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EXECUTIVE SUMMARY

1. According to the IMF, in 2011 the global GDP increased by 3.8%. The growth in the US
economy is estimated at 1.8%, GDP in the Japanese economy decreased by 0.9%, and the aggregate
GDP of the Euro zone countries grew by 1.6%. In the IMF's opinion, the global economic recovery
is threatened by the increasing stringency in the Euro zone and vulnerability factors in other
regions. Financial conditions deteriorated, development prospects faded and the downside risks
increased. In this connection, in 2012 and 2013 the growth of the global economy is anticipated to
be at 3.3% and 3.9%, respectively.

2.1In 2011, as a result of favorable pricing environment for major items of the Kazakhstan’s
export and the economic effect from the government support measures to diversify the economy
and expand the domestic demand, the growth rate of the gross domestic product accelerated to a
certain extent, as compared to 2010. So, according to updated information, during 2011 the GDP has
increased to KZT 27.3 trln. in current prices, having increased by 7.5% in real terms versus 2010 (in
2010 the growth accounted for 7.3%)

3. In 2011 the annual inflation was at 7.4%, which is fully in accordance with the National
Bank’s target band of 6-8% set for 2011.

The increased inflationary background in the economy in the first half of 2011 was caused
by realization of external factors. In addition, a fairly low harvest of some grain cultures in the
sowing season of 2010 resulted in its shortage in the consumer market and, as a consequence, in the
increase in their prices. In 2011 the factors of the inflation growth were also associated with an
inefficient pricing mechanism, low or non-existent competition, monopolization of certain markets
of goods and services as well as a stable growth in the household income. Meantime, the
inflationary processes in Kazakhstan were building up amidst the minimal impact on the part of
monetary factors.

In 2012 the National Bank determined keeping the annual inflation within 6-8% as the main
goal of its monetary policy.

4. In 2011 the domestic foreign exchange market was developing with a minimal
involvement of the National Bank in maintaining the exchange rate of the Tenge. At end-February,
the transition from the foreign currency band to the regime of managed floating exchange rate of
the Tenge was accomplished.

In 2011, the average-weighted exchange rate of the Tenge was KZT 146.64 per 1 US Dollar.
At the year-end the stock exchange rate was KZT 148.40 per 1 US Dollar. Over the year the Tenge
has depreciated in nominal terms versus the US Dollar by 0.61%.

The total volume of gross gold and foreign currency reserves amounted to US$ 29.3 bln. at
end-2011, having increased by 3.7% as compared to 2010.

5. With a view to increase sustainability of the domestic sources when building up the
funding base of banks, to ensure stability of the banking system and protect depositors’ interests, in
2011 the National Bank increased the equity of the Kazakhstan Deposit Insurance Fund by KZT
12.1 billion. Now the overall Fund’s equity totals KZT 133.1 billion, and the deposit payout reserve
amounted to KZT 161bln. at end-2011.

During 2011 deposits of residents with depository institutions increased by 14.3%, where
deposits of individuals increased by 24.1%, and corporate deposits — by 10.2%.

6. After a minor decrease in the lending volumes in 2010 (by 0.7%), in 2011 the lending
activity increased significantly. In 2011 the volume of bank credits to the economy increased by
15.7% and amounted to KZT 8 781.4 bln. (US$ 59.3 bin.). The reduced lending activity was
observed in the foreign currency segment of the credit market, being caused by the Government's



actions taken in order to minimize risks in the segment that are implemented through tightening the
requirements for banks providing foreign currency loans to the borrowers that do not have foreign
currency proceeds or are incorporated in the off-shore zones, as well as because of the reduced
interest in foreign currency credits after devaluation of the Tenge.

As a result, during 2011 foreign currency credits decreased by 3.4% to KZT 3 099.7 bln.,
whereas credits in the domestic currency increased by 29.6% to KZT 5 681.6 bln.

7. During 2011 the reserve money expansion accounted for 10.3%, money supply increased
by 15%, and cash in circulation increased by 18.9%. In 2011, the issuing balance from the issue and
withdrawal of cash was positive and amounted to KZT (+) 242.0 bln., which is by 16.5 bln. less
than during 2010. The number of payments processed through the payment systems of the Republic
of Kazakhstan increased by 5.9%, and the amount of payments increased by 2.5% and amounted to
KZT 192.4 trln. The number of payment cards in circulation increased by 14.0% and totaled 9.6
mln. cards.

8. As part of improvements in the system of government regulation of the financial market,
based on the Presidential Edict, competent government authorities in charge of regulation and
supervision of the financial market and financial organizations and in charge of regulation of the
activity of the regional financial center of Almaty city have been abolished. Functions and powers
of the abolished government authorities have been delegated to the National Bank, which carries
out unified government regulation of the financial sector. Departments which fulfill implementing
and controlling functions for control and supervision of the financial market and financial
organizations as well as for the development of the regional financial center of Almaty city were
established with the National Bank by the Presidential Edict of April 18,2011 No.61.

9. In 2011 positive trends were observed in all segments of the financial market. So, during
2011 bank assets increased by 6.5% (during 2010 — the growth of 4.1%) and amounted to KZT 12.8
trln. During 2011 assets of insurance companies increased by 12.9% and amounted to KZT 387.7
bln. Pension accruals increased by 17.4% and amounted to KZT 2.7 trln.

10. The total market value of the National Fund's portfolio equaled to US$ 46 584.5 min. at
December 31, 2011. The return of the National Fund for 2011 amounted to 1.37%, return since its
inception up to December 31, 2011 was 61.86%, which makes up 4.65% in annual terms.

11. The revenues of the National Bank in 2011 amounted to KZT 56 193.4 mlin.,
expenditures amounted to KZT 18 276.5 mln., and net profits amounted to KZT 37 916.9 mln. and
decreased by KZT 11 192.8 min. as compared to 2010 (22.8%)).



LLECONOMIC DEVELOPMENT
1.1. Real Sector of the Economy*

In 2011 as a result of favorable pricing environment for major items of the Kazakhstan’s
export and the economic effect from the government support measures to diversify the economy
and expand the domestic demand, the growth rate of the gross domestic product accelerated to a
certain extent, as compared to 2010.

In 2011 the price of crude oil (Brent) was at US$ 110.9 per barrel on average, whereas in
2010 it amounted to US$ 79.6, which appeared to be a positive factor for the Kazakh economy.

The Governmental Program for Enforced Industrial and Innovation Development of the
Country’s Economy for 2010-2014, through the measures of financial and non-financial support,
promoted stimulation of business activity in the producing and manufacturing industries of the
economy, as well as in the sectors making export-oriented products.

The growth in lending as well as the 30% increase of retirement benefits and salaries and
wages for the public sector employees were conductive to expansion of domestic demand in 2011.

As a result, according to the updated information, during 2011 gross domestic product in
Kazakhstan in current prices increased to KZT 27.3 trln., having increased in real terms by 7.5% as
compared to 2010 (in 2010 — the growth by 7.3%) (Figure 1.1.1).

Figure 1.1.1
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The growth was noted in all sectors of the economy excluding the financial and insurance
activity which demonstrated the decrease of 4.5%. Full-pledged recovery from the crisis for this
sector somewhat ran over time, although the decreased depth of recession in this segment from
12.3% in 2010 to 4.5% in 2011 may be noted as a positive factor.

