
assets classified as at FVTPL.

Held to maturity investments

HTM investments are non-derivative financial assets with fixed or determinable payments and
fixed maturity dates that the Group has the positive intent and ability to hold to maturity.
Subsequent to initial racognition, HTM investments are measured at amortised cost using the
effective interest method less any impairment.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments
that are not quoted in an active market. Loans and receivables (including trade and other
receivables) are measured at amortised cost using the effective interest method, less any
impairment. Interest income is recognised by applying the effective interest rate, except for
short-term receivables when the effect of discounting is immaterial,

Impairment of financial assets

Financial assets, other than those at FVTPL, are assessed for indicators of impairment at the end
of each reporting period. Financial asseks are considered to be impaired when there is objective

evidence that, as a result of one or more events that occurred after the initial recognition of the
financial asset, the estimated future cash flows of the investment have been affected.

Objective evidence of impairment could include:

significant financial difficulty of the issuer or counterparty; or

breach of contract, such as a default or delinquency in interest or principal payments; or

it becoming probable that the borrower will enter bankruptcy or financial re-organisation; or
the disappearance of an active market for that financial asset because of financial
difficultias.
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JOINT STOCK COMPANY KAZTEMIRTRANS

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 {CONTINUED)
{in thousands of Tenge)

For certain categories of financial assets, such as trade receivables, assets are assessed for
impairment on a collective basis even if they were assessed not to be impairad individually.
Objective evidence of impairment for a portfolio of loans and trade receivables could include the
Group's past experience of collecting payments, an increase in the number of delayed payments
in the portfolio past the average credit period of 60 days, as well as observable changes in
national or lacal economic conditions that correlate with default on receivables.

For financial assets carried at amortised cost, the amount of the impairment loss recognised is
the difference between the asset's carrying amount and the present value of estimated future
cash Rows, discounted at the financial asset’s original effective interest rate.

For financial assels that are carried at cost, the amount of the impairment loss is measured as
the difference between the asset’s carrying amount and the present value of the estimated future
cash flows discounted at the current market rate of return for a similar financial asset. Such
impairment loss will not be reversed in subsequent periods.

The carrying amount of the financial asset is reduced by the impairment loss directly for all
financial assets with the exception of Inans and trade receivables, where the carrying amount is
reduced through the use of an allowance account. When bad loan and trade receivable is
considered uncollectible, it is written off against the allowance account. Subsequent recoveries of
amounts previously written off are credited against the allowance account. Changes in the
carrying amount of the allowance account are recognised in profit or loss.

For financial assets measured at amortised cost, if, in a subsequent period, the amount of the
impairment loss decreases and the decrease can be related objectively ta an event occurring after
the impairment was recognised, the previously recognised impairment loss Is reversed through
profit ar loss to the extent that the carrying amount of the investment at the date the impairment
is reversed does not exceed what the amortised cost would have been had the impairment not
been recognised.

Derecognition of financial assets

The Group derecognises a financial asset when the contractual rights to the cash flows from the
asset expire, or when It transfers the financial asset and substantially all the risks and rewards of
ownership of the asset to another party. If the Group neither transfers nor retains substantially all
the risks and rewards of ownership and continues to control the transferred assat, the Group
recognises its retained interest in the asset and an associated liability for amounts it may have to
pay. If the Group retains substantially all the risks and rewards of ownership of a transferred
financtal asset, the Group continues to recognise the financial asset and also recognises a
collateralised borrowing for the proceeds received.

On derecognition of a financial asset in its entirety, the difference between the asset’s carrying
amount and the sum of the consideration received and receivable and the cumulative gain or loss
that had been recognised in other comprehensive income and accumulated in equity is recognised
In profit or loss.

On derecognition of a financial asset other than in its entirety {e.g. when the Group retains an
optlon to repurchase part of a transferred asset), the Group allocates the pravious carrying
amount of the financial asset between the part it continues to recognise under continuing
involvement, and the part it no longer recognises on the basis of the relative fair vaiues of those
parts on the date of the transfer. The difference between the carrying amount allocated to the
part that is no longer recognised and the sum of the consideration received for the part no longer
recognised and any cumulative gain or loss allocated to it that had been recognised in ather
comprehensive income is recognised in profit or loss, A cumulative gain or loss that had been
recognised in other comprehensive income is allocated between the part that continues to be
recognised and the part that is no longer recognised on the basls of the relative fair values of
thaose parts.
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JOINT STODCK COMPANY KAZTEMIRTRANS

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 (CONTINUED)
{in thousands of Tenge)

Issued financial liabilities and equity instruments
Classification as debt or equity

Debt and equity instruments issued by a Group entity are classified as either financiat Jiabilities or
as equity in accordance with the substance of the contractual arrangements and the definitions of
a financial liability and an equity instrument,

Equity instruments

An equity instrument is any contract that evidences a residual interest in the assets of an entity
after deducting all of its liabilities. Equity instruments issued by a Group are recognised at the
proceeds received, nst of direct issue costs.

Repurchase of the Company’s own equity instruments is recognised and deducted directly in
equity. No gain or loss is recognised in profit or loss on the purchase, sale, issue or cancellation of
the Company's own equity instruments.

Financial liabilities

Financial liabilities are classified as either financial liabilities ‘at FVTPL” or 'cther financial
liabilities".

Other financial liabilities

Cther financial liabilities (including borrowings and trade and other payables) are initiaily
recognised at fair value less transaction costs. Subsequently they are measured at armortised cost
using the effective interest method.

Subsequant events

Events subsequent to the reporting date that provide additional information about the Group’s
consolidated financial position at the reporting date {adjusting events) are recorded in the
consolidated financial statements. Events subsequent ta the reporting date that are not adjusting
events are disclased in the notes to the consolidated financial statements when material.

SIGNIFICANT ASSUMPTIONS AND SOURCES OF ESTIMATION UNCERTAINTY

in the application of the Group's accounting policies, which are described in Note 4, management
is required to make judgements, estimates and assumptions about the carrying amounts of
assets and liabilities that are not readily apparent from other sources, The estimates and
associated assumpticns are based on historical experience and other factors that are considered
to be relevant. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to
accounting estimates are recognised in the period in which the estimate is revised if the revision
affects only that period, or in the period of the revision and future periods if the revision affacts
both current and future periods.

Key sources of astimation uncertainty
Determination of cantrol

For financial restructuring purposes, in April 2016, the Group, represented by JSC Kaztemirtrans,
and ZIKSTO LLP entered intg a trustee management agreement for a 69.94% interest in the
charter capital of the subsidiary LLP Kazakhstan Carriage Construction Company for a period until
31 December 2017. During 2017, the Group continued to control LLP Kazakhstan Carriage
Construction Company, as ZIKSTO LLP is an agent and is not authorised to manage financial and
operating activities, exerclsing the rights delegated to it to make decision in the Group’s interests,
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JOINT STOCK COMPANY KAZTEMIRTRANS

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 {CONTINUED)

Impairment of assets

At the end of each raeporting period, the Group reviews the camying amounts of its property, plant
and equipment to determine whether there is any impairment indication.

