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NATIONAL BANK OF THE REPUBLIC OF KAZAKHSTAN

STATEMENT OF MANAGEMENT’S RESPONSIBILITIES

FOR THE PREPARATION AND APPROVAL OF THE CONSOLIDATED
FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2016

Management is responsible for the preparation of the consolidated financial statements
that present fairly the financial position of the National Bank of the Republic of
Kazakhstan (the “NBK”) and its subsidiaries (the NBK and its subsidiaries together —
the “National Bank™) as at 31 December 2016, and the results of its operations, cash
flows and changes in equity for the year then ended, in accordance with the Basis of
Preparation described in the Note 2 to the consolidated financial statements (the “Basis
of Preparation”).

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

properly selecting and applying accounting policies;

presenting information, including accounting policies, in a manner that provides
relevant, reliable, comparable and understandable information;

following requirements of the Basis of Preparation; and

preparing the consolidated financial statements on a going concern basis.

Management is also responsible for:

designing, implementing and maintaining an effective and sound system of
internal controls, throughout the National Bank;

maintaining adequate accounting records that disclose with reasonable accuracy
at any time the financial position of the National Bank and which enable them
to ensure that the consolidated financial statements of the Bank comply with the
requirements of the Basis of Preparation;

maintaining statutory accounting records in compliance with legislation of the
Republic of Kazakhstan;

taking such steps as are reasonably available to them to safeguard the assets of
the National Bank; and

preventing and detecting fraud, errors and other irregularities.



The consolidated financial statements for the year ended 31 December 2016 were
authorised for issuance by the National Bank’s Management Board on 15 March 2017.

On behalf of the Management Board of the National Bank of the Republic of
Kazakhstan:

Akishev D.T. Rakhmetova S.K.
Governor Chief Accountant
15 March 2017 15 March 2017

Almaty, Kazakhstan Almaty, Kazakhstan



«KIMMI™ AyauTt» xayankepuuiniri KPMG Audit LLC
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Independent Auditors’ Report

To the Management Board of the National Bank of the Republic of Kazakhstan

Qualified Opinion

We have audited the consolidated financial statements of the National Bank of the
Republic of Kazakhstan and its subsidiaries (the “National Bank”), which comprise the
consolidated statement of financial position as at 31 December 2016, the consolidated
statements of profit or loss, comprehensive income, changes in equity and cash flows
for the year then ended, and notes, comprising significant accounting policies and other
explanatory information.

In our opinion, except for the effects of the matter described in the Basis for Qualified
Opinion paragraph, the accompanying consolidated financial statements present fairly,
in all material respects, the consolidated financial position of the National Bank as at
31 December 2016, and its consolidated financial performance and its consolidated
cash flows for the year then ended in accordance with the Basis of Preparation
described in Note 2 to the consolidated financial statements (the “Basis of
Preparation”).

Basis for Qualified Opinion

The National Bank has measured unquoted equity securities stated at
KZT 750,000,000 thousand as at 31 December 2016 and 31 December 2015 at cost
on the basis that it was unable to obtain a reliable measure of their fair value. A reliable
measure of fair value could have been obtained, and therefore such investments should
have been stated at fair value in accordance with the Basis of Preparation. The effects
of this departure from the Basis of Preparation on available-for-sale financial assets,
total comprehensive income, retained earnings and revaluation reserve for available-
for-sale financial assets, which would have resulted from using fair values, as at and
for the year ended 31 December 2015 and on the current year’s figures have not been
determined.

We conducted our audit in accordance with International Standards on Auditing
(“ISA”s). Our responsibilities under those standards are further described in the
Auditors’ Responsibilities for the Audit of the consolidated financial statements section
of our report. We are independent of the National Bank in accordance with the
International Ethics Standards Board for Accountants' Code of Ethics for Professional
Accountants (“IESBA Code”), and we have fulfilled our other ethical responsibilities in
accordance with the IESBA Code. We believe that the audit evidence we have obtained
is sufficient and appropriate to provide a basis for our qualified opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most
significance in our audit of the consolidated financial statements of the current period.
These matters were addressed in the context of our audit of the consolidated financial
statements as a whole, and in forming our opinion thereon, and we do not provide a
separate opinion on these matters. In addition to the matter described in the Basis for
Qualified Opinion section we have determined the matters described below to be the
key audit matters to be communicated in our report.

«KMMI™ Ayaut» XKLLIC, Kasakctanoa TipkenreH ayankepluiniri wekreyni cepikrecTik; LBeiuapus 3aHHamacs! 6oiibiHwa TipkenreH KPMG International
Cooperative (“‘KPMG International”) kaybiMaacTbifbiHa kipeTiH KPMG Tayencia cdupmanap xeniciHii MyLueci.

KPMG Audit LLC, a company incorporated under the Laws of the Republic of Kazakhstan, a member firm of the KPMG network of independent member firms
affiliated with KPMG International Cooperative (‘KPMG International”), a Swiss entity.
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Valuation of financial instruments (securities with no active market)

Please refer to the Note 21 in the consolidated financial statements.

The key audit matter How the matter was addressed in our audit

The fair value of financial | We assessed the appropriateness of the
instruments is determined through | models and inputs used in the valuation
the application of valuation | techniques applied by management. We
techniques which often involve the | compared observable inputs against
exercise of judgement by the | independent sources and externally available
management and the use of | market data.

assumptions and estimates. For a sample of instruments consisting of the

Due to inherent estimation | items with the most significant fair values, we
uncertainty and the significance of | critically assessed the assumptions used or
financial instruments, this is | reperformed a fair value valuation, by reference
considered a key audit risk. to what we considered to be available
alternative methods and sensitivities to key

We focused on the valuation of factors.

financial instruments included in
Level 2 of the valuation hierarchy | Additionally, we assessed whether the financial
compromising  available-for-sale | statement disclosures appropriately reflect the
financial assets. National Bank’s exposure to market risk.

Other Information

Management is responsible for the other information. The other information comprises
the Annual report of the National bank to the President of the Republic of Kazakhstan
for the year 2016 (the “Annual report”). The Annual report is expected to be made
available to us after the date of this auditors’ report.

Our opinion on the consolidated financial statements does not cover the other
information and we will not express any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility
is to read the other information identified above when it becomes available and, in doing
so, consider whether the other information is materially inconsistent with the
consolidated financial statements or our knowledge obtained in the audit, or otherwise
appears to be materially misstated.

