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Executive Summary

1. Project PO01038 proposes a sovereign-backed Partial Debt Guarantee (PDG) of up to
USD564 million by the Asian Infrastructure Investment Bank (AlIB) to support the Transforming
Rail Connectivity in Kazakhstan (Middle Corridor Development) - Phase | Project. The total
Project cost is estimated at USD1,410 million. It will be implemented by the state-owned railway
company, Kazakhstan Temir Zholy NC JSC (KTZ), under the policy oversight of the Ministry of
Transport (MoT).

2. The Project objective is to (i) enhance the efficiency, capacity and sustainability of
Kazakhstan’s priority railway corridors connecting East Asia and Europe by reducing freight
transit times and expanding network throughput; and (ii) enable KTZ to mobilize long-term
private capital through an innovative sovereign-backed guarantee mechanism to finance priority
railway modernization.

3. The Project is co-guaranteed with the World Bank (IBRD), which provides a partial credit
guarantee of up to USD846 million, reflecting a 40:60 AlIB/IBRD split. The Project comprises
two components:

« Component 1: Railway Connectivity, which finances the construction of a 322.3-kilometer
critical greenfield section of the Middle Corridor between Mointy and Kyzylzhar.

» Component 2: Institutional and Implementation Support to Enhance Financial Sustainability of
KTZ.

4. The Project is Paris-aligned under both mitigation (BB1) and adaptation (BB2) goals, with
75% (USD423 million) of AlIB's contribution qualifying as climate mitigation finance. It directly
supports Kazakhstan's Nationally Determined Contributions (NDC) by facilitating a modal shift
from road and sea to rail, thereby reducing greenhouse gas emissions and improving transport
resilience against extreme weather.

5. The Project aligns with all four of AlIB's thematic priorities—Green Infrastructure, Connectivity
and Regional Cooperation, Technology-enabled Infrastructure, and Private Capital Mobilization.
By mitigating commercial financing risks, the PDG structure will empower KTZ to access
sustainable, long-term debt to execute its CAPEX program and reinforce the Middle Corridor as
a competitive Eurasian trade route.



Project No. and
Name

P001038 Transforming Rail Connectivity in Kazakhstan (Middle
Corridor Development) — Phase |

AlIB Member Kazakhstan

Guarantee Not Applicable

Recipient

Project National Company "Kazakhstan Temir Zholy"

Implementation
Entity

Proposed AlIB USD564.00 Instrument type Guarantee

financing (USDm) Currency of Yen, Euro, or US
financing requested | Dollar

Sector Transport E&S Category and A

(Subsector) (Rail transport) Comments (if any)

Project Objective To (i) enhance the efficiency, capacity and sustainability of

Kazakhstan’s priority railway corridors connecting East Asia and
Europe by reducing freight transit times and expanding network
throughput; and (ii) enable KTZ to mobilize long-term private capital
through an innovative sovereign-backed guarantee mechanism to
finance priority railway modernization.

Project Description

The proposed project will finance the construction of a 322.3-kilometer
critical section of the Middle Corridor between Mointy and Kyzylzhar.
In parallel with AlIB’s partial debt guarantee of USD564 million, the
project will be supported by IBRD partial credit guarantees totaling up
to USD846 million. Based on the sovereign indemnities provided by
the government to both IBRD and AlIB, the two MDBs are expected to
co-guarantee KTZ's debt service obligations to the participating
commercial bank(s). The guarantees will be split 60:40 between IBRD
and AlIB, respectively, with the lender(s) to be selected through a
competitive process led by KTZ and the government.

This project includes construction of the Mointy-Kyzylzhar greenfield
railway line, which will optimize the alignment of and add capacity to
the Middle Corridor. The investment supports the construction of a
direct greenfield railway bypass in Central Kazakhstan to improve
throughput capacity and reduce distance by bypassing congested
bottleneck sections. The project is also expected to support technical
assistance to enhance KTZ's ability to leverage funds in financial
markets.