The assessment of whether there is an indicatian of impairment is based on 8 number of factors,
such as change in expectations of growth in the rallway Industry, estimates of future cash flows,
changes in the future availability of financing, technological obsolascence, discontinuance of
service, and also current replacement costs.

IF any such Indication exists, the recoverable amount of the asset is estimated and compared to
the carrying amount of the asset. If the carrying amount exceeds the recoverable amount, an
impairment is recorded. The recoverable amount is the greater of fair value less cost to sell and
value in use. In assessing value in use, the estimated future cash flows are discounted to their
present value using a pre-tax discount rate {adjusted WACC) that management believes reflects
the current market assessment of the time value of money and the risks specific to the assets. A
change in estimated recoverable value can result in impairment or reversal of impairment in the
future periods.

Due to existing indicators, the Group performed an impairment test as at 31 December 2017, The
key long-term assumptions used In the calculation were a 23% increase in tariffs in 2018 with
subsequent annual increases for forecasted inflation rate. Number of carriages used In operating
activities as at the date of test performed and embedded in the mode! was egual to 54,003. Pre-
tax discount rate was 12.63%. Based on the results of the test no impalrment was identified as at
31 December 2017.

However, the value in use estimate is sensitive to the following assumptions: discount rate, the
appropriate level of sustainable maintenance costs and continuance of operations. Adverse
changes to the planned growth rates of cargo traffic associated with the general trends in the
economy, lack of appropriate indexation of tariffs te inflation, the continuing volatility of tenge
against foreign currencies, the level of government support, as well as adverse changes in other
factors in the future may lead to significant impairment losses in the period in which they occur,

Depreciation of property, plant and equipment

Depreciation of property, plant and equipment is calculated using the straight-line method over
estimated useful lives of assels. The Group determines the useful lives of its assets. The
estimates of useful lives, residual values and methods of depreciation are reviewed at each
reporting date and adjusted if neaded. Any changes are accounted for prospectively as a change
in accounting estimate. Estimates with respect to useful lives and liguidation value of assets
depend on expected use, repair and maintenance programs, scope of activity, improvement in
technologies and other terms of activity. As a result, changes in these estimates, depreciation
charges can significantly differ from the amounts reported in prior years.

Estimated useful lives used by the Group are presented below {in years}:

Buildings and constructions 10-140
Machinery and equipment 3-59
Railway transport 10-40
Other transport 4-15
Other property, plant and equipment 2-20

Recoverability of deferred tax assets

Management of the Group believes that ho allowance should be made in respect of deferred tax
assets as of the reporting date as there Is a 50% probability that deferred tax assets will be fully
realised. As at 31 December 2017 and 2016, the carrying value of deferred tax assets was
43,471,877 thousand tenge and 45,312,572 thousand tenge, respectively.
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JOINT STOCK COMPANY KAZTEMIRTRANS

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 (CONTINUED)
{(in thousands of Tenge)

Allowances

The Group creates allowances for doubtful debts. Significant judgment is used to estimate
doubtful debts. In estimating doubtful debts historical and anticipated customers’ behaviour are
considered. Changes in the aconomy or specific customer conditions may require adjustments to
the allowance for doubtful debts recorded in these consolidated financial statements.

Contingent liabilities related to the Kazakhstan taxation systemn

Kazakhstan legistative acts and regulations are not always clearly written and their interpretation
is subject to the opinions of local tax inspectors and the Ministry of Finance. Instances of
Inconsistent opinions between local, regional and national tax authorities are quite usual. The
current regime of penalties and interest on reported and violations of laws, resolutions and
regulations is severa. Penalties include the confiscation of the amounts at issue (for currency law
violations), and fines of generally 50% of taxes additionally accrued. Penalty rateis assessed at
22.5%. As a result, penalties and interest can resulf in amounts that are multiples of any
incorrectly reported taxes resulting in an understatement.

Group management believes that it has paid or accrued all applicable taxes. Where practice
concerning the provision of taxes is unclear, the Group has accrued tax liabilities based on
management’s best estimate. The Group’s policy is to recognise provisions in the accounting
period in which a loss is deemed probable and the amount is reasonably determinable.

The risk in the application of a reduced rate of withholding tax for non-resident is possible, in the
cases, when the final (actual) recipient of the income may be other non-residents of Kazakhstan,

In view of the uncertainties associated with the Kazakhstan tax system, potential taxes, penalties
and interest, if any, may exceed the amount expensed to date and accrued as at

31 December 2017. It is not possible to determine the amount of unasserted claims that may
arise, if any, or the likelihoad of any unfavourable outcome.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 PECEMBER 2017 {CONTINUED)
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6. PROPERTY, PLANT AND EQUIPMENT
Bulldings and  Machinery and Rallway Constructan in
Land constructions aqulpment transport DOther transport Other progress Total
Historical cast:
As at 1 Janvary 2016 16,059 5,260,459 9,490,279 479,030,843 334,092 319,557 1,659,589 496,310,878
Additions - 29,968 2,150 - - 11,508 472,522 516,148
Internal transfer 74,571 9,736 . . 37,633 {121,940) -
Transfer to non-current assets classified as
held for sale - - (6,655} {3,523,5B8) {16,004) (21,137) - {3,569,384)
Disposals . - (7,773} {4,820,269) {2,800} {7,279) {1,065 965} {5,904,081)
As at 31 December 2016 15,059 5,354,998 9,485,737 470,888,391 315,288 340,282 1,144,206 487,353,561
Accumutated depreciation and
impairment:
As at 1 lanuary 2016 - (459,223} [3,551,717) {114,195,056) (177.369) {143,995) - (118,527,360}
Charge for the year - {98,911) {901,707) (1%,498,1593) {27,105) {30,645} - {20,5%6,561)
Transfer 10 non-current assets classified as
held for sale - - 7,223 966,855 - 7,625 - 981,703
Disposals - - 7,641 4,134,897 11,374 7,148 - 4,161,060
As at 31 Dacembaer 2016 = {558,134) {4,438 560) _(128,591,497] [193,100) {159,867) = _(133,841 158)
Historical cost:
Ag at 1 January 2017 16,059 5,364,998 9,485,737 470,686,591 315,288 340,282 1,144,206 487,353,561
Additlons 45,412 - 2,628 - - 1.173 10,121,751 10,170,964
Internal transfer - - - 10,044,462 - - {10,044,482) -
Transfer to Inventories - - - - - - {315,026) {315,026}
Transfer ta non-current assets classifled as
held for sala - (1,234,808) (3,624,637) {1,B68,664) (98,144) {99,538} - (6,925,793}
Disposals - {668) [34,058) (2,031,769) [42,654) (1,871) (B86%,495) (2,980,515}
As 2t 31 December 2017 61,471 4,129,522 5,829,670 _ 476,821,038 174,490 240,046 36,954 487,303,191
Accumulated depreciation and
impalkrment:
As at 1 January 2017 - {558,134} {4,438,560) {128,591 ,497) {193,100) (159,867) . {133,941,158)
Charge for the year - {100,238} [B46,142) {19,245,448) {22,310) {259,021) - (20,243,159}
Transfer to non-current assets classified as
held fer sale - 294,390 1,810,950 1,586,623 41,978 34,472 - 3,768,423
Disposals = 138 26,150 286,083 42,017 1,841 * 356,239
As ot 31 Decambar 2017 - (363,844) __ (3,447,582) _(145,964,239) ___ (131,415) ____(152,87%) __ - (150,059,655)
Carrying value at
31 December 2017 615471 3!?63!678 aan&m 330|366|?99 43itl?5 87,471 36,954 337,243,546