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

Management is responsible for the preparation and fair presentation of the consolidated
financial statements in accordance with the Basis of Preparation, 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 National Bank’s ability to continue as a going concern, disclosing, as
applicable, matters related to going concern and using the going concern basis of
accounting unless management either intends to liquidate the National Bank or to
cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the National Bank’s
financial reporting process.
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Auditors’ Responsibilities for the Audit of the Consolidated Financial
Statements

Our 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 auditors’ 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 ISAs 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 professional judgment and
maintain professional skepticism throughout the audit. We also:

- ldentify 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 involve collusion, forgery, intentional
omissions, misrepresentations, 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 National
Bank’s internal control.

- Evaluate the appropriateness of accounting policies used and the
reasonableness of accounting estimates and related disclosures made by
management.

- Conclude on the appropriateness of management’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 National Bank’s ability to continue as a going concern.
If we conclude that a material uncertainty exists, we are required to draw
attention in our auditors’ 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 auditors’ report. However, future events or conditions may cause
the National Bank to cease to continue as a going concern.

- Evaluate the overall 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 National Bank 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.

We also provide those charged with governance with a statement that we have
complied with relevant ethical requirements regarding independence, and
communicate with them all relationships and other matters that may reasonably be
thought to bear on our independence, and where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine
those matters that were of most significance in the audit of the consolidated financial
statements of the current period and are therefore the key audit matters. We describe
these matters in our auditors’ report unless law or regulation precludes public
disclosure about the matter or when, in extremely rare circumstances, we determine
that a matter should not be communicated in our report because the adverse
consequences of doing so would reasonably be expected to outweigh the public
interest benefits of such communication.

The engagement partner on the audit resulting in this independent auditors’ report is:

No. M®-0000053 dated 6 January 2012

KPMG Audit LLC

State License to conduct audit No.0000021 dated 6 December 2006 issued by the
Ministry of Finance of the Republic of Kazakhstan
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NATIONAL BANK OF THE REPUBLIC OF KAZAKHSTAN

CONSOLIDATED STATEMENT OF PROFIT OR LOSS FOR THE YEAR

ENDED 31 DECEMBER 2016

Interest income

Interest expense

Net interest (expense) income

Fee and commission income

Fee and commission expense

Net fee and commission income

Net gain (loss) on financial instruments at
fair value through profit or loss

Net gain on available-for-sale financial assets
Share of gain of associates

Other operating income (expenses), net
Operating loss

Reversal of (charge for) impairment losses
Banknotes and coins production expenses
Funding of third parties

Personnel expenses

Depreciation and amortisation

Other general and administrative expenses
Loss before income tax

Income tax (expense) benefit

Loss for the year

Loss attributable to:
- Equity holders of the National Bank

- Non-controlling interest

Loss for the year

Note

10
11
12
13

14

15

2016 2015
KZT’000 KZT’000
148,533,396 147,805,914
(275,512,973)  (15,699,507)
(126,979,577) 132,106,407

17,511,976 31,146,370
(2,337,162) (881,062)
15,174,814 30,265,308
29,998,604  (24,226,098)
3,490,361 5,147,677
1,223 2,532
8,325,125  (152,445,975)
(69,989,450) (9,150,149)
2,897,682 (6,746,770)
(4,502,150) (8,494,765)
(194,150) (190,327)
(24,298,232)  (22,955,052)
(3,322,682) (3,779,843)
(19,395,201) (7,035,756)
(118,804,183)  (58,352,662)
(5,451,445) 9,793,268
(124,255,628)  (48,559,394)

(124,687,371)
431,743

(49,108,126)
548,732

(124,255,628)

(48,559,394)

On behalf of the Management Board of the National Bank of the Republic of

Kazakhstan:

Akishev D.T.
Governor

15 March 2017
Almaty, Kazakhstan

Rakhmetova S.K.
Chief Accountant

15 March 2017
Almaty, Kazakhstan

The notes on pages 20-125 form an integral part of these consolidated financial

statements.



NATIONAL BANK OF THE REPUBLIC OF KAZAKHSTAN

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME FOR

THE YEAR ENDED 31 DECEMBER 2016

10

Loss for the year

Other comprehensive income, net of income tax
Items that are or may be reclassified subsequently to
profit or loss:

Revaluation reserve for available-for-sale financial
assets:

- Net change in fair value

- Net change in fair value transferred to profit or loss
Total items that are or may be reclassified subsequently
to profit or loss

Items that will not be reclassified to profit or loss:

Net (loss) gain on foreign currency revaluation

Net gain on precious metals revaluation

Revaluation of property, plant and equipment

Total items that will not be reclassified to profit or loss
Other comprehensive (loss) income for the year, net
of income tax

Total comprehensive (loss) income for the year

Total comprehensive (loss) income attributable to:
- Equity holders of the National Bank

- Non-controlling interest

Total comprehensive (loss) income for the year

2016 2015
KZT°000 KZT°000
(124,255,628)  (48,559,394)

(39,722,793)
2,397,662

(45,223,583)
(2,037,233)

(37,325,131)

(47,260,816)

(100,989,057)
132,365,318
1,136,514

362,204,278
976,047,771
6,689,480

32,512,775

1,344,941,529

(4,812,356)

1,297,680,713

(129,067,984)

1,249,121,319

(129,499,590)
431,606

1,248,553,278
568,041

(129,067,984)

1,249,121,319

On behalf of the Management Board of the National Bank of the Republic of

Kazakhstan:

Akishev D.T.
Governor

15 March 2017
Almaty, Kazakhstan

Rakhmetova S.K.
Chief Accountant

15 March 2017
Almaty, Kazakhstan

The notes on pages 20-125 form an integral part of these consolidated financial

statements.