In the GDP composition, the highest growth rates were observed in such sectors as
agriculture (the growth by 26.7%), information and communications (by 18.7%), wholesale and
retail trade (by 14.5%), transport and warehousing (by 12.5%), and manufacturing industry (by
6.2%) (Figure 1.1.2).

A record-high harvest of grain cultures is fundamental for the growth in agriculture, which
resulted in the increased plant production volume by 58.6% in 2011, whereas in 2010 the plant
production dropped by 22.6% because of adverse weather conditions.

"according to the Agency of Statistics



In the GDP structure, positive changes were observed that consisted in the growth of non-oil
sectors of the economy, for which reason the economic growth in 2011 was more balanced and
diversified by sectors. As compared to 2010, in 2011 the share of the manufacturing industry in the
total GDP volume increased from 11.3% to 11.5%, of agriculture — from 4.5% to 5.2%, of trade —
from 13.0% to 14.0%, and the share of the mining industry decreased from 19.5% to 17.8%.

Figure 1.1.2
Dynamics of the Index of Physical Volume of Output in Individual Sectors of the

Economy
as % of the previous year
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In the structure of GDP, the major portion still falls on the services (51.9%), with their share

steadily exceeding a half of the GDP volume since 2002 (Figure 1.1.3).
Figure 1.1.3
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After the decrease in fixed capital investments by 0.5% in 2010, the situation improved in
2011 and the investment volumes increased by 2.4% (Figure 1.1.4). Such growth was secured by
the increased inflow of fixed capital investments to a number of sectors which lacked funding in
2010, such as agriculture, transport, information and communications, accommodation and catering
services.



Figure 1.1.4
Growth Rates of Fixed Capital Investments
as % of the previous year

35 ~
30 A
25 4
20 A
15 A
10 A

5

2,4
O T T T T T T T T vl/ 1
_5 J 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Fixed capital investments

Decreased investments in 2011 were observed in the following sectors: mining industry — by
9.7%, wholesale and retail trade, auto service and repair of motorcycles — by 6.6%, financial and
insurance business — by 19.6%, professional, scientific and technical activities — by 17.6%,
administrative and ancillary services — by 44.0%, public healthcare and social services — by 39.6%,
and arts, entertainment and recreation — by 12.7%. The percentage of these sectors in the total
volume of investments accounted for 40.1%.

The most significant percentage of fixed capital investments falls on the industry (52.3%),
transport and warehousing (18.0%), as well as real estate operations (9.9%). Despite decreased
investments in the mining industry, it still remains one of the most attractive sector for investments
comprising 31.3% (in 2010 — 36.0%) in the total volume of fixed capital investments.

In 2011 the structure of investments by sources of fixed capital funding has undergone
considerable changes. So, the share of investments from equity capital increased from 40.7% to
49.0% in the total volume, whereas the share of investments from the state budget decreased from
21.8% to 19.5%, share of foreign investments — from 26.7% to 20.9%, and share of borrowed funds
— from 10.8% to 10.6%.

In terms of the technological structure of investments, an increase in the share of
investments intended for the purchase of machinery, equipment, instruments, and fixtures is
observed. In 2011 investments in residential construction increased by 19.2%, and the total volume
of construction works (services) increased by 2.7%.

The unemployment rate decreased from 5.5% in December 2010 to 5.4% in December 2011.

The 30% increase in retirements benefits, student scholarships as well as salaries and wages
to the public sector employees accelerated the growth in household income which has increased in
real terms over the year by 7.4%, as compared to 5.6% a year later.

1.2. Monitoring the Real Sector Enterprises

During 2011 the number of enterprises - participants of the monitoring process representing
the key sectors of the country's economy increased from 2 171 to 2 397, where the number of
medium- and large-size enterprises increased from 1306 to 1462. Enterprises are selected for
participation in the monitoring process based on the sectoral and regional structure of the economy
by selecting the representative sample of enterprises. Revenue from the sale of products (works,
services) of the enterprises participating in the monitoring process amounted to KZT 4 927.9 bln. in
the 3rd quarter of 2011, making over 50% of the total revenue from realization of output in the
country's economy.



The results of quarterly surveys among enterprises allow making the following conclusions
about the developing economic situation and the main trends in the real sector of the economy in
2011.

The demand for final products at the beginning of 2011 was lower than at end-2010,
however, in the 2nd quarter of 2011 the demand increased notably due to the growth in the indicator
in the manufacturing and mining industries but from the 3rd quarter the growth rates started to slow
down (Appendix 1 to Section I Sub-section 1.2, Figure 1.2.1).

During the year prices for raw materials and supplies continued to grow, however, their
growth rates decreased from quarter to quarter. The highest growth occurred in the 1st quarter of
2011 when 60.5% of enterprises in the sample noted the growth in prices and only 1.0% — their
decrease (Appendix 1 to Section I Sub-section 1.2, Figure 1.2.2).

During 2011 the dynamics of prices for final products of enterprises were determined by the
change in prices for raw materials and supplies: in the second half of the year the indicator was
growing at lower rates than in the first half of the year. The highest growth in prices occurred in the
Ist quarter of 2011 (Appendix 2 to Section I Sub-section 1.2, Figure 1.2.3). In the 4th quarter of
2011, the decreasing growth of prices for final products was noted in all sectors of the economy
except agriculture where the price growth rates increased.

The trend where enterprises financed their working capital mainly with their own funds was
noted by over 80% of enterprises.

Average-weighted profitability of sales (before tax) in the economy increased and accounted
for 48% (in 2010 — 45%). Respectively, the share of low-profitable and loss-making enterprises
decreased to 25.1% (in 2010 — 27.2%)).

The mining industry remains more attractive for investments in comparison with other
sectors: the average annual profitability of sales accounted for 66.8%. Profitability in the
manufacturing industry was at 33.1%, in trade — 15%, and in the transport nod communications —
28.2%, and in the production and distribution of electricity, gas and water — 24.5%.

By the end of 2011 interest rates on credits, both in the Tenge and in foreign currency, were
decreasing (from 13.8% and 11.2% in the 1st quarter of 2011 to 12.9% and 10.5% in the 4th quarter
of 2011, respectively). The highest decrease in interest rates was observed in such sectors as the
manufacturing industry and agriculture. Besides, the number of enterprises that applied for a bank
credit but didn't obtain it decreased (to 3.9%, from 4.4% in 2010 (Appendices 2, 3 to Section I Sub-
section 1.2, Figure 1.2.4, 1.2.5).

During 2011 there was some growth in the investment activity of the real sector of the
economy, mainly at the expense of equity capital of enterprises (the number of such enterprises
increased from 55.2% in the 1st quarter of 2011 to 59.7% in the 4th quarter of 2011).

1.3. Public Finance’

During 2011 various amendments to the Tax Code of the Republic of Kazakhstan were
made in respect of rates of corporate income tax, mineral extraction tax and taxes on vehicles and
excises.

A phased-by-phase reduction of tax rate on the corporate income tax was cancelled. The
corporate income tax rate was retained at 20%, as for the value-added tax, a zero rate is applied to
international airports which sell fuel and lubricants when refueling aircrafts of foreign air
companies which carry out international flights or international airlift operations. Starting from
2011 and up to 2014, provisions were made for a phase-by-phase increase in the excise rates for
tobacco. The rates of the vehicle tax changed.