Carrying valua at

31 December 2018 16,059

4,806,864 5047, 177 342,095,494 122,186 180,415

23

1,144,206 _ 353,412,403
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JOINT STOCK COMPANY KAZTEMIRTRANS

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 {CONTINUED)

{in thousands of Tenge)

As at 31 December 2017, the cost of fully depreciated property, plant and equipment amounted
to 2,627,010 thousand tenge (31 December 2016: 3,949,451 thousand tenge).

As at 31 December 2017, property, plant and equipment of the Group with carrying amount of
5,758,095 thousand tenge were used as a collateral for Group's loans (31 December 2016: nil)

{Note 14).

OTHER NON-CURRENT ASSETS

Mon-current prapaid expenses

Other non-current accounts receivable
Advances to suppliers and contractors
Value added tax recoverable

Less: allowance for doubtful debts for other non-current assets

INVENTORIES

Spare parts
Raw matertals and supplies
Other

OTHER CURRENT ASSETS

Advances paid to suppliers
Other accounts receivable
Prepaid expensas

Less: Allowance for doubtful debts for other current assets

31 December

31 Decamber

2017 2016
666,223 138,116
413,197 426,294
138,033 489,019
130,846 965,906

1,348,269 2,019,335

(138,033) (138,116)

1,210,266

1,881,219

31 December 31 December
2017 2016

5,746,647 4,255,514
389,574 478,305
580 188 416,832
6,716,409 5,150,651

31 December 31 Daceamber

2017 2016
6,603,481 928,088
1,855,693 1,434,634
181,596 209,894
8,840,770 2,622,816
{1,028 577) (843,937)
H.UFM@H 1,772,B79

As at 31 December 2017, the Company paid advances for the purchase of wagon wheels and all-
rolled wheels of 6,803,481 thousand tenge (31 December 2016: 100,000 thousand tenge).

Asg at 31 December 2017 and 2016, other current assets were denominated in tenge.
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JOINT STOCK COMPANY KAZTEMIRTRANS

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 {CONTINUED)}
{in thousands of Tenge)

10. CASH AND CASH EQUIVALENTS

Short-term deposits, in tenge

Cash in bank accounts, in US Dollars

Cash in bank accounts, intenge

Cash in bank accounts, in Russian Roubles
Cash in bank accounts,in Euro

Cash included in non-current assets classified as held for sale

11. NON-CURRENT ASSETS AND LIABILITIES CLASSIFIED AS HELD FOR SALE

Car repair depo

Freight carriages held for sale

Astana Production Facility

501% share in J5C Astyk Trans

80% share tn LLC Regional Forward Logistics {LLC RFL)

100% share in JSC Centre of Transportation Services (JSC CTS)

Liabilities associated with non-current assets held for sale

31 December 31 December
2017 2016
725,453 -
95,279 140,913
27,194 853,076
294 138,632
5,755 23,090
853,975 955,711
- 277,467

853,975

1,233,178

31 December 31 December
2017 2016

2,785,635 -
256,946 163,552
100,612 -
- 3,874,398
- 3,303,572
- 1,326,057
3,147,193 8,667,579

= —_(3,638,088)

3,147,193

5,029,491

On 9 October 2017, the Group entered into a sale agreement for the property of the Group's
branches - Car repair depo (Arys, Balkhash and Kushmurun) and Astana production Facility for
3,939,776 thousand tenge with Astana Railway Services LLP. As at 31 December 2017, the Group
classified these assets as non-current assets held for sale (Note 26).

As at 31 December 2017, the Group sold its investments in subsidiaries and a joint venture.
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JOINT STOCK COMPANY KAZTEMIRTRANS

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 (CONTINUED)
(in thousands of Tenge)

12.

As of the disposal date, non-current assets held for sale and liabilities associated with nen-current
assets held for sale weare as follows:

LLC RFL ISC CTS
10 February 29 January
2017 2017 Total

Property, plant and equipment 11,340 593,380 004,720
Intangible assets - 449 449
Enventories - 3,134 3,134
Trade accounts receivable 2,435,081 161,255 2,596,336
Encome tax prepaid 72,215 163,762 235,977
Other taxes prepaid 6384 293,581 294,265
Other current assets 579,865 37,416 617,281
Cash and cash equivalents 204,387 73,080 277,467
Assets held for sale 3,303,572 1,326,057 4,629,629
Deferred income tax liabilitfes - {283,037) {283,037}
Current portion of liabllitles under long-term
loans - (55,048) {55,048)
Current portion of employee benefit obligations {9,942) {4,791} {14,733)
Trade accounts payable (2,552,581) {154,229) (2,706,610)
Other taxes payable and obligatory payments to

budget {198,796) (81,006) (279,802)
Other current liabillties {118,058) (28,229) (145,287}
Liabilities related to assets held for sale (2,879,377} (606,338) {3,485,715)
Net assets classified as held for sale 424,195 718,719 1,143,914

As at 31 December 2017, gain on disposal of non-current assets classified as held for sale was
recognized in profit or loss and was calculated as follows:

2017
Cash inflows from disposal 5,911,258
Lesgs: carrying amount of investments at the date of loosing significant control (4,441,605)
Gain an disposal 1,469,653
SHARE CAPITAL
Number of
shares Share capltal,
authorised for Issued, number in thowsands of
issue of shares tenge
At 31 December 2017 123,000,000 62,303,295 67,726,866
At 31 December 2016 123,000,000 62,303,295 67,726,865

Share capital of the Group was formed through issuances of shares based on the decision of the
Parent. The shares have been paid by assets, mainly, freight carriages, contributed to the Group‘s
share capital.
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JOINT STOCK COMPANY KAZTEMIRTRANS

MNOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 (CONTINUED)
{in thousands of Tenge)

13. INCOME TAX

=

= e

o= |

1017 2016
Current income tax expenses £92 115,769
Deferred income tax expensef{benefit) 2,814,647 {3,092,121)
Write off of deferred tax assets 538,108 -
Adjustments to the current income tax of previous years (1,778,041) (76,184)
1,575,306 (3,052,536)