NATIONAL BANK OF THE REPUBLIC OF KAZAKHSTAN

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

AS AT 31 DECEMBER 2016

11

ASSETS

Cash on hand in foreign currency
Gold

Placements with banks and other
financial institutions

Financial instruments at fair value
through profit or loss

Reverse repurchase agreements
Available-for-sale financial assets
Held-to-maturity investments
Investments in associates
Property, equipment and intangible assets
Current tax asset

Deferred tax assets

Other assets

Total assets

LIABILITIES

Currency in circulation

Deposits and balances from banks and
other financial institutions

Financial instruments at fair value
through profit or loss

Repurchase agreements

Current accounts of the National Fund of
the Republic of Kazakhstan

Current accounts of the Ministry of
Finance of the Republic of Kazakhstan
Customer accounts

Debt securities issued

Reserves of guarantee fund

Current tax liability

Deferred tax liabilities

Other liabilities

Total liabilities

Note

16
17

18
19
20
21
22
23

15
24

25

26

19
27

28

29
30
31
32

15
33

2016 2015
KZT’000 KZT7°000
133,165,880 211,082,236

3,205,211,023

4,085,779,352

2,576,195,433

5,331,626,307

856,098,778 811,866,055
399,178,190 101,851,332
4,456,823,099 3,995,190,373
98,977,873 98,113,672
302,710 301,487
55,266,393 61,573,716
3,320,437 1,154,864
30,278,026 31,412,330
15,951,886 16,110,369
13,340,353,647 13,236,478,174

2,050,536,444

4,426,155,970

1,495,353,817

5,928,265,855

2,453,250 2,326,043
35,074,130 1,100,363
128,194,582 1,251,089,506
505,678,909 883,702,465
595,636,761 148,879,519
2,506,039,966 355,052,275
258,617,223 209,142,651
986,170 677,884
2,274,178 2,080,794
12,519,559 13,542,696
10,524,167,142  10,291,213,868




NATIONAL BANK OF THE REPUBLIC OF KAZAKHSTAN

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

AS AT 31 DECEMBER 2016

12

EQUITY

Charter capital

Capital reserve

Other reserves

Revaluation reserve for property and
equipment

Revaluation reserve for available-for-sale
financial assets

Revaluation reserve for foreign currency
and precious metals

Accumulated losses

Total equity attributable to

equity holders of the National Bank
Non-controlling interest

Total equity

Total liabilities and equity

Note

34
34

34

2016 2015
KZT°000 KZT’000

20,000,000 20,000,000
331,691,233 346,420,494
3,430,633 3,253,536
19,958,118 20,699,162
(84,368,398)  (47,043,404)

2,368,114,148  2,336,737,887
(161,990,514)  (53,708,859)

2,496,835,220 2,626,358,816

319,351,285 318,905,490
2,816,186,505  2,945,264,306
13,340,353,647 13,236,478,174

On behalf of the Management Board of the National Bank of the Republic of

Kazakhstan:

Akishev D.T.
Governor

15 March 2017
Almaty, Kazakhstan

Rakhmetova S.K.
Chief Accountant

15 March 2017
Almaty, Kazakhstan

The notes on pages 20-125 form an integral part of these consolidated financial

statements.



NATIONAL BANK OF THE REPUBLIC OF KAZAKHSTAN

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2016

13
2016 2015
KZT’000 KZT’000
CASH FLOWS FROM OPERATING
ACTIVITIES
Loss before income tax (118,804,183)  (58,352,662)
Adjustments for:
Depreciation and amortisation 5,436,242 5,694,106
Expenses on replenishment of reserve on deposits
guarantee 13,400,000 10,500,000
(Gain) loss on compensation on deposits of
individuals (23,788,202) 77,642,305
Loss on non-market terms transactions 5,428,504 70,031,958
(Reversal of) charge for impairment losses on
financial instruments (3,021,097) 6,569,427
Charge for impairment losses on other assets and
inventories 70,621 98,560
Loss (gain) on property and equipment 6,108,879 (1,311,659)
Amortisation of discount on debt securities issued 207,521,343 7,521,183
Amortisation of premium and discount on
financial assets (2,146,819) 1,963,556
Unrealised loss (gain) on financial instruments at
fair value through profit or loss 364,472 (936,734)
Share of gain of associates (1,223) (2,532)
Loss from gratuitous assignment of property 5,650,000 -
Cash flows from operating activities before
changes in operating assets and liabilities 96,218,537 119,417,508
(Increase) decrease in operating assets
Gold (496,650,272)  (251,597,646)
Placements with banks and other financial
institutions 279,185,571 176,531,073
Financial instruments at fair value through profit
or loss (63,192,665) 298,497,775
Reverse repurchase agreements (297,326,858) 612,522,686
Available-for-sale financial assets (585,425,280) 331,953,561
Other assets 1,979,467 2,274,673



NATIONAL BANK OF THE REPUBLIC OF KAZAKHSTAN

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2016

14
2016 2015
KZT’000 KZT’000
Increase (decrease) in operating liabilities
Currency in circulation 555,182,627 112,775,865
Deposits and balances from banks and other
financial institutions (1,406,218,018) (530,981,955)
Financial instruments at fair value through
profit or loss (516,699) 2,438,807
Repurchase agreements 33,973,767 1,100,363
Current accounts of the National Fund of the
Republic of Kazakhstan (1,122,894,924) 23,947,653
Current accounts of the Ministry of Finance of
the Republic of Kazakhstan (378,993,671) 116,666,392
Customer accounts 443,417,839 (185,758,975)
Reserves of guarantee fund 32,436,438 25,180,257
Other liabilities (4,878,458) (28,533,829)
Net cash from operating activities before
income tax paid (2,913,702,599) 826,434,208
Income tax paid (6,046,898) (2,339,546)
Cash flows (used in) from operating
activities (2,919,749,497) 824,094,662
CASH FLOWS FROM INVESTING
ACTIVITIES
Purchases of held-to-maturity investments (864,201) (39,318,747)
Purchases of property and equipment and
intangible assets (4,186,731) (5,677,627)
Sales of property and equipment and
intangible assets 141,484 796,786
Cash flows used in investing activities (4,909,448) (44,199,588)




NATIONAL BANK OF THE REPUBLIC OF KAZAKHSTAN

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2016

15
2016
KZT’000

2015
KZT’000

CASH FLOWS FROM FINANCING
ACTIVITIES

Debt securities issued

Repayment of debt securities issued
Investments of non-controlling interest

41,045,104,282
(39,101,637,934)

1,126,496,949
(805,980,638)

Cash flows from financing activities

Net (decrease) increase in cash and cash
equivalents

Effect of changes in exchange rates on cash
and cash equivalents

Reversal of (charge for) impairment losses
Cash and cash equivalents at the beginning
of the year

12,816,492
6,573,319

3,520,889,320

- 250,000,000
1,943,466,348 570,516,311
(981,192,597)  1,350,411,385

1,126,296,034
(6,573,319)

1,050,755,220

Cash and cash equivalents at the end of

the year (Note 16) 2,559,086,534

3,520,889,320

Amounts of interest paid and received during the year ended 31 December 2016, are
KZT 275,225,018 thousand and KZT 121,669,756 thousand, respectively,
(31 December 2015: KZT 15,595,675 thousand and KZT 140,445,060 thousand,

respectively).