Revenues to the state budget amounted to KZT 5 370.8 bln. or 19.7% of GDP at end-2011,
having increased by 24.9% as compared to 2010.

% According to the Ministry of Finance
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Tax revenues accounting for 74.1% in the structure of the state budget revenues, amounted
to KZT 3 982.3 bln. or 14.6% of GDP (in 2010— 13.4% of GDP). The changes in the system of
taxation resulted in the increase in tax revenues by 35.7% as compared to 2010. Revenues from
taxes on international trade and foreign operations increased by 2.2 times, revenues from the use of
natural and other resource — by 28.9%, revenues from the value-added tax — by 27.8%, revenues
from corporate income tax — by 25.5%, excise revenues — by 24.4%, and revenues from personal
income tax — by 20.5%.

A minor growth occurred in the social tax revenues — by 16.9%, revenues from taxes on
vehicles — by 14.1% and from property tax — by 8.8%. Revenues from the land tax decreased by
3.6%.

Non-tax revenues in 2011 increased by 32.8% and amounted to KZT 138.6 bln. or 0.5% of
GDP. Such increase was mainly secured by the growth in cash receipts from public procurements,
revenues from public property and penalties, fines, sanctions, and collections.

As compared to 2010, revenues from fixed capital sales decreased by 17.7%.

As for the receipt of transfers, the plan was implemented for 100%. During 2011, with the
planned funding for development programs of KZT 1 200.0 bln., the guaranteed transfer of KZT
1 200.0 bln. was made to the national budget from the National Fund. As compared to 2010, the
receipt of transfers didn't change.

During 2011 the state budget spending amounted to KZT 5 423.2 bin. or 19.9% of GDP (in
2010 — 20.4% of GDP). As compared to 2010, expenditures increased by 21.7%. The highest
increase in the total expenditure volume occurred in expenditures for welfare and social security —
by 35.1%, education — by 18.2%, and public healthcare — by 11.5%.

In 2011 provided public budget loans increased by 27.4%, and proceeds in repayment of
earlier loans decreased by 18.6%. As a result, the volume of net budget lending increased by 3.1
times to 0.3% of GDP.

The state budget spending for the acquisition of financial assets increased by 28.9%, and
proceeds from their sale — by 64.1%. Thus, the balance of such operations increased by 28.8% to
1.6% of GDP.

In 2011 the state budget was executed with the deficit of KZT 568.6 bln. (2.1% of GDP), in
2010 the deficit totaled KZT 527.3 bln. (Figure 1.3.1).

Figure 1.3.1
State Budget Execution
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Revenues to the national budget in 2011 amounted to KZT 4 451.7 bln., which is by 22.8%
greater than in 2010. Tax revenues to the national budget increased by 44,0%, non-tax revenues —

by 52.5%. Proceeds from the sale of fixed capital decreased by 32.2%, and receipts of transfers — by
8.4%.
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The growth in the national budget spending which reached KZT 4 605.1 bln. accounted for
19.3% as compared to 2010. A significant increase is observed in such items as "construction and
industry" (by 97.2%), "general public services" (by 38.6%), "other" (by 37.4%), "education" (by
31.4%), as well as "debt servicing" (by 27.8%).

The volume of net budget lending to the national budget in 2011 increased by 2.4 times to
KZT 84.6 bln. due to the increased volume of public budget loans by 32.9% and the decreased
volume of proceeds in repayment of public budget loans by 3.0%. The balance of operations with
financial assets increased by 19.0%.

Thus, the actual national budget deficit in 2011 amounted to KZT 576.0 bln., (in 2010 —
KZT 554.8 bln.), whereas according to the plan the deficit of KZT 602.5 bln. was expected.

In 2011 the local budget was executed with a deficit of KZT 10.6 bln. (in 2010 — the surplus
of KZT 6.6 bln.), which ended up like this because of increase in revenues by 11.2%; expenditures
increased by 10.6%, balance of operations with financial assets increased by 73,2%, and net budget
lending decreased by 65.8%.

In 2011 the domestic government debt amounted to KZT 2 080.5 bln. (7.6% of GDP),
having increased by 24.6% as compared to 2010 (Figure 1.3.2).

The growth in the domestic debt was secured by the issue of long-term government treasury
obligations and long-term treasury savings obligations.

Figure 1.3.2
Government Debt
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During 2011 the government's external debt increased by 18.8% as compared to the
respective indicator for 2010 and amounted to US$ 4.5 bin. (2.4% of GDP). The external debt
guaranteed by the government increased by 42.4% to US$ 442 min.

1.4.Balance of Payments and External Debt

The surplus of current account balance in 2011 increased nearly by 5.9 times as compared to
the respective indicator for 2010 and amounted to US$ 14.1 bln. or 7.6% of GDP (1.6% in 2010)
(Appendix 1 to Section I Sub-section 1.4).

A significant increase in the positive current account balance was secured by the
outstripping growth in the value of exports and high world energy prices. During 2011 the world oil
price (Brent) was US$ 110.9 per barrel on average, which is by 39.3% higher than its average level
in 2010 (USS$ 79.6 per barrel). As a result, export of goods, having increased by 43.7%, amounted to
USS$ 88.5 bln. whereas import of goods increased by 25.2%, exceeding in total US$ 41.2 bin.

The official export of goods was at US$ 88.3 bln., of which US$ 55.2 bln. (62.5%) falls on
exports of oil and gas condensate. The cost of exports of ferrous metals increased by 43.2%, and
non-ferrous metals — by 41.4%. In this respect, if the growth in exports of ferrous metals was
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mainly caused by increased volumes of physical supplies, the growth in exports of non-ferrous
metals was mainly secured by the growth in contractual prices.

Import of goods recorded by the official trade statistics amounted to US$ 37.0 bln., which is
by 19% higher than the indicator in 2010. The growth was noted in all commodity groups of the
major list of imports. The growth in import of investment goods which comprise the largest share in
the imports (about 37.6%), accounted for 19.5%. Interim consumption products showed the increase
by 12.3%, and consumer goods — by 24.9%. Total import of consumer foodstuffs increased by
23.8%, and non-food products — by 25.7%. Contrary to export operations, the increase in the cost of
imports was mainly secured by the growth in quantitative supplies.

In general, the trade balance in 2011 was positive of KZT US$ 47.3 bln. (the growth by
64.9% versus US$ 28.7 bln. in 2010), compensating net outflow of resources from operations with
international services and investment returns.

Deficit in the balance of services in 2011 amounted to US$ 6.4 bln., having decreased by
9.4% versus 2010, which was secured by the decreased import of services by 3.6%.

Improved external pricing environment and the growth in business activity in the country
promoted significant increase in revenues of foreign direct investors from equity participation in the
Kazakhstani enterprises including those operating in the sector of communications, transport,
electric energy and other non-export sectors. While interest payments to creditors not bound by the
direct investment relations grew by 16.0% (from US$ 2.7 bln. to USS$ 3.1 bln.), revenues of foreign
direct investors (in the form of dividends, reinvestments and interest on inter-company loans)
increased by 42.6%, amounting to US$ 23.5 bln. As a result, the negative balance of investment
income amounted to US$ 24.7 bln. versus US$ 17.4 bln. in 2010.

In 2011 the financial account demonstrated a net outflow of US$ 8.0 bin.