The activities under the proposed (Phase |) Project are designed to be
comprehensive in scale and impact, each contributing to the project
development objectives. Through a substantial capital investment in
the Mointy-Kyzylzhar railway section of the Middle Corridor in
Kazakhstan, the project aims to bring about tangible improvements in




connectivity that will significantly enhance transportation, transit, trade
and regional integration. In parallel, the project seeks to strengthen
the financial sustainability of the sector by providing technical
assistance, through project's Component 2: Institutional and
Implementation Support to Enhance Financial Sustainability of KTZ,
which will improve its bankability and access to private capital. The
project will also build on the lessons and experience from the
preparation and implementation of the ongoing AlIB’s transaction with
KTZ, which was signed in January 2026 as well as World Bank (WB)-
financed railways operations in Kazakhstan, leveraging proven
practices and outcomes.

A potential follow-up project (Phase Il) will support strategic upgrades
to existing railway infrastructure and systems that will greatly enhance
the capacity of the same corridor. These will, inter alia, include the
construction of sidings and sections of second tracks for the Altynkol-
Jetygen section and installation of signaling systems on selected
railway segments. The improvements will allow the introduction of
autoblocking, which automatically controls the movement of trains
between the blocks using automatic signals, thereby substantially
increasing capacity on single track lines.

* Remark: Given the guarantee nature of the project, negotiations of
the legal agreements will be conducted following Board approval.

Implementation Start Date: Tenor (years) of 15
Period March 31, 2026 guarantee
End Date:
December 31, 2029
Co-financing type Co-guarantee led by Following other Yes
another financier (for Financier's E&S
when AlIB is not a Policy?
Mandate Lead
Arranger)
Lead financier World Bank Group Following other Yes
Financier’s
Procurement
Policy?

Financing Plan

The estimated cost of the project is USD 1.41 billion, and the full
amount will be raised from commercial lenders. Up to 95% of each
scheduled principal repayment and interest due under the loan is
expected to be guaranteed by IBRD and AlIB, subject to a maximum
guaranteed amount. 60% of this maximum guaranteed amount is
expected to be credit enhanced by IBRD and the remaining 40% by
AlIB.




Policy Assurance

The Vice President, Policy and Strategy, confirms an overall
assurance that the proposed Bank Financing complies with the
applicable Bank operational policies considering the requested
derogation of the ESP.

Risk
Key Risks Mitigation Measures
Contractor KTZ is an experienced railway developer and operator.

Performance and
Cost Overrun Risk.

EPC contractor was selected via a thorough tendering process.

A fixed cost turnkey EPC contract was signed for this project.

Environmental and

Strengthening of KTZ’s and Contractor’s ES capacity, as committed

Social Risks under the ESAP.
Preparation and implementation of a full LARAP.
ESIA and ESMP to cover the full corridor and associated facilities,
incorporating biodiversity conservation and climate resilience measures.
A BAP, included in the ESAP, will define actions to achieve net gain for
Critical Habitats and no net loss for natural habitats.
Development of a SEP with systematic consultation and an accessible
GRM.

Financial KTZ to engage external consultants to strengthen FM capacity for the

Management Risk

project, as necessary.

Maintenance and
Sustainability Risk

KTZ has extensive experience in operating a national railway network.

The WBG (through IFC’s and MIGA'’s previous engagements) has
carried out legal and fiduciary assessments confirming that KTZ
possesses adequate capacity for project implementation.

KTZ has established a well-functioning system for managing large-scale
infrastructure projects, coordinating multiple major contractors and
subcontractors working simultaneously on different sections.

KTZ has previous experience in working with AlIB, the WBG and other
IFls and is familiar with their respective policies, procedures and
fiduciary requirements.

PDG
implementation risk
- Risks related to
the syndication of

A market sounding conducted by the WBG in May 2025 with 12
international commercial banks indicated sufficient interests from the
market.




the PDG
guaranteed
commercial loan

The PDG follows WBG’s standard terms that have been widely
accepted by the market.