Amounts of dividends paid and received during the year ended 31 December 2016,
are nil and KZT 13,660 thousand, respectively, (31 December 2015: KZT
28,234,846 thousand and KZT 50,425 thousand, respectively).

On behalf of the Management Board of the National Bank of the Republic of
Kazakhstan:

Akishev D.T. Rakhmetova S.K.
Governor Chief Accountant
15 March 2017 15 March 2017

Almaty, Kazakhstan Almaty, Kazakhstan

The notes on pages 20-125 form an integral part of these consolidated financial
statements.



NATIONAL BANK OF THE REPUBLIC OF KAZAKHSTAN

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 31 DECEMBER 2016

16

Attributable to equity holders of the National Bank
Revaluation Revaluation Revaluation

reserve reserve for reserve for
for property available-for- foreign Non-
Charter Capital Other and sale financial ~ currency and  Accumulated controlling Total
KZT’000 capital reserve reserves equipment assets precious metals losses Total interest equity
Balance as at 1 January 2016 20,000,000 346,420,494 3,253,536 20,699,162 (47,043,404)  2,336,737,887  (53,708,859) 2,626,358,816 318,905,490 2,945,264,306
Total comprehensive loss
Loss for the year - - - - - - (124,687,371) (124,687,371) 431,743 (124,255,628)

Other comprehensive income

Items that are or may be reclassified

subsequently to profit or loss:

Net change in fair value of available-

for-sale financial assets - - - - (39,722,656) - - (39,722,656) (137)
Net change in fair value of available-

for-sale financial assets transferred to

profit or loss - - - - 2,397,662 - - 2,397,662 -

(39,722,793)

2,397,662

Total items that are or may be
reclassified subsequently to profit or
loss - - - - (37,324,994) - - (37,324,994) (137)

(37,325,131)

Items that will not be reclassified to
profit or loss:
Net loss on foreign currency

revaluation - - - - - (100,989,057) - (100,989,057) - (100,989,057)
Net gain on precious metals

revaluation - - - - - 132,365,318 - 132,365,318 - 132,365,318
Revaluation of property and

equipment - - - 1,136,514 - - - 1,136,514 - 1,136,514
Total items that will not be

reclassified to profit or loss - - - 1,136,514 - 31,376,261 - 32,512,775 - 32,512,775
Total other comprehensive loss 1,136,514 (37,324,994) 31,376,261 - (4,812,219) (137) (4,812,356)
Total comprehensive loss for the

year - - - 1,136,514 (37,324,994) 31,376,261  (124,687,371) (129,499,590) 431,606 (129,067,984)
Transfer of revaluation reserve

resulting from depreciation and

disposals - - - (1,873,820) - - 1,864,003 (9,817) - 9,817)



NATIONAL BANK OF THE REPUBLIC OF KAZAKHSTAN

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 31 DECEMBER 2016

KZT’000

Transactions with owners recorded
directly in equity:

Addition to capital reserve and other
reserves (Note 34)

Compensation for loss from reserve
Change in investments in subsidiaries
Total transactions with owners
Balance as at 31 December 2016

17
Attributable to equity holders of the National Bank
Revaluation
Revaluation  Revaluation reserve for
reserve reserve for foreign
for property available-for- currency and Non-
Charter Capital Other and sale financial precious Accumulated controlling Total
capital reserve reserves equipment assets metals losses Total interest equity
- 3,960,946 177,156 - - - (4,138,102) - - -
- (18,690,207) - - - - 18,690,207 - - -
- - (59) (3,738) - - (10,392) (14,189) 14,189 -
- (14,729,261) 177,097 (3,738) - - 14,541,713 (14,189) 14,189 -
20,000,000 331,691,233 3,430,633 19,958,118 (84,368,398)  2,368,114,148  (161,990,514)  2,496,835,220 319,351,285 2,816,186,505
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Attributable to equity holders of the National Bank

Revaluation  Revaluation Revaluation
reserve reserve for reserve for
for property available-for- foreign
Other and sale financial ~ currency and
reserves equipment assets precious metals

Accumulated
losses

Charter
capital

Capital

KZT’000 reserve

Total

Non-
controlling
interest

Total
equity

Balance as at 1 January 2015 20,000,000 260,191,879 3,073,004 16,097,528 236,721 998,485,838 151,829,992
Total comprehensive income

Loss for the year - - - - - -
Other comprehensive income

Items that are or may be reclassified

subsequently to profit or loss:

Net change in fair value of available-

for-sale financial assets - - - -
Net change in fair value of available-

for-sale financial assets transferred to

profit or loss - - - -

(49,108,126)

(45,242,892) - -

(2,037,233) - -

1,449,914,962

(49,108,126)

(45,242,892)

(2,037,233)

3,287,590

548,732

19,309

1,453,202,552

(48,559,394)

(45,223,583)

(2,037,233)

Total items that are or may be
reclassified subsequently to profit or

loss - - - - (47,280,125) - -

(47,280,125)

19,309

(47,260,816)

Items that will not be reclassified to
profit or loss:

Net gain on foreign currency
revaluation - - - - -
Net gain on precious metals

revaluation - - - - -
Revaluation of property and

equipment - - -

362,204,278 -
976,047,771 -

6,689,480 - - -

362,204,278
976,047,771

6,689,480

362,204,278
976,047,771

6,689,480

Total items that will not be

reclassified to profit or loss - - - 6,689,480 - 1,338,252,049 -

1,344,941,529

1,344,941,529

Total other comprehensive income - - - 6,689,480 (47,280,125) 1,338,252,049 -

1,297,661,404

19,309

1,297,680,713

Total comprehensive income for

the year - - - 6,689,480 (47,280,125)  1,338,252,049  (49,108,126)

1,248,553,278

568,041

1,249,121,319

Transfer of revaluation reserve
resulting from depreciation and
disposals - - -

(2,087,846) . . 2,087,846
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Attributable to equity holders of the National Bank
Revaluation
Revaluation  Revaluation reserve for
reserve reserve for foreign
for property available-for- currency and Non-
Charter Capital Other and sale financial precious Accumulated controlling Total

KZT’000 capital reserve reserves equipment assets metals losses Total interest equity
Transactions with owners recorded
directly in equity:
Addition to capital reserve and other
reserves (Note 34) - 86,228,615 188,664 - - - (86,444,665) (27,386) 27,386 -