In direct investments abroad, net outflow of US$ 4.5 bln. was secured by the growth in
owners' equity. Capital of foreign special purpose vehicles ("SPVs") was partially financed against
the repayment of earlier loans provided by the Kazakh direct investors. There is a minor net inflow
on loans obtained by foreign subsidiaries (US$ 54 min.), mainly secured by the syndicated loan
borrowed by KazMunaiGas JSC via the SPV in the 3rd quarter of 2011, while in other quarters net
repayment of their debt commitments by the Kazakh direct investors prevailed.

Gross inflow of foreign direct investments ("FDIs") to Kazakhstan amounted to US$ 19.9
bln. The increase versus 2010 by US$ 1.7 bln. was mainly secured by operations associated with
the capitalization of banks with foreign participation and companies in the non-bank sector. With
the growth in the shareholders' equity to US$ 2.6 bln. in 2011 from US$ 750 mln. in 2010 as a
result of more active distribution of profit earned in the past periods, reinvestments decreased by
12.5% (US$ 2.2 bln. in 2011 versus US$ 2.5 bin. in 2010), and a minor decrease in proceeds in the
form of inter-company loans is also observed. Less debt repayment on such loans of US$ 6.7 bin.,
net inflow of FDIs to Kazakhstan exceeded US$ 12.9 min. in 2011 versus US$ 10.8 bln. in 2010. As
a result, positive balance on direct investment operations in 2011 amounted to US$ 8.4 bin.

Net outflow on portfolio investments of US$ 13.5 bln. was mainly secured by the growth in
foreign assets of the National Fund by US$ 12.2 bln. Exit by non-residents from the market of
short-term notes of the National Bank in 2nd - 4the quarters of 2011 resulted in net outflow of
resources on operations with the National Bank's notes of US$ 0.2 bin.

In the banking sector operations, in 2011 net outflow amounted to US$ 3.3 bln. (US$ 11.2
bln. at end-2010). A record-high decrease in bank liabilities in 2010 by US$ 15.6 bln. on long-term
investments (including due to their debt restructuring) in 2011 was replaced by a moderate net
repayment exceeding US$ 2.0 bln. In total, bank foreign liabilities decreased by USS$ 2.7 bln. during
the reporting period. Foreign assets of the banking system increased by US$ 0.6 bin.

Operational growth in international reserves by US$ 6.3 bln. in the 1st quarter of 2011 was
offset by their decrease in the subsequent 9 months due to the increased demand for the US Dollars
in the domestic foreign exchange market. On the whole, based on operations in 2011 international
reserves of the National Bank increased by US$ 0.3 bln. As a result, as of December 31, 2011,
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gross international reserves were estimated at US$ 29.3 bln., which is sufficient to finance the
Kazakh import of goods and services for 6.8 months.

During 2011 gross external debt of the Republic of Kazakhstan increased by US$ 5.6 bin.
and as of December 31, 2011 amounted to US$ 123.8 bln. In this respect, if during 2011 the
external debt of the "government sector" (the RK's Government) and "Other sectors" (including
inter-company debt) demonstrated the growth by US$ 0.7 and 10.7 bln., respectively, foreign
liabilities of the "Monetary authorities" (National Bank of the RK) and "Banks" (second-tier banks
and the Kazakhstan Development Bank) decreased during the same period by US$ 0.4 and 5.3 bin.,
respectively (Appendix 2 to Section I Sub-section 1.4).

Such growth in the liabilities of the Kazakh Government occurred mainly due to the
proceeds on loans from international financial organizations.

The decrease in account balances of non-residents and the volume of notes of the National
Bank of Kazakhstan held by non-residents were conductive to the decrease in the National Bank's
liabilities, to the same extent.

The decreased market value of bank bonds held by non-residents (by US$ 2.45 bln.) as well
as loan repayments contributed to the decrease in foreign debt of the banking sector in 2011 to a
large extent, as a result of fall in prices for such securities.

In 2011, the increase in external debt of "Other sectors" occurred primarily due to the
growth in the inter-company debt (by US$ 7.6 bln.), mainly as a result of inflow of finance to the
projects implemented in Kazakhstan through the branches of foreign companies as well as due to
the borrowings including via SPVs (a syndicated loan to KazMunaiGas JSC of US$ 1 bin.).

Relative parameters of external debt linked to the exports of goods and services ("EGS") and
GDP continue to improve; this fact is associated with the outstripping growth in EGS and GDP. In
particular, at end-2011 GED to EGS accounted for 133.2% versus 179.6% at end-2010 and 234.3%
at end-2009. The ratio of GED to GDP as of December 31, 2011,
accounted for 66.6% versus 79.9% at end-2010 and 98.3% at end-2009. (Appendix 3 to Section I
Sub-section 1.4).

Owing to the fact that during 2011 the growth in assets of the country exceeded the growth
in its liabilities, net external debt of Kazakhstan decreased by US$ 11.9 bln. and amounted to US$
31 13.6 bln. at December 31, 2011. Alongside with that, the government sector cosolidated its
position as a net creditor — assets exceeded debt obligations by US$ 59.1 bin. (by US$ 47.1 bln. at
end-2010); also, since mid-2011, "Banks" moved to the position of a net creditor from the position
of a net debtor.

International reserves of the National Bank represent an important component of foreign
assets, especially in terms of smoothing the problems with foreign exchange liquidity. At end-2011
international reserves exceeded short-term external debt to original maturity by 3.2 times. It is
worth mentioning that this indicator had been improving from year to year (1.9 — at end-2008, 2.3 —
at end-2009, and 3.1 — at end-2010), which is associated with a higher growth in short-term gross
external debt.

1.5. Ensuring Financial Stability

At end-2011 risk that existed in the previous years remained and trends of the past years
became more apparent. So, at end-2011, a low asset quality caused by the realization of credit risk
during the crisis and low volumes of replacement of problem loans by new loans still represents the
major problem in the banking sector. At the same time, the growth in the demand for credit
resources, both on the part of households and the corporate sector predetermined by the improved
economic environment, contributed to the increased growth rates of the loan portfolio.

In addition, a continued replacement of liabilities to non-residents by the domestic liabilities
creates pre-requisites for increased ability of the banking sector to withstand external shocks.
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In 2011 the National Bank undertook a number of actions that create essential conditions to
reduce the risks for the financial system and establish the basis for a more sustainable growth of the
financial system in the long run.

Lending activity of banks. In 2011 lending activity of banks was recovering. Thus, as of
January 1, 2012, the banking sector's credit portfolio totaled KZT 10 472.8 bln., having increased
by 15.5% in 2011 versus the decrease by 5.9% in 2010.

Banks were actively building up the corporate sector credit portfolio. A higher growth in the
demand was achieved mainly due to the demand from the small and medium business and to a
smaller extent due to large business entities. The largest demand on the part of non-financial
organizations was observed in such sectors of the economy as trade and repair, construction,
manufacturing industry, production and distribution of electricity, gas and water, as well as
agriculture.

The retail lending market was demonstrating positive dynamics of the growth in the demand
for credit resources on the part of households, even despite the fact that interest rates on consumer
and mortgage loans still didn't reach their pre-crisis level. Interest in consumer lending among
banks is related to the increased demand on the part of individuals that has already become a
positive trend. In its turn, no visible growth is observed in the mortgage lending due to a high
percentage of non-performing loans in the mortgage loan portfolio.