WBG as the lead financer has experience and expertise in syndicating
PDG-backed commercial loans.

Successful precedents of WBG led guaranteed loans with KTZ.

The issuance of
the counter-
guarantee letter
from the Ministry of
Finance (MoF) to
AlIB and WB is
pending.

While AlIB has received request letters from KTZ and the Ministry of
National Economy, the counter-guarantee letter from the MoF for
counter-guarantee is still pending. The Kazakhstan Coordination
Council for Cooperation with IFls, chaired by the Deputy Prime
Minister/Minister of National Economy, approved the allocation of a
state guarantee for the PDG project to KTZ on Sep. 15, 2025.

As the Partial Debt Guarantee with a sovereign counter-guarantee
constitutes a new financing instrument in Kazakhstan, the existing
approval procedures are not fully aligned with the project timeline
requirements. The Government is currently preparing to issue a
“Special Decree” to authorize the sovereign counter-guarantee, which is
expected to be issued by the Prime Minister in March or April 2026.

The WB approved the project on February 19, 2026.

ECap

47.28 USDm (8.38%) if in JPY/ 46.01 USDm (8.16%) if in EUR/
41.02 USDm (7.27%) if in USD

Strategic Alignment

Alignment with AlIB's thematic

priorities

Green Infrastructure; Connectivity and Regional
Cooperation; Technology-enabled Infrastructure; Private
Capital Mobilization

Alignment with AlIB’s strategies

Transport Sector Strategy

Key Outcomes

Indicator

Unit of measure Baseline (Year) Target (Year)

Rail freight carrying capacity
along the Kyzylzhar-Mointy
section of the Middle Corridor

Number 14 (2025) 28 (2029)

Private capital mobilization
(guarantee amount by AlIB)

USD million 0 (2025) 564 (2029)

Reduced rail freight travel
time along the Kyzylzhar-
Mointy section of the Middle
Corridor in Kazakhstan

Hours 8 (2025) 6 (2029)




Climate Action

Climate Finance

Adaptation Finance (USDm) | USDO0.00
Mitigation Finance (USDm) | USD423.00
Dual Benefit (USDm) USDO0.00
Total (USDm) USD423.00

Other Key Financing Requirements

Pricing

Front end fee: 25 bps of the AlIB Maximum Guaranteed Amount.
To be paid upfront.

Processing Charge: 50 bps of the AlIB Maximum Guaranteed
Amount. To be paid upfront.

Standby Fee: 25 bps per annum, charged periodically and
applied on the Undisbursed Amount of the Loan benefiting from
the Guarantee. The Standby Fee must be paid in advance on
regular payment dates.

Guarantee Fee: 50 bps points per annum if the Average Maturity
is up to 8 years. The AlIB Guarantee Fee is charged on that
portion of the guaranteed amount that AlIB has contractually
committed and for which AlIB has financial exposure under the
Guarantee. The Guarantee Fee must be paid in advance in a
one-time lump sum.

Conditions of
Effectiveness

Conditions of effectiveness for the Guarantee will be customary
for such transactions and will namely comprise the following:

- An Indemnity Agreement between the Bank and the
Member fully effective;

- Relevant legal opinions, in form and substance satisfactory
to the Bank;

- Co-guarantors' Agreement Relevant legal opinions, in form
and substance satisfactory to the Bank; and

- Other conditions to be determined during negotiations.

Key Covenants

To be defined during negotiations.
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1. Context

1.1. Country and Macroeconomic Overview: Kazakhstan, the world’s ninth largest by land
area (2.7 million square kilometers [km?]), is a landlocked economy in Central Asia bordering
China, Russia, Uzbekistan, the Kyrgyz Republic, and Turkmenistan and has a significant
Caspian Sea shoreline. Despite its size, the population is only 20.3 million (2024), giving it one
of the lowest population densities globally—around seven people per km?2.