A reconciliation of incoma tax expense calculated based on profit before tax at the statutory

incomne tax rate, with income tax expenses at 31 December is provided below:

2017 2016
Loss befare income tax (14,610,828} {18,114,962)
Official tax rate 20% 20%
Theoretical tax benefit at the statutory Income tax rate (2,922,166) {3,622,992)
Tax effect of expenses that are not deductible for income tax
purposes:
Change in unrecognized deferred tax assets 538,108 (8,906,158)
Non-deductible axpenses 5,737,405 9,552,798
Adjustment to the current income tax of previous years (1,778,041} (76,184}
Income tax expense/(benefit) recopnised throuph profit or loss 1,575,306 {3,052,536)

As at 31 December 2017, deferred tax balances calculated by applying the statutory tax rates in
effect at the respective reporting dates to the temporary differences between the tax basis of
assets and liabilities, and the amounts reported in the consolidated financial statements were as

follows:
31 becembear 31 December
2017 2016

Deferred tax assets:
Tax losses carried forward 42,711,230 44,749,899
Accrued interest payable 403,935 -
Other 356,712 562,673

43,471,877 45,312,572
Deferred tax liabllitles:
Property, plant and equipment and other non-current assets (52,105,902) {52,272,751)
Othear 111,582 {125,052)

(51,994,320} {52,397,803)
Total net deferred tax liabilities ma_mnn_aawu nu.omm.uw:
Movement in deferred taxes for 2017 and 2016 was as follows:

2017 2016
At 1 January (7,085,231) (10,460,369}
Recagnised through:
Equity 137,502 -
Profit or loss {1,574,714) 3,092,120
Liahilities related to assets classified as held for sale - 283,038
At 31 Dacember mw.mnn_haun hq“euu_uusw
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JOINT STOCK COMPANY KAZTEMIRTRANS

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 (CONTINUED)
{in thousands of Tenge)

The following is the analysis of deferred tax assets and liabilities presented in the consalidated
statermnent of financlal position:

Deferred income tax assets
Deferred income tax liablities
Defarred tax liabilities included in liabilities associated with assets held

for sale

31 Dacamber

31 December

2017 2016
266,501 390,572
(8,788,944) {7,475,803)
- {283,038)
(8,522,443} (7,368,269)

The deferred tax asset arose from subsidiary LLP Kazakhstan Carriage Construction Company. In
2017, the Group wrote off tax assets related to tax losses of previous years of

538,108 thousand tenge (2016: nll} due to non-recoverability within next 10 years.

14, LONG-TERM LOANS

As at 31 December 2017, the following long-term loans, include interast:

Lang-term
loans:

JSC NC KTZ
Loan 1
Loan 2

Loan 3

LLC KTZ
Finance

ISC NWF
Samruk-
Kazyna

European Bank
for
Reconstruc-
tion and
Davelopment
{“EBRD"}):

Loan 1

Loan 2
ISC ATF Bank:
Loan 1
Loan 2
Loan 3

Interest payable

Less current
portion

Corrency  Maturity date

US Dollar 10 July 2042
US Dollar 10 July 2042
US Dollar 6 October 2020

Russian

Rauble 1 June 2022
15 September

Tenge 2017

Tenge 24 July 2026

US Dollar 24 July 2026
& December
Tenge 2021
20 September
Tenge 2017
4 December
us Dollar 2017

Interast rate

5.95%
5.578%

6.375%

9.85%

7.2%

All-in cost + 4.35%

LIBOR + 4.35%

16%

KAZPRIME+
£.5%
US% LIBOR 6-month
deposits + 8.37%

28

31 December

31 Decamber

2017 2016

265,262,042 266,020,915

66,466,000 £6,658,000

96,325,515 96,585,693

63,062,546 -

- 60,000,000

22,939,152 29,011,520

1,513,179 -

2,992,826 -

. 642,856

- 2,348,492

1,915,706 1,941,344

520,476,966 523,208,820
{4,632,632) (68,966,340)

5 pm_mhh_wwh

454,242,480
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JOINT STOCK COMPANY KAZTEMIRTRANS

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 (CONTINUED)
(in thousands of Tenge)

The table below shows the changes in liablities as a result of financial activities, including
changes due to cash flows and changes that are not related to cash flows. Liabilities arising from
financial activities are the liabilities, cash flows from which were or future cash Flows would be
classified as cash flows from financing activities in the consolidated statement of cash flows.

Non-maonetary changes

Cash flows Foraign
from exchange
1 January Mnancing loss/ Unwinding Othar Other 31 December
2017 activities {gain), net _of discount proceeds changes 2017

Bank loans 32,666,012 (3,922,114)  (1,713,408) {200,780) 3,441,038 {2,247,912) 28,022,836
Bomowings

from

related

parties 490,542 808 170,000 2,341,230 64,196 23,563,722 (34,095,434) 492,454,130

323,208,820 n 3,752, 1143 627,822 (264,976} 37,004,760 (36,347,346) 520,476,966

Loans accerding to maturity dates were represented as follows:

31 December 31 Decamber

2017 2016
1 to 2 years 3,714,533 2,623,585
2 to 3 years 3,714,535 2,623,585
3 to 4 years 3,714,535 2,623,585
4 to 5 years 65,779,522 2,623,585
over 5 years 438,921,205 443,748,140

515,844,334 454,242,480

As at 31 December 2017, the Group’s long-term loans were denorminated in the following

currencies:

2017 2016
US Dollars 430,591,240 462,194,294
Tenge 26,394,925 61,014,526
Russian Rouble 63,490,801 -

520,476,966 523,208,820

European Bank for Reconstruction and Development

In February 2017, the Group, within the framework of a Loan Restructuring Agreement with the
EERD from 22 December 2016, converted US Dollars 87,297,051 of its foraign currency debt inte
tenge. Bue to a significant modification of the loan, the Group recorded the loan conversion
transaction as the derecognition of an initial financial liability and the recognition of a new
financial liability. As a result, the Group accrued financial costs of 887,162 thousand tenge and
the new financial liability as at the conversion date amounted to 26,617,335 thousand tenge and
US Dollars 5,283,335. Interest is paid semi-annually at 6 months LIBOR + 4.35% per annum for
the US Dollar tranches and all-in cost! + 4,35% for the tenge tranche.