In 2011 banks continued to implement a more liberal lending policy in the retail segment
versus the sector of corporate lending. As for their corporate clients, banks have a fairly high
perception of risks related to the change in the collateral value and the change in financial condition
of the large business. As a result, banks pursued a more moderate lending policy in respect of their
corporate clients, as compared to individuals.

At end-2011, considerable growth in competition for good quality borrowers among banks
appeared to be a special moment in the area of lending. This factor resulted in the decrease in the
value and the growth in availability of credits, particularly, it resulted in lower interest rates, fees
and the increased loan tenors.

Credit Risk. At end-2011 a high percentage of problem loans continued to affect the quality
of bank loan portfolios. The resulting dynamics of the loan portfolio was caused not only by the
migration of loans from higher classification categories to lower ones because of reduced borrower
creditworthiness but also by a low intensity of the process of replacing non-performing loans by
standard loans provided.

With a view to improve the asset quality, in 2011 banks continued performing procedures
related to the problem loan restructuring. In doing so, the majority of banks note the slowdown in
the restructuring process and in foreclosures on problem loans; this is related to the decreased
number of problem loans that can be potentially restructured and the disposal of collateral which
was recognized as the property of those banks under the court's resolution.

In 2011 banks, when dealing with problem loans, did the following: extended the total term
of lending, changed the payment schedule, granted a delay in repayment of past due, reduced the
amount of fine, didn't apply penalties, refinanced the debt due to bank including application to
another bank by the borrower.

Thus, restructuring allowed reducing the intensity of loan migrations from higher
classification categories to the lower ones, however, this hasn't helped improving the credit
portfolio. At the same time, banks virtually didn't charge off loss loans due to unsolved problems of
taxation of income from restored provisions and the absence of efficient mechanisms for
management of non-core assets of banks.

In order to asses vulnerability of banks to external shocks, at end-2011 the National Bank
performed the stress-testing of credit risk. Based on the stress-scenario, assuming that oil price
would drop to US$ 40 per barrel, potential violation of prudential ratios by 3 banks was identified.
At the same time, despite possible violations of ratios by some banks in the event the stress-scenario
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is realized, in order to increase financial soundness of banks the necessity to increase the tier 1
capital would not go over 10% for the sample of reviewed banks.

Funding of the Banking Sector. In 2011 the process of replacement of bank foreign
liabilities by the domestic liabilities that outlined in 2008, continued. The reasons for the change in
the funding structure were both the global capital market environment and the assets and liabilities
management policy adhered to by the Kazakh banks. Lending conservatism of banks continues to
determine their limited need in borrowing of relatively "expensive" money from external sources at
such rates which demonstrate significant volatility due to a number of sovereign crisis cases in
Europe and problems with the US Government debt. In 2011 the volume of bank external debt was
decreasing due to repayments of existing liabilities coupled with low volumes of new borrowings.
Alongside with that, foreign funding was replaced by the domestic funding mainly due to attracted
deposits of residents. In 2011 the deposit base of the Kazakh banks made up 2/3 of the total funding
volume. A high growth rate of the volume of domestic deposits was caused by two key factors:
remaining confidence in banks as a result of measures taken to support the banking sector and lack
of alternative for deposits as the means of placement of available cash because of the undeveloped
stock market and the reduced speculative attractiveness of the real estate market. Besides, in 2011
resources allocated as part of the support for top-priority sectors were gradually repaid. As a whole,
amidst recovery of the economy and financial sector after the period of instability in 2008-2010, the
share of deposits of subsidiaries and associates of the National Welfare Fund "Samruk-Kazyna"
placed with banks in their total assets decreased from 10.3% to 7.6%.

Measures Taken by the Government and the National Bank to Enhance Financial
Soundness. For the purpose of enhancing financial soundness, in 2011 the government took a
number of measures:

— amendments to the tax code were made suggesting that income from restoration of
provisions shall be deducted from taxable income when charging off loss loans.

— the Concept for Improvement of the Bank Assets Quality was designed that suggests
using centralized and decentralized approaches in the course of bank balance sheet rehabilitation.
So, as part of its implementation, the National Bank established a specialized subsidiary — Problem
Loans Fund that would repurchase bank problem loans and take actions to restore their quality. The
Concept also involves the establishment of special purpose vehicles with a view to repurchase poor
quality assets and to make efforts to restore their value by the banks themselves (decentralized
approach). Due to implementation of such measures, one may expect that in 2012 the quality of the
credit portfolio of the majority of large and medium-size banks will improve.

In 2011 18 meetings of the Council for Financial Stability and Financial Market
Development of the Republic of Kazakhstan were held, where the most current aspects in the
development of the Kazakh financial system were discussed. As part of such meetings, the
following topics were addressed: the transition to the Basel III by the Kazakh banking sector as it
pertains to the regulation of liquidity and provisioning, changes in prudential regulation of the
insurance sector and implementation of the Solvency II, fine-tuning the requirements to engaging in
reinsurance with non-residents, improving the accumulation pension system and the securities
market including prevention of manipulations in the securities market and improvement of its
infrastructure.
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II. MONETARY POLICY, GOLD AND FOREIGN CURRENCY RESERVES
MANAGEMENT AND CURRENCY EXCHANGE REGULATION.

2.1. Monetary Policy

In the first half of 2011, the inflation background in the economy remained, and it started to
decrease in the second half of 2011. The reason for increased inflationary background in the
economy in the first half of 2011 was the realization of a number of external factors. The growth in
world prices in the commodity markets, including oil prices, disparity in price levels within
Kazakhstan and its trading partners in the Customs Union also had an upward effect on the buildup
of inflationary processes in Kazakhstan. Moreover, a fairly low harvest of certain grain cultures in
the sowing season of 2010 resulted in its shortage in the consumer market and, as a consequence, in
the increase in their prices.

In 2011 the factors of inflation growth were also associated with an inefficient pricing
mechanism, low or non-existent competition, monopolization of certain markets of goods and
services as well as a stable growth in the household income.

Meantime, the inflationary processes in Kazakhstan were building up amidst the minimal
impact on the part of monetary factors. So, the growth in the money supply in 2011 accounted for
15.0%, and the reserve money expanded by 10.3%.

Nonetheless, coordinated and balanced efforts of the Government and the National Bank in
ensuring the price stability allowed slowing down the inflation rates significantly. As a result, at

end-2011 the annual inflation was within the target band of 6-8% and accounted for 7.4% (Figure
2.1.1).

Figure 2.1.1
Annual Inflation Rate
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In 2011 the annual inflation was lower by 0.4 percentage points than in 2010 (Figure 2.1.2).
Average annual inflation accounted for 8.3%, versus 7.1% in 2010.
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Figure 2.1.2
Inflation Rate
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In 2011 the growth rates of prices for non-food products and paid services remained
virtually unchanged versus 2010. At the same time, the growth rates of foodstuff prices somewhat
slowed down. The price of foodstuffs increased by 9.1% (in 2010 — by 10.1%), the price of non-
food products — by 5.3% (by 5.5%), and the price of paid services to the population — by 7.3% (by
6.8%).

The highest growth was demonstrated by prices for cereals — by 43.3%, for gasoline — by
24.0%, for diesel fuel — by 26.2%, for meat and meat products — by 23.2%, for education services —
by 12.4%, for dairy products — by 8.9%, and for utility services — by 6.5%.