1.2. Kazakhstan is a resource-rich, upper-middle-income economy, with a gross domestic
product (GDP) per capita of nearly USD15,000 as of 2025. In 2024, the economy grew by
4.8%, with the oil sector declining slightly, amid maintenance at key fields and production
limits. The non-oil sector expanded by 5.5%, supported by government stimulus and
diversification efforts. The impact of geopolitical tensions on Kazakhstan remains limited.
Looking ahead, GDP growth is projected to remain stable, at 4.9% in 2025, supported by non-
oil sector expansion and higher oil output from the Tengiz field. Risks to the outlook include
delayed reform implementation, declines in oil prices, potential setbacks in the Tengiz field
expansion and lower growth in trading partners. Furthermore, growing global trade tensions
and policy shifts add uncertainty to the outlook.

1.3. Mitigating these risks are Kazakhstan’s low and sustainable debt, large fiscal buffers
(sufficient to cover all public debt with a large margin), an adequately capitalized and profitable
banking sector and a degree of political stability. Upside potential also includes higher oil
prices and higher-than-expected foreign investment in new sectors. Kazakhstan maintains its
investment-grade status, with Fitch (BBB, stable) and S&P (BBB-, stable) affirming their
ratings despite recent shocks. Moody's upgraded their country rating from Baa2 to Baa1 in
2024, citing steady progress in economic diversification away from hydrocarbons and
continued reforms.

1.4. Sector Overview: Kazakhstan'’s rail transport sector forms the backbone supporting a
large geography, facilitating long-distance domestic mobility, exports and transit trade.
Kazakhstan has a railway network of 21,000 track-kilometers (of which over a fifth is
electrified), about 97,000 kilometers (km) of public roads, two Caspian Sea ports (Aktau and
Kuryk), border logistics gateways, such as the Khorgos—Eastern Gate dry port and a network
of logistics centers and special economic zones (SEZs)." Rail remains the backbone for long-
haul freight and transit freight, carrying two-thirds of national freight turnover (327.9 billion ton-
km out of 514.5 billion ton-km total), an amount that has steadily grown over most of the past
two decades.? Bulk and other commodities make up most of the freight traffic, but
containerized transit freight is growing at a faster rate and totaled 1.395 million twenty-foot
equivalent units (TEU) in 2024.% Passenger traffic has experienced a strong post-coronavirus
disease (COVID-19) recovery, with 20.8 million passengers carried, resulting in a passenger
turnover of 16.2 billion passenger-kilometers (pkm).*

" Note: The deployed length of main railway track including parallel tracks, passing loops, etc. is ~21,000 km. The operational
length of railway lines (route-km) is 16,005 km as of end-2023.

2 Government of Kazakhstan, Bureau of National Statistics of the Agency for Strategic Planning and Reforms. Freight Turnover
by Mode of Transport, 2019-2024, Transport and Communications Statistics, accessed September 2, 2025.

3 Samruk-Kazyna JSC. 2024. Annual Report 2024.

4 Government of Kazakhstan, Bureau of National Statistics of the Agency for Strategic Planning and Reforms. Transport in the
Republic of Kazakhstan.
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1.5. Rising Demand, Modernization and the Middle Corridor. Driven by rising domestic
demand and growing transit flows, Kazakhstan has embarked on a large-scale program of
railway modernization and corridor connectivity. These initiatives aim to expand capacity,
address operational bottlenecks and bring the infrastructure of its state-owned railway
company, Kazakhstan Temir Zholy NC JSC (KTZ), up to modern standards. Between 2007
and 2024, railway transport demand grew by 63% (Figure 1), highlighting Kazakhstan’s
emergence as a Eurasian transit hub and the need for sustained investment.

Figure 1. Railway Freight Transport Evolution
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*Source: Government of Kazakhstan, Bureau of National Statistics.