Laall-in cost® is the total cost of raising funds for the EBRD {expressed per annum} fram any sousce identified by the EBRD at its
discretion, and indudes all counimission, interest, fees, duties and expenses incurred in anather currency avallable for the EBRD for
the redanomination of the corresponding amounts as at the refevant date, or at a different rate determined as justified by the
EBRD.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 (CONTINUED)
{in thousands of Tenge)

pml

LLC KTZ Finance

On 20 June 2017, the Group received a long-term loan from LLC KTZ Finance, a subsidiary of JSC
NC KTZ, of Russian Roubles 11 billien to refinance a loan from JSC Samruk-Kazyna, to be repaid
by 1 June 2022. The effective interest rate was 10.03%. Interest is paid twice a year,

JSC Samruk-Kazyna

On 8 August 2017, the Company repaid its loan from JSC Samruk-Kazyna of
60,000,000 thousand tenge in full.

JSC ATF Bank

On 26 December 2017, the Group signed an additional agreement on the restructuring of the loan
of a subsidiary LLP Kazakhstan Carriage Construction Company in JSC ATF Bank for a total of
2,992,826 thousand tenge. Under the new conditions, the following changes were introduced;

= the annual interest rate of 16%;

. maturity date of the loan according to the updated repayment schedule is 6 December
2021;

s  the Group pledged a production facility and equipment for the production of freight cars
belonging to a subsidiary LLP Kazakhstan Carriage Canstruction Company with a carrying
value of 5,758,095 thousand tenge as of 31 December 2017;

. the Group converted a dollar denominated loan in tenge at the commercial rate of ISC ATF
Bank at the date of conversion.

Credit agreements and its violations

The loan agreement with EBRD includes the obligations of the Parent Company to comply with the
following financial indicators: interest coverage ratio and the ratio between the total debt amount
and EBITDA. Monitoring of the financlal performance on the loan from EBRD is performed on an
annual basis.

In order to prevent defaults to the creditors, the Group agreed on a change in the threshold
values of the financial covenants. Thus, as of 31 December 2017, a letter of consent was received
on the temporary change in the threshold values of the financial covenants as of

31 December 2017, under a loan agreement with EBRD. As of 31 December 2017, the Parent
Company has performed these financial covenants.

TRADE ACCOUNTS PAYABLE

31 Decembaer 31 December
_2017 2016
For services pravided 7,230,670 5,376,540
For inventories 2,202,499 3,002,320
For supply of property, plant and equipment 721,208 857,429
10,162,377 9,236,289
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JOINT STOCK COMPANY KAZTEMIRTRANS

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 (CONTINUED)

{in thousands of Tenge)

As at 31 December 2017 and 2016, the Group's trade accounts payable were denominated in the

following currencies:

Tenge

Russian Roubles
S Dollars

Euro

31 Decembear 31 December
2017 2016

9,144,527 B,595,336

983,979 329,451

19,100 299,281

14,771 12,221

10,162,377 9,236,289

As at 31 December 2017 and 2016, trade payables to the Group's related parties was

2,309,205 thousand tenge and 2,332,776 thousand tenge, respectively {Note 26).

16. TAXES PAYABLE AND OBLIGATORY PAYMENTS TO BUDGET

Value added tax payable
Withholding tax on non-residents
Other

17. OTHER CURRENT LIABILITIES

Advances received

Deferred Income

Provision for unused vacatian
Current payroll liabilities
Other liabilities

31 Decamber 31 December
2017 2016
2,520,673 93,679
950,729 962,846
110,924 142 578
u_mhu_uum H_Hmonhou

31 December

31 December

2017 2016
17,294,388 1,986,876
801,187 -
182,013 186,970
44,164 64,673
291,294 269,523
18,613,046 2,508,044

As at 31 December 2017, advances received for renting cars from customers amounted to
15,288,445 thousand tenge (31 December 2016: 506,054 thousand tenge).

As at 31 December 2017, advances received from related parties amounted to
318,241 thousand tenge (31 December 2016: 660,630 thousand tenge).

As at 31 December 2017 and 2016, the Group's other current liabilities were denominated in

tenge.
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JOINT STOCK COMPANY KAZTEMIRTRANS

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 {(CONTINUED)

{(in thousands of Tenge)

18. REVENUE FROM SERVICES PROVIDED

Revenue fram rent of carriages
Revenue from carrlage operator services
Other sales revenue

2017 2016
69,708,250 25,744,559
2,333,099 50,626,644
4,658,235 4,897,603
76,699,584 81,268,306

Starting from January 2017, the Company transferred carriage operator services to 15C KT2Z-

Express, a subsidiary of J5C NC KTZ.

For the years ended 31 December 2017 and 2016, the Group's income received from related
party transactions amounted to 74% and 36% of total income, respectively. This includes
services provided by JSC KTZ-Express for the years ended 31 Pecember 2017 and 2016

amounting to 65% and 32%, respectively.

An operating rent agreement with J5C KTZ-Express Is valid for one year.

19. COST OF SALES

Depraciation and amortisation

Materials and supplies

Freight carriages and spare parts repair expenses
Railway kariffs

Personnel costs, including shart-term provisions
Other services

2017 2016
19,608,389 19,974,755
9,897,423 5,503,842
9,551,590 10,656,547
4,609,864 26,739,021
2,019,739 1,737,920
3,849,046 1,789,970

49,736,061

67,402,055

A decrease of expenses on railways tariffs related to transfer of carriage operator services to 15C

KTZ-Express, a subsidiary of JSC NC KTZ.

Personnel costs included the following:

Salaries
Social tax
Unused vacation provision accrual/{recovery)

32

2017 2016
1,773,866 1,543,138
242,676 212,973
3,197 {18,191}
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JOINT STOCK COMPANY KAZTEMIRTRANS

NOTES TQO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 ({CONTINUED)

{in thousands of Tenge)

20.

21.

22,

23.

GENERAL AND ADMINISTRATIVE EXPENSES

Taxes

Personnel costs, including short-term provisions

Operating lease expenses

Allowances for doubtful debts

Depreciation and amortisation

Professional services {consulting, audit and legal)

Provision for actwary calculations of employee benefit abligation
expenses

Lass on impalrment of assets held for sate

Other services

Personnel costs included the following:

Salaries
Soclal tax
Recovery of provision for unused vacation

FINANCE INCOME

Amortisation of fair value adjustment of financiatl aid granted to the

shareholder (Note 26)
Finance income on long-term loans
Other income

FINANCE COSTS

Interest expanses on long-term loans
Interest expenses on debt securities
Interest expenses on finance leases

FINANCIAL AND CONTINGENT LIABILITIES

Contractual liabilities

2017 2016
1,533,022 3,242,039
1,551,050 1,806,833

607,665 604,859
294,550 168,543
166,202 185,389
93,805 127,413

- 47,801

. 1,975,984
1,770,932 1,444,103

6,017,236

mmgnnmn&

2017 2016
1,410,974 1,619,726
148,230 193,722
{8,154) {6,615)
1,551,050 1,806,833
2017 2016
605,730 -
. 3,361,926
583,988 688,387
1,189,718 4,050,313
2017 2016
38,370,514 35,156,143
- 3,000,444

28,208

38,398,722

308,219

38,464,806

As at 31 December 2017, the Group had contractual commitments of 6,205,180 thousand tenge
(31 Pecember 2016: 6,662,217 thousand tenge). These commitments include amounts to acquire

property, plant and equipment, inventories and services.
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JOINT STOCK COMPANY KAZTEMIRTRANS

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 (CONTINUED)
{(in thousands of Tenge)

Contingant liabilitles
Litigations

The Group is subject to various legal proceedings related to business operations, such as property
damage claims. The Group does not believe that pending or threatened claims of these types,
individually or in aggregate, are likely to have any material adverse effect on the Group's
consolidated financial pasition or results of operations.