A gradual growth in the world prices resulted in the increased cost of the industrial output of
the Kazakh producers in 2011. In 2011 as a whole, the price of industrial output increased by 20.3%
(in 2010 — the growth by 12.9%).

At the same time, the cost of output increased by 21.3%, where the cost of interim
consumption products increased by 23.2%, of production means — by 11.6% and the cost of
consumer goods — by 9.2%. Production services increased in price by 8.1%.

Monetary Policy Instruments. In 2011 the main goal of the National Bank was to ensure the
price stability in the country and maintain the annual inflation rate within 6-8%.

In 2011 the National Bank moved to the managed floating exchange rate regime. The
National Bank was pursuing the policy aimed at ensuring the stability of the domestic currency and
at retaining a favorable competitive environment for the domestic producers.

Throughout 2011, the situation in the domestic foreign exchange market remained stable. At
the same time, unstable situation in the global financial markets had influence on the foreign
exchange market participants in Kazakhstan. This was accompanied by some volatility of the
exchange rate of the Tenge versus the US Dollar. In the first half of 2011, the Tenge has slightly
appreciated versus the US Dollar and in the second half it slightly depreciated. Meantime,
fluctuations of the exchange rate of the Tenge versus the US Dollar were insignificant.

In order to avoid significant surges in the exchange rate and maintain stability in the foreign
exchange market, the National Bank participated in the stock exchange market and off-exchange
markets both as a buyer and as a seller of foreign exchange, depending on the situation in the
market. Also, in 2011 the National Bank performed currency exchange transactions for the Ministry
of Finance.

In 2011 the National Bank provided refinancing loans to banks through reverse REPO
operations. During 2011 the total volume of refinancing loans amounted to KZT 5.5 trln. Maturities
of such operations didn't exceed 1 month.
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As of the end of 2011, the volume of outstanding liabilities of banks to the National Bank on
reverse REPO operations amounted to KZT 331.1bln. (Figure 2.1.3).

Figure 2.1.3
Volume of outstanding liabilities on the refinancing loans to banks (at end-period)
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The National Bank regulated short-term liquidity in the money market by issuing short-term
notes and taking deposits from banks. Despite decrease in interest rates to minimal level, the
demand for these instruments on the part of banks remained rather high throughout the year.
However, at end-2011 the demand for these instruments on the part of banks somewhat decreased.

During January-December 2011 as compared to the respective period of 2010, the volume of
issued short-term notes decreased by 10.0% and amounted to KZT 3.0 trln. The volume of notes in

circulation in December 2011 as compared to December 2010 decreased by 43.3% to KZT 509.8
bin. (Figure 2.1.4).

Figure 2.1.4
Short-term Notes in Circulation (at end-period)
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The average-weighted yield on notes increased from 1.19% in December 2010 to 1.27% in

December 2011 (Figure 2.1.5). In 2011 the National Bank issued short-term notes with maturities of
3, 6 and 9 months.
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Figure 2.1.5
Effective Yield on Short-Term Notes of the National Bank
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In 2011, KZT 13.3 trln. of deposits was attracted from banks, which is by 22.0% less than in
2010. As compared to December 2010, balances of bank deposits with the National Bank decreased
by 4.6 times and amounted to KZT 94.1 bln. as of end-December 2011.

The result of the National Bank's operations with banks in the domestic market in 2011 was
the liquidity withdrawal of KZT 56. 5bin.

In 2011 the interest rate band of the National Bank was expanded. Due to some acceleration
in inflation processes at the beginning of 2011, as well as with a view to influence inflation
expectations, the National Bank decided to increase the official refinancing rate from 7.0% to 7.5%
since March 9, 2011. Further, during 2011 the official refinancing rate as well as interest rates on

bank deposits with the National Bank remained unchanged and were 0.5% on 7-day deposits and
1.0% — on 1-month deposits (Figure 2.1.6).

Figure 2.1.6
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Minimum Reserve Requirements. In the environment of persisting inflation pressure, in

order to tighten the monetary policy, the MRR ratio on the domestic liabilities was set at 2.5%, and
on other liabilities — at 4.5%. Under the current legislation, new MRR ratios were brought into
effect since May 31, 2011.
Monetary Aggregates. In 2011 monetary indicators demonstrated positive growth dynamics.
In 2011 international reserves of the National Bank increased. Gross international reserves
of the National Bank increased by 3.7% to US$ 29.3 bln. Net international reserves of the National
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Bank increased by 3.8% and amounted to US$ 28.8 bln. The growth in foreign currency balances of
bank correspondent accounts with the National Bank and foreign currency receipts to the
Government's accounts with the National Bank were partly neutralized by the sale of foreign
exchange in the domestic foreign exchange market, by operations for servicing the Government's
external debt and replenishment of the National Fund's assets from accounts of gold and foreign
currency reserves. In doing so, assets denominated in gold increased by 36.0% as a result of
performed transactions and its price growth in the global markets.

During 2011, total international reserves of the country including foreign currency assets of
the National Fund (US$ 43.7 bln.) increased by 23.2% to US$ 73.0 bin.

During 2011 the reserve money expanded by 10.3% and amounted to KZT 2 836.1 bln. (in
2010 — the expansion by 5.0%). The main reason for the reserve money expansion was the growth
of both net domestic assets and net foreign assets of the National Bank.

The narrow reserve money, i.e. the reserve money excluding time deposits of banks with the
National Bank, expanded by 27.8% to KZT 2 739.3 bln.

During 2011 net domestic assets of the National Bank increased mainly due to significant
decrease in liabilities of the National Bank to banks on short-term notes.

In 2011 the maximum contraction in the reserve money (by 9.7%) was observed in August
and the maximum expansion in the reserve money occurred in July (by 10.6%).

During 2011 money supply increased by 15.0% and amounted to KZT 9 751.1 bln. as a
result of the growth in net domestic and foreign assets of the banking system.

In the structure of net foreign assets of the banking system in 2011, net foreign assets of the
National Bank and banks increased. The growth in net foreign assets of banks was caused both by
the decrease in bank liabilities to non-residents and the growth in claims on non-residents.

The level of monetization of the economy decreased from 38.9% at end-2010 to 35.7% at
end-2011 as a result of outstripping growth in the nominal GDP (by 25.2%) versus the growth rates
of money supply (by 15.0%).

The money multiplier increased from 3.30 in December 2010 to 3.44 in December 2011 as a
result of outstripping growth rates of money supply versus the rates of expansion in the reserve
money.

In the structure of money supply, during 2011 cash in circulation (MO) increased by 18.9%
to KZT 1 365.7 bln., and deposits of residents — by 14.3% to KZT 8 385.4 bln. Thus, in the
structure of the main components of the money supply the outstripping growth rates of cash in
circulation versus the growth rates of deposits of residents in the banking system were observed. As
a result, the share of deposits of residents in the structure of money supply decreased from 86.5% in
December 2010 to 86.0% at end-December 2011.

2.2. Gold and Foreign Currency Assets of the National Bank and Their Management

Trends in the Gold and Foreign Currency Assets. The total volume of gross gold and
foreign currency assets of the National Bank at end-2011 amounted to US$ 29 323.2 min., which
exceeds the respective indicator at end-2010 by US$ 5 1 048.2 mIn. The change in the amount of
gross gold and foreign currency assets was affected by the decrease in assets denominated in freely
convertible currency by US$ 50.4 min.; assets denominated in precious metals increased by US$
1 098.6 min.