Loss on transactions on non-market

terms, net of tax of KZT 17,927,161

thousand (Note 1) - - - - - - (71,708,642) (71,708,642) - (71,708,642)
Non-controlling interest in “Fund of

Problem Loans” JSC (Note 34) - - - - - 314,946,333 314,946,333
Change in investments in subsidiaries - - (8,132) - - - (365,264) (373,396) 76,140 (297,256)

Total transactions with owners - 86,228,615 180,532 (158,518,571) (72,109,424) 315,049,859 242,940,435

Balance as at 31 December 2015 20,000,000 346,420,494 3,253,536 20,699,162 (47,043,404)  2,336,737,887 (53,708,859)  2,626,358,816 318,905,490 2,945,264,306

On behalf of the Management Board of the National Bank of the Republic of Kazakhstan:

Akishev D.T. Rakhmetova S.K.
Governor Chief Accountant
15 March 2017 15 March 2017
Almaty, Kazakhstan Almaty, Kazakhstan

The notes on pages 20-125 form an integral part of these consolidated financial statements.
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1. BACKGROUND
Principal activities

These consolidated financial statements comprise the consolidated financial
statements of the National Bank of the Republic of Kazakhstan (the “NBK”) and
its subsidiaries (together referred to as the “National Bank™).

The NBK was established in accordance with the Resolution of the Supreme
Council of the Republic of Kazakhstan No. 2134-XII dated 13 April 1993.
Pursuant to this Resolution the State Bank of Kazakh SSR was renamed as the
National Bank of the Republic of Kazakhstan.

The primary role of the NBK is ensuring price stability in the Republic of
Kazakhstan. The NBK has the following goals: development and
implementation of the monetary policy of the state; ensuring functioning of
payment systems; exchange regulation and exchange control; ensuring stability
of the financial system, regulation; control and monitoring of the financial
market and financial organizations and other parties within its competency;
maintaining proper level of protection of the rights and legitimate interests of
the consumers of financial services; accomplishment of statistical activities in
the field of monetary statistics and external sector statistics; other tasks in
accordance with the laws of the Republic of Kazakhstan and the acts of the
President of the Republic of Kazakhstan.

According to its mission, the National Bank exercises the following main
functions: developing and implementation of the monetary policy in the
Republic of Kazakhstan; acts as the only issuer of banknotes and coins in the
Republic of Kazakhstan and organizes currency circulation on the territory of
the Republic of Kazakhstan; currency regulation and currency control in the
Republic of Kazakhstan; performs management of the gold and currency
reserves of the NBK; regulates the activity of the financial market and financial
organizations and other entities within its competence; performs regulation,
control and supervision of the financial market and financial organisations, as
well as other entities in accordance with the Laws of the Republic of
Kazakhstan; performs trust management of the National Fund the Republic of
Kazakhstan based on the agreement between the Government of the Republic of
Kazakhstan and the National Bank of the Republic of Kazakhstan; performs trust
management of the pension assets of JSC “Unified National Pension Fund”
(“UNPF”) based on the agreement between the National Bank and the unified
pension fund; exercises other functions and authorities stated in the Law “On the
National Bank of the Republic of Kazakhstan”, other laws of the Republic of
Kazakhstan and Resolutions of the President of the Republic of Kazakhstan.
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1. BACKGROUND, CONTUNUED

Principal activities, continued

The address of the NBK’s registered office is 21, Micro District Koktem-3,
Almaty 050040. As at 31 December 2016 the NBK has 17 branches and 15
subsidiaries located in the Republic of Kazakhstan and 1 representative office in
Moscow, Russian Federation.

All the subsidiaries are registered in the Republic of Kazakhstan. The
subsidiaries are as follows:

Ownership, %

Year of
establish
Name ment Principal activities 2016 2015
“Kazakhstan Mint of the
National Bank of the
Republic of Kazakhstan”
RSE 1994 Coins manufacturing  100.00  100.00
“Kazakhstan Interbank
Settlement Centre of the
National Bank of
Kazakhstan” RSE 1996  Electronic cash transfers 100.00 100.00
“Banking Service
Bureau of the National
Bank of the Republic of Software maintenance
Kazakhstan” JSC 1996 and development 100.00 100.00
“Kazakhstan Deposit Individual deposit
Insurance Fund” JSC 1999 guarantee 100.00 100.00
“Banknote Factory of
National Bank of the
Republic of Kazakhstan”
RSE 2004  Banknote manufacturing 100.00 100.00
“Reserve Centre of the
National Bank of the Ensuring the smooth
Republic of Kazakhstan functions of IT of the

“Q-BRO” JSC 2007 NBK 100.00 100.00
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Ownership, %
Year of
establish
Name ment Principal activities 2016 2015

"The Academy of the
Regional Financial Delivering professional
Center of Almaty city" training programmes of
JSC 2007 postgraduate education  100.00 100.00
“Activity Support Center
of the National Bank of Transportation services,
the Republic of economic activity on
Kazakhstan” JSC 2011 property management  100.00 100.00

Promotion of measures

on quality improvement
“Fund of Problem for credit portfolios of
Loans” JSC 2011 second-tier banks 100.00 100.00

Management of assets of

the National Fund of the

Republic of Kazakhstan
“National Investment and gold and foreign
Corporation of the currency assets of the
National Bank of NBK, management of
Kazakhstan” JSC 2012 pension assets 100.00 100.00

Forming of credit
“State Credit Bureau” histories and credit
JSC 2012 reports 100.00 100.00
Maintaining a registry
“Integrated Securities system for securities
Registrar” JSC 2012 holders 98.97 98.50
“Central Securities
Depository” JSC 1996 Depository activity 72.36 72.40
"Rating Agency
"Regional Financial Assigning and
Center of Almaty city" indexation of credit
JSC 2007 ratings 58.76 57.00
Organisation and

“Kazakhstan Stock maintenance of financial
Exchange” JSC 1993 markets 50.10 50.21
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1. BACKGROUND, CONTUNUED

Principal activities, continued

In November 2016, according to the Articles 50 and 51 of the Civil Code of the
Republic of Kazakhstan, sub-point 2) of point 1, Article 36 and Articles 88 and
89 of the Law of the Republic of Kazakhstan “On Joint-Stock-Companies”, sub-
point 3) of point 43 of the Charter of Reserve Centre of the National Bank of
Kazakhstan “Q-BRO” JSC approved by the Resolution of the Shareholder of
Reserve Centre of the National Bank of Kazakhstan “Q-BRO” JSC dated 19
October 2015 No.2, NBK made a decision to liquidate Reserve Centre of the
National Bank of Kazakhstan “Q-BRO” JSC and approved an action plan on
liquidation of Reserve Centre of the National Bank of Kazakhstan “Q-BRO”
JSC.