Finance lease

On 25 August 2017, the Group entered into a 15-year financial lease agreement with )J5C BRK-
Leasing to purchase 1,000 low-sided carrfiages made by JSC ZIKSTO for

15,075,958 thousand tenge with interest rate of 15% per annum. According to the abave
agreement, during the period from November to December 2017, a delivery of 170 units of
freight carriages was planned, but in fact, B1 units of freight cars were received. The Group plans
to receive the remaining carriages in 2018.

‘The Group, JSC BRK-Leasing and the Ministry of Investment and Development of the Republic of
Kazakhstan entered into a subsidy agreement from 4 September 2017 to subsidise interest in a
financial lease agreement to 10% using budget funds of the Republic of Kazakhstan.

Compliance with legislation

According to the Entrepreneurial Code of the Republic of Kazakhstan, the state register of market
entities with dominant or rmonopolistic markat positions was abolished from 1 January 2017
{Letter of the Committee for the Regulation of Natural Monopelies, Protection of Competition and
Consumer Rights N?34-21-18/40 dated 9 January 2017). Thus, the Group may set its own prices
for its car lease services.

The Group assesses the likelihood of occurrence of material liabilities and accrues provisions in its
cansolidated financial statements only when it is probable that events giving rise to obligations
will occur and the amount of the liability can be reasonably estimated.

No provision has been made in these consolidated financial statements for any of the contingent
liabilities mentioned ahove.

Insurance

The Group is obliged to take out insurance against injuries to employees and liability insurance of
vehicle owner.

In 2017 and 2016, a signlficant portion of the Group’s property, plant and equipment was not

insured. It was not insured against business interruptions and damage to third party property or
the environment due to accidents at its facilities or relating to Its operations.
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JOINT STOCK COMPANY KAZTEMIRTRANS

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 (CONTINUED)

{in thousands of Tenge)

24.

Guarantees

Period of  Amount of
Purpose of guarantea Issue date guarantea  guarantea
ENY Mellon Under a trust agresment, JSC Kaztemirtrans and 15C
Corporate KTZ-Freight Transportations provide jointly and

trustes tndividually an unconditienal and irrevocable guarantee
Services of the timely repayment of the principal and accrued 17 November 17 November  US Dollars
limited interest on the Eurobonds. 2017 2027 280,000,000

BNY Mellon Under a supplementary trust agreement, 1SC
Carporate Kaztemirtrans and JSC KT2-Freight Transportations

trustee provide jointly and ndividually an unconditienal and
Services irrevocatde guarantes of the timely repayment of the 10 July 10 July Us Dollars
limited principal and accruad interest on the Eurabonds. 2012 2042 200,000,000

BNY Mellon Under a supplementary trust agreement, 15C
Corporate Kaztemlrtrans and )5C KTZ-Freight Transportations

trustee provide jointly and individually an unconditional and

Services irrevocable guarantes of the tmely repayment of the 30 November 30 Hovember  US Dollars

limited principal and accrued interest on the Eurobends. 2012 2042 300,000,000
BNY Mellon

Corporate

trustee Under the credit contract betwean 1SC KTZ-Freight

Services Transportations and US Export Import Bank, 1SC 26 November 25 November  US Dullars

limited Kaztemirtrans and the Parent provide a guarantee. 2012 2022 424,856,806

Under a supplementary trust agreement, 1SC “NC
“Kazakhstan Temir zholy™, 15C Kaztemirtrans and JSC
KTZ-Freight Transportations provide jointly and
Credit Suisse  Individually 2n unconditional and irrevocable guarantee
Zurich of the timely repayment of the principal and accrued 20 June 20 June 104,000,000
Bank Interest on the Eurcbonds. 2014 2019 Swiss Francs

Under a supplementary trust agreement, 15C *NC
"Kazakhstan Temir zholy"", Kaztemirtrans and KTZ-
Freight Transportations pravide jointly and individually
Credit Suisse  an uncoaditional and irrevocable guarantee of the timealy
Zurich repayment of the principal and accrued interest on the 20 June 20 June 185,000,000
Bank Evrobonds. 2014 2022 Swiss Francs

As at 31 December 2017 and 2016, the Company had no liabilities related to these guarantees.
In November 2017, as part of the issue by the Parent of Eurobonds for a total amount of US
Dollars 780,000 thousand with a term up to 2027 for refinancing Eurobonds issued in 2010 (with
a term until 2020}, the Company with )JSC KTZ-Freight Transportation, acted as a guarantor for
the Eurobonds. In connection with the refinancing of Eurobonds issued in 2010 and the issuance
of a new guarantee, the Company's guarantee of US Dollars 700,000 thousand was cancelled.
SUBSIDIARIES

As at 31 December 2017 and 2016, the Group’s subsidiaries and their operations werae as follows;

Ownership interest, %

Natura of 31 December 31 December
Subsidlary operations Cauntry 2017 2016
Kzzakhstan Temir Zholy Financing of the
Finance B.V. Parent and its subsidiaries The Natherland: 100,00 100,00
Kazakhstan Carsiage Construction Manufacture of
Company LLP {KCCC LLP) fraight carriages Kazakhstan 59,94 69.94

As at 31 December 2017 and 2016, the Group sold its shares in JSC CTS and LLC RFL (Note 11},
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ch

On 5 January 2017, the Group, represented by JSC Kaztemirtrans, and LLP Consonance entered
into an agreement for the sale of 69.94% interest in the charter capital of KCCC, with the
payment of purchase price within three years. Until the full payment of the purchase price, the
aownership and control over LLP KCCC remains with the Group.

FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT OBJECTIVES AND
POLICIES

The Group’s major financial instruments are cash, short-term deposits, loans, as well as accounts
receivable and accounts payable. Applicable risks to the Group's financial instruments are interest
rate risk, foreign currency risk and credit risk. The Group also monitors the market risk and
liquidity risk arising on all of its financial instruments.

Capital risk management

The Group manages capital risk to ensure that it can continue as a going concern maximising
profits for its Parent and optimising its debt to equity ratio.

The Group's capital structure includes share capital, retained eamnings and minority interest as
disclosed in the consolidated statement of changes in equity.

Summary of significant accounting pollcies

The significant accounting palicies and adopted methods, including criteria of recognition, basis
for estimates and the basis for recognition of income and expenses with respect to each class of
financial assets, financial llabilities and equity instruments are disclosed in Note 4 to the
consolidated financial statements.