The change in the foreign currency portion of assets in 2011 was caused by the following
factors.

In 2011 the volume of net sale by the National Bank at the Kazakhstan Stock Exchange
(KASE) and the off-exchange market amounted to US$ 2 046 miIn. At the same time, the trends
have been multi-directional throughout the year. So, from January through May 2011 the supply of
freely convertible currency was in excess of its demand, whereas in June-December 2011 the
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demand was dominating. During 2011, net foreign exchange purchase on the transactions with the
Ministry of Finance amounted to US$ 2 040.5 min.

Foreign exchange proceeds to the Ministry of Finance totaled US$ 13 577.2 mln. as a
payment of taxes by companies in the oil and gas sector and other payments. Funds in the amount
of US$ 12 910.8 mln. have been converted into the National Fund’s stabilization portfolio. During
2011 the monies of the National Fund had been converted and reconverted, which resulted in net
sale of gold and foreign currency assets of the National Bank for the Tenge amounting to US$ 1.5
bln.

In 2011 the National Bank executed payments of the Ministry of Finance on the external
debt in the total amount of US$ 155 min.

At the same time, world prices for gold increased from US$ 1410.3 per a Troy ounce at
January 1, 2011 to US$ 1 547.5 per a Troy ounce at January 1, 2012 or by 9.7%.

Thus, based on transactions performed by the National Bank, net gold and foreign currency
assets increased as compared to end-2010 by US$ 1 052.4 mIn. and amounted to US$ 28 763.6 min.

Management of Gold and Foreign Currency Assets of the National Bank. Control over
compliance with the requirements set forth in the Investment Strategy for Gold and Foreign
Currency Assets Management approved by the Resolution of the National Bank's Managing Board
of October 27, 2006 No.105 is exercised on a daily basis.

Return on gold and foreign currency assets is calculated on a daily basis.

Pursuant to the Implementing Order No.10 of January 17, 2011 issued by the National
Bank's Governor, assets worth about US$ 2 bln. were transferred within the gold and foreign
currency assets from the liquidity portfolio to the investment portfolio.

Also, with a view to refine the strategy for gold and foreign currency assets management, to
increase returns in the long run and for further foreign currency diversification of the investment
portfolio in the gold and foreign currency assets, the Resolution of the National Bank's Managing
Board No.51 of May 30, 2011 approved amendments to the existing Investment Strategy for Gold
and Foreign Currency Assets Management. So, the Strategic Portfolio was established on the basis
of the Absolute Yield Portfolio. Foreign currency structure of the investment portfolio of gold and
foreign currency assets was supplemented with the Canadian Dollars and South Korean Wons.

Due to the growing risk of deterioration in the financial market environment in the Euro
zone countries, the Resolution of the National Bank's Managing Board No.119 of September 30,
2011 approved the adoption of a new benchmark portfolio for the Euro sub-portfolio within the
investment portfolio of gold and foreign currency reserves that only includes securities of the Euro
zone countries with the highest credit rating.

Consistent with the Implementing Order No.93 of October 11, 2011 issued by the National
Bank's Governor, in order to maintain an adequate level of own funds in the liquidity portfolio,
assets worth US$ 2 bln. were transferred within the gold and foreign currency assets to the liquidity
portfolio from the investment portfolio.

Also, to increase the efficiency in managing gold and foreign currency assets of the National
Bank, the regulation on the procedure and terms and conditions for the transfer of a part of gold and
foreign currency assets to the external management (Asset Management) was adopted, and the
regulation on the fundamentals of gold and foreign currency asset management was updated. Two
new global custodians were approved in respect of gold and foreign currency assets as well as a
number of external managers for the following mandates: Global Inactive Stock, Global Corporate
Investment-Grade Securities, Global Bonds of Developing Countries, and Corporate Convertible
Bonds. The regulation concerning the enforcement by the Government of its right to buy refined
gold in bullions to replenish gold and foreign currency assets was approved. Amendment to the
Statute of the Investment Committee of the National Bank was approved.

Performance of the National Bank’s Gold and Foreign Currency Assets Management.
Investment Portfolio of Gold and Foreign Currency Assets. The market value of the investment
portfolio of gold and foreign currency assets was US$ 19 733.6 mln. at the beginning of 2011, and
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at end-2011 the market value of the investment portfolio amounted to US$ 20 006.8 min. During
2011 an investment return (realized and unrealized) of US$ 277.1 mln. was accumulated in the
investment portfolio of gold and foreign currency assets.

Return on the investment portfolio of gold and foreign currency assets for 2011 denominated
in the currency basket was 2.36%. Given the return on the benchmark portfolio of 2.22%, excess
returns comprised 14 basis points.

Return on the investment portfolio of gold and foreign currency assets for 2011 denominated
in the US Dollars was 0.82%. Given the return on the benchmark portfolio of 0.68%, excess returns
comprised 14 basis points.

At end-2011 the distribution of assets in the investment portfolio by instruments had the
following structure: cash and cash equivalents — 0.86%, government securities — 91.05%, agency
securities — 2.10%, securities of [IFOs — 3.43%, and corporate securities — 2.56%. The distribution of
assets in the investment portfolio on the yield curve had the following structure: less than 1 year —
35.21%, 1-2 years — 41.74%, 2-3 years — 22.70%, 3-4 years — 0.00%, 4-5 years — 0.35%.

Strategic Portfolio. At the beginning of 2011, the market value of the strategic portfolio of
gold and foreign currency assets was US$ 393.3 min. and at end-2011 it amounted to US$ 398.5
mln.

Return on the strategic portfolio of gold and foreign currency assets for 2011 accounted for
1.33%. Given the return on the benchmark portfolio of 0.34% excess returns comprised 99 basis
points. The investment return (realized and unrealized) amounted to US$ 5.2 min.

Liquidity Portfolio of Gold and Foreign Currency Assets. The market value of the liquidity
portfolio of gold and foreign currency assets was US$ 4 535.5 mln. at the beginning of 2011 and it
amounted to US$ 4 830.2 min. at end-2011.

The liquidity portfolio of gold and foreign currency assets is intended for the monetary
policy implementation and all flows and various payments are also made through this portfolio.
This portfolio is not included in the evaluation of returns on portfolios of gold and foreign currency
assets and doesn’t have a benchmark portfolio.

Gold Portfolio. According to the market assessment, the volume of the gold portfolio
amounted to US$ 3 042.02 mln. at the beginning of 2011, and at end-2011 it amounted to US$
4 036.3 min.

2.3.Currency Exchange Regulation and Control

Regimes of Currency Exchange Regulation. The establishment of a reliable information
database on foreign currency transactions and capital flows and analytical monitoring of foreign
currency transactions on its basis remains a top-priority objective of foreign currency regulation.
The existing regimes of foreign currency exchange regulation (registration and notification) do not
restrict foreign currency transactions and are intended for the statistical monitoring of operations
with the capital movement.

Within the framework of registration of foreign currency transactions, regional branches of
the National Bank issued 1477 registration certificates, including on the following types of
transactions:

credits to non-residents by residents — 335;

credits to residents by non-residents — 823;

direct investments in Kazakhstan by non-residents — 222;

direct investments abroad by residents — 86;

other capital movements — 11.