In 2015 in accordance with the laws of the Republic of Kazakhstan “On the
National Bank of the Republic of Kazakhstan” of 30 March 1995, "On Joint
Stock Companies" of 13 May 2003, “On State Property” of 1 March 2011 and
subclause 37 of clause 23 of the "Statute of the National Bank of the Republic
of Kazakhstan" approved by the Decree of the President of the Republic of
Kazakhstan of 31 December 2003, the Management Board of the NBK enacted
to reorganise the republican state enterprise operating on the basis of the right of
economic management RSE “Banking Service Bureau of the National Bank of
the Republic of Kazakhstan” into joint stock company “Banking Service Bureau
of the National Bank of the Republic of Kazakhstan™ (the "Banking Service
Bureau of the NBRK” JSC"). The sole founder and shareholder of "Banking
Service Bureau of the NBRK” JSC is the NBK.

In 2015, in accordance with the Law of the Republic of Kazakhstan dated 28
November 2014 “On the National Budget for 2015 — 2017, the Government of
the Republic of Kazakhstan, on the basis of its Decree dated 25 April 2015,
No.325 “On approval of the Rules of utilisation of reserves of the Government
of the Republic of Kazakhstan and local executive bodies and declaring invalid
certain decisions of the Government of the Republic of Kazakhstan”, resolved
to allocate KZT 64,946,332 thousand to the Ministry of Finance of the Republic
of Kazakhstan from the reserve of the Government of the Republic of
Kazakhstan budgeted in 2015 for the emergency needs, to increase the share
capital of “Fund of Problem Loans” JSC with the purpose to support the lending
of economy in tenge by the banks whose assets deteriorated under the new
conditions. The allocated funds are utilised under direct control of the Ministry
of Finance of the Republic of Kazakhstan.
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BACKGROUND, CONTUNUED

Kazakhstan business environment

The National Bank’s operations are primarily located in Kazakhstan.
Consequently, the National Bank is exposed to the economic and financial
markets of Kazakhstan, which display emerging-market characteristics. Legal,
tax and regulatory frameworks continue to develop, but are subject to varying
interpretations and frequent changes that, together with other legal and fiscal
impediments, contribute to the challenges faced by entities operating in
Kazakhstan. In addition, the recent significant depreciation of the Kazakhstan
tenge, and the reduction in the global price of oil, have increased the level of
uncertainty in the business environment. The consolidated financial statements
reflect management’s assessment of the impact of the Kazakhstan business
environment on the operations and financial position of the National Bank. The
future business environment may differ from management’s assessment.

BASIS OF PREPARATION
Statement of compliance

In accordance with the Law of the Republic of Kazakhstan No. 2155 dated 30
March 1995 “On the National Bank of the Republic of Kazakhstan the NBK
determines its accounting policies for itself based on International Financial
Reporting Standards (“IFRS”).

These consolidated financial statements have been designed to present fairly the
financial position of the NBK and the results of its operations and have been
prepared in accordance with the accounting policy of the NBK which was
approved by the Board of Directors of the National Bank on 27 June 2013 and
which the National Bank considers to be appropriate to the nature of central bank
activity. The accounting policy of the National Bank is based on IFRS issued
by the International Accounting Standards Board (“IASB”) and Interpretations
issued by the International Financial Reporting Interpretations Committee
(“IFRIC”) with principal modifications as described below.
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2. BASIS OF PREPARATION, CONTINUED

Statement of compliance, continued

Gold and gold deposits are revalued based on market value of gold; gains
resulting from the mark to market of gold and foreign currency assets and
liabilities are recognised as other comprehensive income in equity. Losses
resulting from revaluation are recognised in profit or loss except to the extent
that they reverse a previous revaluation increase recognised as other
comprehensive income directly in equity, in which case they are recognised
in other comprehensive income.

Contributions received from the participating banks and expenses on
replenishment of reserve on deposits guarantee in accordance with the Law
of the Republic of Kazakhstan “On the obligatory guarantee of deposits
placed in the second tier banks of the Republic of Kazakhstan” with
amendments as at 24 November 2015 are recognised as reserves of guarantee
fund within liabilities.

Deals concluded for the purpose of executing monetary policy and ensuring
stability of the financial system are recognised at either nominal or amortised
cost, or at cost depending on their content and economic nature and/or goals
and objectives of the National Bank. In these consolidated financial
statements such deals include swap deals with second-tier banks and other
financial institutions that represent derivatives but are presented as
“placements with banks and other financial institutions” and “deposits and
balances from banks and other financial institutions” (Notes 18 and 26).

Basis of measurement

The consolidated financial statements are prepared on the historical cost basis
except that gold, financial instruments at fair value through profit or loss and
available-for-sale financial assets are stated at fair value, and buildings,
constructions, land plots and vehicles are stated at revalued amounts.
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2. BASIS OF PREPARATION, CONTINUED

Functional and presentation currency for the purposes of consolidated
financial statements

The functional currency of the National Bank and of its subsidiaries is the
Kazakhstan tenge (KZT) as, being the national currency of the Republic of
Kazakhstan, it reflects the economic substance of the majority of underlying
events and circumstances relevant to them. The KZT is also the presentation
currency for the purposes of these consolidated financial statements.

Financial information presented in KZT is rounded to the nearest thousand.

Use of estimates and judgments

The preparation of consolidated financial statements in conformity with IFRSs
requires management to make judgments, estimates and assumptions that affect
the application of accounting policies and the reported amounts of assets,
liabilities, income and expenses. Actual results may differ from those estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis.
Revisions to accounting estimates are recognised in the period in which the

estimates are revised and in any future periods affected.

Information about significant areas of estimation uncertainty and critical
judgments in applying accounting policies is described in:

« statement of compliance - Note 2;

« financial assets and liabilities: fair values and accounting classifications -
Note 41.
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3. SIGNIFICANT ACCOUNTING POLICIES

The accounting policies set out below have been applied consistently to all
periods presented in these consolidated financial statements.