Objectives of financial risk managamant

Risk management is an essential element of the Group’s operations. The Group monitors and
manages financial risks relating to its operations through internal risk reports that describe the
exposure to risk by the degree and size of risks. These risks include the market risk {including
currency risk, fair value interest rate risk and price risk), liquidity risk and interest rate risk
related to cash flow. The description of the Group’s risk management policies in relation to those
risks follows.

Interest rate risk

Interest rate risk is the risk of changes in market interest rates, which can result in a decrease on
investment returns, and an increase in cash outflow due to borrowings of the Group. The Group
limits the interest rate risk by monitoring changes in interest rates in currencies in which cash,
investments and borrowings are denominated, and through the receipt of borrowings with fixed
interest rates.

The Group’s exposure to the interest rate risk relates mainly to other financial assets and long-
term borrowings (Notes 9 and 14). The weighted average effective interest rates were as follows:

31 Decambar 31 December
2017 2016

{% pear ysar) (% per year)
Beposits: tenge 9.1% -
Deposits: US Dollars 3.5% 3%-4%
Long-term loans: US Dollars 4.3%~-6.5% 4.3%-9.73%
Long-term loans: Russian roubles 9.85% -
Long-term loans: tenge 5.58%-16% 7.20%-15.5%
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Sensitivity analysis of interest rate

Mainly, changes in interast rates have an impact on loans by changing their fair value (liabilities
with fixed interest rates), or future cash flows on them (liabilities with floating interest rates),

The analysis below presents sensitivity in terms of fluctuation of interest rates on non-derivative
instruments as at the reporting date. As for the liabilities with floating interest rates, the analysis
was prepared based on the assumption that the amount of outstanding liabilities remained
outstanding for the whole year, In preparation of management reports on interest rate risks for
the key management of the Group, an assumption is made that the interest rate will be changed
by 1%, which matches management’s expectations regarding reasonably possible fluctuations of
interest rates.

If interest rates on liabilities were 1% mora/less and all other variables remained unchanged, the
Group's profit for the year ended 31 December 2017 and ratained earnings as at

31 December 2016 would decrease/increase by 2,372,471 thousand tenge (2016:

5,419,945 thousand tenge).

Currency risk

The Group carries out transactions in foreign currency. As at 31 December 2017, loans
denominated in foreign currency, as well as loans received from JSC "NC "KTZ" and "EBRD" that
are subject to indexation {Note 14) amounted to 430,591,290 thousand tenge.

As at 31 December 2017, foreign exchange loss was 412,189 thousand tenge (2016: foreign
exchange gain of 9,670,999 thousand tenge).

The amounts of the Group's financial instruments denominated in foreign currencies are recorded
in tenge. The change in the tenge exchange rate against foreign currency may lead to the
increase of the Group's expenses due to the growth of the exchange rate.

The Group limits foreign exchange risk by monitoring changes in foreign exchange rates in which
cash, trade receivables, trade payables, and long-term borrowlngs are denominated.

Forelgn currency sensitivity analysis
The Group is mainly exposed to change in US Dollar and Russian Rouble exchange rates.

The following table reflects the Group’s sensitivity to increases and decreases in the value of the
tenge by 17% (2016: 40%) with respect to US Dollar and by 5% (2016: 40%) with respect to
Russian roubles. These are the sensitivity rates used in the preparation of intermal currency risk
reports for key management and represents management’s evaluation of reasonably possible
changes in exchange rates. The sensitivity analysis includes only outstanding monetary pasitions
in US Dollar and Russian rouble and adjusts thelr balance at the end of the period taking into
account changes in exchange rates.

The following table indicates changes in financial liabilities, if the tenge strengthens by 17% and
5% with respect to US Dollar and Russian Rouble, respectively, A positive figure indicates an
increase in profits for the reporting period and negative indicates a decrease in profits. If tenge
weakens by 17% and 5% with respect to US Dollar and Russian rouble, there will be an equal and
opposite effect on profit.

Effect
US Dollars
31 December 31 December
2017 2016

Financial llabllities {72,694 985) {184,997 430}
Net effect [72,694,985) _ 184,997,430)
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Effect
Russian rouble
31 December 31 becember
2017 2016
Financial liabilities (3,174,538) {131, 780)
Net effect (3,174,538) {67,055)

The carrying amount of financtal liabilities denominated in foreign currencies is presented below:

31 Decamber 31 December
2017 2016
Financial liabilities
uUs Dollars 427,617,564 462,493,575
Russian rouble 63,490,751 -
Credit risk

The credit risk arising from counterparties’ failure to meet the terms of agreements with the
Group's financial instruments is usually limited to the amounts, if any, by which counterparty
liabilities excead the Group’s liabilities to these counterparties. The Group’s policy provides for
operations with financial instruments to be conducted with solvent counterparties,

The maximum exposure to credit risk is represented by the carrying amount of each financial
asset. The Group believes that its maximum risk equals the value of trade accounts recsivable,
less allowance for doubtful debts as at the reporting date.

Credit risk concentration can arise in the event of several debts from one borrower or group of
barrowers with similar borrowing terms, where there is a basis to expect that changes in
economic terms or other circumstances can equally affect their capacity to meet their obligations.

The Group's policy provides for constant control over transactions to be held with customers who
have adequate credit history, and that the transactions do not exceed set credit limits.

As at 31 December 2017, the Group, primarily, placed cash on current and savings bank accounts
in banks with the credit ratings of at least “B” according to Standard & Poor’s.

Market risk

Market risk |s the risk of possible fluctuations in the value of financial instruments as a result of
changes in market prices. As the Group has a dominating market position, the risk of possible
fluctuations in the value of the financial instruments is remote.

Liquidity risk

The ultimate responsibility for managing liquidity risk rests with the Group's shareholder who
created the necessary liquidity risk management system for the Group’s management in
accordance with liguidity management requirements and short-, medium- and leng-term
financing.

The following table reflects the Group's contractual terms for lts non-derivative financial liabilities.
The table was prepared using undiscounted cash flows on financlal liabilities on the basis of the
earliest date at which the Group will be required to pay. The table includes cash flows for both
interest and principal.
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Effective
weighted
average interest
rate Up to 1 year 1-2 years 2-3 years 3=4 years 4-5 yaars Over 5 years Total
31 December 2017
Non-interest bearing:
Trade accounts payable 10,162,377 - - - - 10,162,377
Other current liabltides 335,458 - . - - 335458
Interest-bearing:
Long-term loans with a Roating
Interest rate 3.6%-23.7% 7,129,899 5,678,848 5,476,258 5,084,881 4,677,198 17,380,480 45,629,604
Long-term loans with a fixad
Interest rate 5.6+~16% 31,300,265 30,448,625 37,116,545 37,026,816 36,796,930 977,987,730 1,150,676,919
Finance lease lizbilitles {Note 23) 15% 400,528 2,489,872 2,261,544 2,261,544 2,261,544 29,842,349 39,517,360
31 December 2016
Non-interest bearing:
Trade accounts payable . 9,236,209 - 9,136,289
Drher current liakllities - 334,196 - 334,196
Interest-bearing
Long-tamm loans with a floating
interest rate 3.6%-23.7% 8,857,827 3,956,066 3,851,564 3,709,635 3,562,559 15,646,251 39,623,502
Long-term loans with a flxed
interast rate 5.6-7.2% 91,494,851 28,410,851 28,410,851 28,410,851 28,394,016 908,898,976 1,114,020,398
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The following table reflects the expected maturity dates of the Group’s non-derivative financial
assets. It was prepared based on the undiscounted contractual terms of financial assets, including
interest to be received on them, except when the Group expects the cash flow in a different

period.