Within the framework of notification about foreign currency transactions, regional branches
and the head-office of the National Bank issued 314 certificates of notification, including:

credits by non-residents to banks — 63;

direct and portfolio investments in Kazakhstan by non-residents — 40;
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direct and portfolio investments abroad by residents — 29;

transactions with financial derivatives — 4;

other capital movements — 15;

opening account abroad by residents — 163.

Regulation of the Exchange Office Operations. As part of its licensing activity related to
the use of foreign currency values, during 2011 and as of January 1, 2012 the National Bank issued
23 licenses for engaging in foreign currency exchange transactions.

The operation of foreign exchange offices is analyzed on an on-going basis and the statistics
of violations in the area of currency exchange transactions is maintained.

As of January 1, 2012 2 981 exchange offices were operating in the Republic of Kazakhstan,
including 2015 exchange offices of banks (including 1 automated exchange office), 923 exchange
offices of authorized organizations (non-bank legal entities) and 43 exchange offices of the
KazPost.

As compared to the beginning of 2011, the number of exchange offices of authorized
organizations reduced by 55, at the same time, the number of exchange offices of authorized banks
and KazPost increased by 37 and 4 respectively.

In 2011, 351 registration certificates were issued to the bank exchange offices and
authorized organizations, and 377 registration certificates of exchange offices were revoked.

Authorized organizations returned 24 licenses on a voluntary basis.

Export and Import Currency Control.

With a view to ensure compliance by residents with the requirement to repatriate foreign and
domestic currency on export and import transactions, the National Bank exercises export and import
currency control (EICC).

Activities in the area of EICC were aimed at further implementation of an updated version
of EICC.

In 2011 efforts for implementation of a refined EICC mechanism were continued. Thus, the
National Bank drafted the Law of the Republic of Kazakhstan No. 530-IV "On Amendments to
Some Legislature of the Republic of Kazakhstan on Currency Exchange Regulation and Currency
Control" ("the Law") providing for the replacement of the procedure for formalization of the deal
ticket with the procedure of record registration of a foreign trade contract.

The Law was signed by the President of the Republic of Kazakhstan on January 6, 2012.

With a view to execute the Law, the regulation on Export and Import Currency Control in
the Republic of Kazakhstan was adopted in a new version (passed by the Resolution of the
Managing Board of the National Bank of the Republic of Kazakhstan of 24.02.2012 No.42, and
became effective as of July 1, 2012).

Administrative Proceedings in Relation to Violations of the Foreign Currency Legislation.
In 2011 efforts to detect and preclude administrative violations of the foreign currency legislation
were continued.

During 2011, the National Bank initiated 1 231 proceedings of administrative violations in
the area of foreign currency legislation and primary statistics:

1) in respect of 1165 proceedings, sanctions were imposed, most of which were in the form
of warnings — 969, while in respect of 196 proceedings the penalty amounted to KZT 486.7 min.;

2) 66 proceedings were terminated.

Examination of Matters Related to Currency Control. During 2011 the National Bank
(according to the data from AIS "EICC" as of 16.01.2012) conducted 1301 examinations for
compliance with the foreign currency legislation, including:

1) 988 unscheduled examinations, of which:

- authorized organizations — 3;

- authorized banks (branches) — 6;

- other legal entities — 888;

- individuals — 91;
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2) 313 scheduled examinations, of which:

- 229 authorized organizations (branches);

- 84 authorized banks (branches);

As part of scheduled examinations, 236 entities were examined:

- 227 authorized organizations (including 2 organizations with one branch being examined);

- 9 authorized banks (including their 74 branches’).

During the reporting period, based on the violations detected in the course of examinations,
in addition to 70 warnings, administrative sanctions were imposed in the form of penalties
exceeding KZT 10 min.

Besides, based on examinations, 85 enforcement measures were taken (including in the
form of a written warning - 1, requesting the letter of commitment - 75 and passing a written
mandate — 9), as well as 7 registration certificates of authorized organizations were suspended.

ITLISSUING OPERATIONS AND CASH CIRCULATION

2011 was characterized by the decreased demand in cash by economic entities, as compared
to the previous year.

During 2011, KZT 2 262.0 bln. was issued into circulation from the National Bank’s reserve
funds, which is by KZT 448.9 bin. (24.8%) greater than the issue of cash into circulation during
2010 (KZT 1 813.1 bln.). The volume of cash withdrawn from circulation in 2011 increased as
compared to the volume in the respective period of the previous year (KZT 1 554.7 bln.) by KZT
465.3 bln. (29.9%) and amounted to KZT 2020.0 bln. Thus, there was a positive issuing balance of
(+) KZT 242.0 bln., which is by KZT 16.5 bln. less than in 2010 (KZT 258.5 bln.).

Figure 1. Dynamics of the Change in Issuing Balance for 2010 — 2011
(in KZT bln.)
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In 2011, the issuing balance was lower than the respective indicator for the prior year as a
result of significant growth in the amount of cash withdrawn from circulation in January and the
decreased issue of cash in circulation during February-May and in July, September and October.

3The data provided exclude the examination at a branch of an authorized bank conducted in December 2011, since the
examination of the head office was scheduled for January 2012.
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IV. PAYMENT SYSTEMS

In 2011 the National Bank continued its effort to further develop the payment systems of
Kazakhstan and to fine-tune its regulations in the area of payments and money transfers.

As part of transition of the payment systems to the use of unified identification numbers of
individuals and legal entities, a set of measures was implemented under the Interdepartmental Plan
for Transition to the Use of National Identification Numbers (IIN/BIN) approved by the
Implementing Order of the Prime Minister of the Republic of Kazakhstan dated September 6, 2011
No.123-P, and the Resolution of the National Bank's Managing Board of November 29, 2010
No. 101 "On Preliminaries Related to the Transition to the Use of Identification Numbers". Also,
the National Bank initiated and conducted comprehensive tests of automated information systems of
the payment systems users, of the National Bank and the payments systems operator — "Kazakhstan
Interbank Settlements Center" RSE - for transition to the use of [IN/BIN.

With a view to develop the interbank infrastructure of retail electronic payments, the
National Bank made effort to analyze and address the implementation of new payment mechanisms
aimed to ensure effective passage of mass electronic payments and to manage interbank settlements
of such payments.

Also, in June 2011 a joint project of the National Bank, World Bank and the VISA
international payment system was launched in Kazakhstan with a view to perform the analysis and
identify barriers hampering the efficient development of the retail payment systems; in addition,
they jointly started to design and implement the Plan for a further of development of retail
electronic payments in Kazakhstan on the basis of best international practices. As part of the
project, a trilateral Working Group was established represented by the National Bank, World Bank
and the VISA.

For the purposes of a broad discussion of problems identified in the course of the evaluation
phase and proposed recommendations as well as for the joint elaboration of a further Strategic Plan
for the development of retail electronic payments envisaged by the next project phase, the
Kazakhstan's Forum of Non-Cash Electronic Payments was established with participation of the
banking community. On December 6, 2011 the first session of the Forum was held where the results
of the valuation phase were presented for their discussion by banks as well as the draft
recommendations were provided on how to improve the development of the market of non-cash
retail payments in Kazakhstan.

As part of cooperation with the Interstate Bank, in 2011 the National Bank took part in a
regular session of the expert group held in Mocqtra to finalize the draft of fundamental documents
for establishing a common payment and settlement system of the member states.

In 2011 as a whole, 31.5 min. transactions amounting to KZT 192 391.1bln. (or US$ 1 312.2