Basis of consolidation
Subsidiaries

Subsidiaries are investees controlled by the NBK. The National Bank controls
an investee when it is exposed to, or has rights to, variable returns from its
involvement with the investee and has the ability to affect those returns through
its power over the investee. In particular, the National Bank consolidates
investees that it controls on the basis of de facto circumstances. The financial
statements of subsidiaries are included in the consolidated financial statements
from the date that control commences until the date that control ceases.

Funds management

The National Bank manages and administers assets held in investment vehicles
on behalf of investors. The financial statements of these entities are not included
in these consolidated financial statements except when the National Bank
controls the entity.

Acquisitions and disposals of non-controlling interests

The National Bank accounts for the acquisitions and disposals of non-controlling
interests as transactions with equity holders in their capacity as equity holders.
Any difference between the amount by which the non-controlling interests are
adjusted and the fair value of the consideration paid or received is recognised
directly in equity and attributed to the National Bank.
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3. SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

Basis of consolidation, continued
Associates

Associates are those entities in which the National Bank has significant
influence, but not control, over the financial and operating policies. The
consolidated financial statements include the National Bank’s share of the total
recognised gains and losses of associates on an equity accounted basis, from the
date that significant influence effectively commences until the date that
significant influence effectively ceases. When the National Bank’s share of
losses exceeds the National Bank’s interest (including long-term loans) in the
associate, that interest is reduced to nil and recognition of further losses is
discontinued except to the extent that the National Bank has incurred obligations
in respect of the associate.

Transactions eliminated on consolidation

Intra-group balances and transactions, and any unrealised gains arising from
intra-group transactions, are eliminated in preparing the consolidated financial
statements. Unrealised gains arising from transactions with associates are
eliminated to the extent of the National Bank’s interest in the enterprise.
Unrealised gains resulting from transactions with associates are eliminated
against the investments in the associate. Unrealised losses are eliminated in the
same way as unrealised gains except that they are only eliminated to the extent
that there is no evidence of impairment.

Non-controlling interests

Non-controlling interests are the equity in a subsidiary not attributable, directly
or indirectly, to the NBK.

Non-controlling interests are presented in the consolidated statement of financial
position within equity, separately from the equity attributable to equity holders
of the NBK. Non-controlling interests in profit or loss and total comprehensive
income are separately disclosed in the consolidated statements of income and
comprehensive income.
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3. SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

Gold

Gold comprises gold deposits with foreign banks and gold bullion in
depositories. Gold is measured at market price at the reporting date. Market price
is determined by reference to the London Bullion Market Association AM
fixings. Gains on revaluation of gold are recorded directly in other
comprehensive income. Losses resulting from revaluation are recognised in
profit or loss except to the extent that they reverse a previous revaluation
increase recognised as other comprehensive income directly in equity, in which
case they are recognised in other comprehensive income. Revaluation of gold is
not transferred to profit or loss.

Foreign currency

Transactions in foreign currencies are translated to the respective functional
currencies of the National Bank entities at exchange rates at the dates of the
transactions.

Monetary assets and liabilities denominated in foreign currencies at the reporting
date are retranslated to the functional currency at the exchange rate at that date.
The foreign currency gain or loss on monetary items is the difference between
amortised cost in the functional currency at the beginning of the period, adjusted
for effective interest and payments during the period, and the amortised cost in
foreign currency translated at the exchange rate at the end of the reporting
period.

Non-monetary assets and liabilities denominated in foreign currencies that are
measured at fair value are translated to the functional currency at the exchange
rate at the date that the fair value was determined. Non-monetary assets and
liabilities denominated in foreign currencies that are measured at fair value are
retranslated to the functional currency at the exchange rate at the date of the
transaction.

Gain on foreign currency differences arising on retranslation are recognised in
other comprehensive income. Losses resulting from revaluation are recognised
in profit or loss except to the extent that they reverse a previous revaluation
increase recognised as other comprehensive income directly in equity, in which
case they are recognised in other comprehensive income. Revaluation of foreign
currency is not transferred to profit or loss.
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3. SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

Cash and cash equivalents

Cash and cash equivalents include notes and coins on hand, unrestricted balances
(nostro accounts) held with other banks, and highly liquid financial assets with
original maturities of less than three months, which are subject to insignificant
risk of changes in their fair value, and are used by the National Bank in the
management of short-term commitments. Cash and cash equivalents are carried
at amortised cost in the consolidated statement of financial position.

Financial instruments
Classification of financial instruments

Financial instruments at fair value through profit or loss are financial assets or
liabilities that are:

e acquired or incurred principally for the purpose of selling or repurchasing
in the near term;

e part of a portfolio of identified financial instruments that are managed
together and for which there is evidence of a recent actual pattern of short-
term profit-taking;

e derivative financial instruments (except for a derivative that is a financial
guarantee contract or a designated and effective hedging instruments); or

e upon initial recognition, designated as at fair value through profit or loss.

The National Bank may designate financial assets and liabilities at fair value
through profit or loss where either:

e the assets or liabilities are managed, evaluated and reported internally on a
fair value basis;

e the designation eliminates or significantly reduces an accounting mismatch
which would otherwise arise; or

e the asset or liability contains an embedded derivative that significantly
modifies the cash flows that would otherwise be required under the contract.
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3. SIGNIFICANT ACCOUNTING POLICIES, CONTINUED
Financial instruments, continued

Classification of financial instruments, continued

All trading derivatives in a net receivable position (positive fair value), as well
as options purchased, are reported as assets. All trading derivatives in a net
payable position (negative fair value), as well as options written, are reported as
liabilities.

Management determines the appropriate classification of financial instruments
at the time of the initial recognition. Derivative financial instruments and
financial instruments designated as at fair value through profit or loss upon
initial recognition are not reclassified out of at fair value through profit or loss
category. Financial assets that would have met the definition of loans and
receivables may be reclassified out of the fair value through profit or loss or
available-for-sale category if the National Bank has an intention and ability to
hold them for the foreseeable future or until maturity.

Other financial instruments may be reclassified out of at fair value through profit
or loss category only in rare circumstances. Rare circumstances arise from a
single event that is unusual and highly unlikely to recur in the near term.

Loans and receivables are non-derivative financial assets with fixed or

determinable payments that are not quoted in an active market, other than those

that the National Bank:

e intends to sell immediately or in the near term;

e upon initial recognition designates as at fair value through profit or loss;

e upon initial recognition designates as available- for-sale or,

e may not recover substantially all of its initial investment, other than because
of credit deterioration.