Effective

weighted

average

interest rate Up to 1 year Indefinite Total

31 December 2017
Non-interest bearing:
Cash and cash equivalents - 128,522 - 128,522
Trade and other receivables - 24,395,295 1,610,100 26,005,395
Financial aid - 2,000,000 - 2,000,000
Interest-bearing:
Cash and cash equivalents 7.5%-2.5% 725,453 - 725,453
Other financial assets 3.5%-9.1% 148,321 - 148,321
31 December 2016
Non-interest bearing:
Cash and cash equivalents - 1,223,829 - 1,229,829
Trade and other receivables - 9,288,175 1,470,718 12,218,409
Interest-bearing:
Cash and cash equivalents - 3,249 - 3,349
Other financial assets 3%-4% 99,270 - 98,270

Fair value of financial instruments

The following methods and assumptions were used by the Group to estimate the falr value of
flnancial instruments:

Cash and cash equivaients

The carrying amount of cash and cash equivalents approximates its fair value due to the short-
term maturity of these financial instruments.

Trade accounts receivable and payable

For assets and liabilities with maturity less than twelve months, the carrying amount
approximates fair value due to the short-term maturity of these financial instruments.

For assets and liabilities with maturity longer than twelve months, the carrying amount
represents the current value of estimated future cash flows discounted using market rates
effective as at the end of the reporting year.

Loans

Average market rates on borrowed funds were as follows:

2017 2016

{% per (% per

annum} annum)
Tenge
1to S years 14.0 12.B
Over S years 14.5 14.4
Foreign currency
1to S years 5.0 7.0
Over S years 7.0 8.7

The fair value hierarchy of the long-term loans is level 2, As at 31 December 2017 and 2016,
there were no transfers between hlerarchy levels. Management of the Group believes that the
carrying amount of the long-ternm loans is approximately equal to their fair value,
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MOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMEBER 2017 (CONTINUED)
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26. RELATED PARTY TRANSACTIONS

For the purposes of these consolidated financial statements, parties are considered to be related
if one party has the ability to control another party or exercise significant influence over this party
in making financial or operational decisions. Also parties under common control of the Group are
considered to be related. In considering each possible related party relationship, attention is paid
to the substance of the relationship, and not merely the legal form.

Related parties may enter into transactions that unrelated parties might not, and bransactions
between related parties may not be effected on the same terms, conditions and amounts as
transactions between unrelated parties.

The nature of related party relationships for those related parties with whom the Company
conducted significant transactions or had a significant cutstanding balance as at 31 December is

set out below.

31 December

Dnre from related 2017
partles for goods 31 December

and services 2016
31 December

Including 2017
allowance for 31 December

doubiful debts 2016
31 December

Due to related 2017
parties lor gogds 31 December

and services 2016
31 December

2017
Financial aid 31 December

granted 2016
31 December

2017
31 December

Loans received 2016
31 December

2017
31 December

Interest payable 2016

Ioint
Entities of venturas, In
the Share~ which the
holder's graup is Other ralated
Sharehalder Group participant parties Tatal
1,152,296 21,424,628 - 4,030 22,580,954
476,546 7,447,195 1,538,135 4,509 9,466,389
239,915 167,416 625 407,958
115,966 2,145,512 - 47,727 2,109,205
1,477,968 575,760 19,139 259,909 2,332,776
1,918,219 : 1,918,219
428,053,557 63,063,596 - 491,116,183
429,264,608 - 60,000,000 489,264,508
a0%,772 428,295 . 1,337,877
1,086,200 192,000 1,278,200
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During 2017, the Group granted to the Parent Company an interest-free financial aid of
8,500,000 thousand tenge for the purpose of replenishment of working capital for the period until
31 December 2017. For the year ended 31 December 2017, 6,500,000 thousand was repaid. The

Group recognized fair value adjustment of issued financial aid of 687,511 thousand tenge less
income tax of 137,503 thousand tenge in the Group's equity. In order to calculate the Fair value
of financial aid, the Company applied an effaective interest rate of 14.5%. For the year ended

31 December 2017, the Group recagnized amortization of the discount in the amount of
605,730 thousand tenge in finance income {Note 21).

Related party transactions for the years ended 31 December are presented as follows:

Joint
ventures,
Entities of in which
the Shara- the graup Other
Share= holder's is particl- related
holder Group pant partles Total
2017 1,285,702 49,704,702 - 5,632,903 55,623,307
Sale of goods and services 2016 9,490,821 12,476,500 - 7,650,680 29,627,003
Accrued allowance fgr 2017 7 - -
doubtful debts 2016 {21,239) (21,239)
Purchase of goods and 2017 86,083 3,061,900 43,522 3,191,505
sarvices 2016 3,877,127 4,678,395 - 189,049 8,744,571
2017 605,730 . 805,730
Flnance income 2016 3,248,322 260,668 3,508,990
2017 30,959,722 2,604,000 33,563,722
Finance costs 2016 21,893,761 3,240,000 25,133,781
Income fram dividends 2017 2 -
declared 2016 708,718 708,718
Compensation to key management personnal of the Group
As at 31 December 2017 and 2016, key management personnel consisted of 7 peaple.
Compensation for key management personnel was as follows:
2017 2016
Salary 55,187 50,244
Penslon contributians 5,165 4,761
Income tax 4,932 4,475
Social tax 4,620 4,290
Soclal contributions 728 651
Obligatery medical contribution 102 -
70,740 64,421
27. SUBSEQUENT EVENTS

28.

On 31 January 2018, the Group completed the sale of the property aof the Group's branches - Car
repalr depo [Arys, Balkhash and Kushmurun) and the production facility in Astana station for a
total of 3,939,776 thousand tenge, due to the payment by LLP Astana Railway Sesvices of
property cast (Note 11). The ownership of this property is transferred to the buvyer.

APPROVAL OF THE CONSOLIDATED FINANCIAL STATEMENTS

These consolidatad financial statements was confirmed and approved for issue by the
management of the Group on 26 February 2018.
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