Held-to-maturity investments are non-derivative financial assets with fixed or

determinable payments and fixed maturity that the National Bank has the

positive intention and ability to hold to maturity, other than those that:

e the National Bank upon initial recognition designates as at fair value
through profit or loss;

e the National Bank designates as available-for-sale or,

e meet the definition of loans and receivables.
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3. SIGNIFICANT ACCOUNTING POLICIES, CONTINUED
Financial instruments, continued
Classification of financial instruments, continued

Available-for-sale financial assets are those non-derivative financial assets that
are designated as available-for-sale or are not classified as loans and receivables,
held-to-maturity investments or financial instruments at fair value through profit
or loss.

Recognition

Financial assets and liabilities are recognised in the consolidated statement of
financial position when the National Bank becomes a party to the contractual
provisions of the instrument. All regular way purchases of financial assets are
accounted for at the settlement date.

Measurement

A financial asset or liability is initially measured at its fair value plus, in the case
of a financial asset or liability not at fair value through profit or loss, transaction
costs that are directly attributable to the acquisition or issue of the financial asset
or liability.

Subsequent to initial recognition, financial assets, including derivatives that are
assets, are measured at their fair values, without any deduction for transaction
costs that may be incurred on sale or other disposal, except for:

e Jloans and receivables which are measured at amortised cost using the
effective interest method;

e held-to-maturity investments that are measured at amortised cost using the
effective interest method;

e investments in equity instruments that do not have a quoted market price in
an active market and whose fair value cannot be reliably measured which
are measured at cost.



NATIONAL BANK OF THE REPUBLIC OF KAZAKHSTAN

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR
THE YEAR ENDED 31 DECEMBER 2016

33
3. SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

Financial instruments, continued

Measurement, continued

All financial liabilities, other than those designated at fair value through profit
or loss and financial liabilities that arise when a transfer of a financial asset
carried at fair value does not qualify for derecognition, are measured at
amortised cost.

Amortised cost

The amortised cost of a financial asset or liability is the amount at which the
financial asset or liability is measured at initial recognition, minus principal
repayments, plus or minus the cumulative amortisation using the effective
interest method of any difference between the initial amount recognised and the
maturity amount, minus any reduction for impairment. Premiums and discounts,
including initial transaction costs, are included in the carrying amount of the
related instrument and amortised based on the effective interest rate of the
instrument.

Financial assets or liabilities originated at interest rates different from market
rates are re-measured at origination to their fair value, being future interest
payments and principal repayment(s) discounted at market interest rates for
similar instruments. The difference is credited or charged to profit or loss as
gains or losses on the origination of financial instruments at rates different from
market rates. Subsequently, the carrying amount of such assets or liabilities is
adjusted for amortisation of the losses on origination and the related income is
recorded in interest income within profit or loss using the effective interest
method.

Fair value measurement principles

Fair value is the price that would be received to sell an asset or paid to transfer
a liability in an orderly transaction between market participants at the
measurement date in the principal, or in its absence, the most advantageous
market to which the National Bank has access at that date. The fair value of a
liability reflects its non-performance risk.

When available, the National Bank measures the fair value of an instrument
using quoted prices in an active market for that instrument. A market is regarded
as active if transactions for the asset or liability take place with sufficient
frequency and volume to provide pricing information on an ongoing basis.



NATIONAL BANK OF THE REPUBLIC OF KAZAKHSTAN

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR
THE YEAR ENDED 31 DECEMBER 2016

34
3. SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

Financial instruments, continued

Fair value measurement principles, continued

When there is no quoted price in an active market, the National Bank uses
valuation techniques that maximise the use of relevant observable inputs and
minimise the use of unobservable inputs. The chosen valuation technique
incorporates all the factors that market participants would take into account in
these circumstances.

The best evidence of the fair value of a financial instrument at initial recognition
is normally the transaction price, i.e., the fair value of the consideration given or
received. If the National Bank determines that the fair value at initial recognition
differs from the transaction price and the fair value is evidenced neither by a
quoted price in an active market for an identical asset or liability nor based on a
valuation technique that uses only data from observable markets, the financial
instrument 1s initially measured at fair value, adjusted to defer the difference
between the fair value at initial recognition and the transaction price.
Subsequently, that difference is recognised in profit or loss on an appropriate
basis over the life of the instrument, but no later than when the valuation is
supported wholly by observable market data or the transaction is closed out.

If an asset or a liability measured at fair value has a bid price and an ask price,
the National Bank measures assets and long positions at the bid price and
liabilities and short positions at the ask price. Where the National Bank has
positions with offsetting risks, mid-market prices are used to measure the
offsetting risk positions and a bid or asking price adjustment is applied only to
the net open position as appropriate. Fair values reflect the credit risk of the
instrument and include adjustments to take account of the credit risk of the
National Bank and the counterparty where appropriate. Fair value estimates
obtained from models are adjusted for any other factors, such as liquidity risk or
model uncertainties, to the extent that the National Bank believes a third-party
market participant would take them into account in pricing a transaction.

The National Bank recognises transfers between levels of the fair value
hierarchy as of the end of the reporting period during which the change has
occurred.
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3. SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

Financial instruments, continued
Gains and losses on subsequent measurement

A gain or loss arising from a change in the fair value of a financial asset or
liability is recognised as follows:

e a gain or loss on a financial instrument classified as at fair value through profit
or loss is recognised in profit or loss;

e a gain or loss on an available-for-sale financial asset is recognised as other
comprehensive income in equity (except for impairment losses and foreign
exchange gains and losses on debt financial instruments available-for-sale)
until the asset is derecognised, at which time the cumulative gain or loss
previously recognised in equity is recognised in profit or loss. Interest in
relation to an available-for-sale financial asset is recognised in profit or loss
using the effective interest method.

For financial assets and liabilities carried at amortised cost, a gain or loss is
recognised in profit or loss when the financial asset or liability is derecognised
or impaired, and through the amortisation process.

Derecognition

The National Bank derecognises a financial asset when the contractual rights to
the cash flows from the financial asset expire, or when it transfers the financial
asset in a transaction in which substantially all the risks and rewards of
ownership of the financial asset are transferred or in which the National Bank
neither transfers nor retains substantially all the risks and rewards of ownership
and it does not retain control of the financial asset. Any interest in transferred
financial assets that qualify for derecognition that is created or retained by the
National Bank is recognised as a separate asset or liability in the consolidated
statement of financial position. The National Bank derecognises a financial
liability when its contractual obligatio