1.6. Kazakhstan'’s rail sector is undergoing a pivotal transformation driven by strong domestic
demand and shifting Eurasian trade patterns. Over the past decade, Kazakhstan has also
benefited from enhanced connectivity between China and Europe through the Middle
Corridor.5 Since 2022, due to geopolitical tensions, part of the China-Europe traffic shifted
away from the Northern Corridor, with a larger share moving either by sea or through the
Middle Corridor. The Government of Kazakhstan sees the Middle Corridor as a strategic
springboard to diversify trade routes, stimulate economic growth and create jobs. By
expanding its east—west rail capacity, Kazakhstan is positioning itself to capture higher value-
added container traffic, moving beyond its historical reliance on bulk commodities.

1.7. The Government’s Rail Network Investment and Reform Agenda. To reverse the
effects of historic underinvestment, the government has launched an expansion plan for the
development of its rail network. KTZ’s capital investment program for 2025-2029 totals more
than USD10.5 billion, covering new line construction, modernization of existing corridors,
rolling stock acquisition and signaling upgrades. The complete Capital Expenditure (CAPEX)
program for 2025-2029 is presented in Table 1.

5 The Middle Corridor, formally known as the Trans-Caspian International Transport Route, is a multimodal trade route combining
rail, road and sea segments to connect China and Central Asia with the Caucasus, Tirkiye and onward to Europe. It is one of
three principal Eurasian corridors, alongside the Northern Corridor through Russia and the maritime Southern Corridor via the
Suez Canal.



Table 1. Kazakhstan Railway Sector Capital Expenditures, 2025-2029

(USD million)
No. Investment Name 2025 | 2026 | 2027 | 2028 | 2029 | TOTAL
1 |Major Construction
1.1 |Line Modernization: Second track for Dostyk-Mointy (completed)| 294 294
1.2 |Greenfield line Darbaza — Maktaaral (Uzbekistan border) 152 300 452
1.3 |Greenfield railway line: Almaty Bypass 196 196
1.4 |Greenfield railway line: Mointy — Kyzylzhar 422 843 140 1,405
1.5 |Greenfield railway line: Ayagoz - Bakhty 318 320 384 1,022
1.6 |Line Modernization: Altynkol - Zhetygen 105 107 212
1.7 |Signaling System and Capacity upgrades (multiple sections) 224 227 41 492
2 [Track Maintenance and Minor Repairs 270 236 308 | 293 | 386 | 1,494
3 |Rolling Stock: Acquisition and Refurbishment
3.1 |Locomotives 641 605 118 40 1,403
3.2 [Freight 110 36 107 | 228 | 147 628
3.3 |Passenger 96 168 174 | 185 | 175 897
4 |Other Investments 383 270 208 183 | 263 1,307
Total 3,312 | 3,112 | 1,480 | 929 | 971 | 9,802

Exchange rate (USD1 = KZT540)

1.8. At the same time, the government has placed strong emphasis on institutional
modernization and railway sector reform. Key measures include the divestment of KTZ's non-
core assets, the corporate separation of infrastructure management from passenger and
freight operations and the gradual liberalization of the domestic freight market to allow greater
private participation. Passenger services remain subject to direct subsidies and cross-
subsidization, while Public Service Obligations (PSOs) for interregional passenger transport
have been implemented since 2008 and are funded through local budget.

1.9. The government is implementing a phased tariff reform program to improve cost
recovery, eliminate implicit and explicit cross-subsidization of high-emission commodities and
create market conditions conducive to private investment. These reforms are anchored in the
Concept for the Development of Railway Transport (2024-2029), which emphasizes raising
investment, boosting trade and consolidating the Middle Corridor's role as a competitive
Eurasian route. The World Bank (WBG) is supporting these policy and institutional measures
through a Development Policy Operation (DPO) focused on tariff methodology and financial
sustainability. In parallel, the government has signaled its intention to pursue a partial
privatization of KTZ—potentially through an Initial Public Offering (IPO) by 2027—as a
medium-term reform trigger to enhance corporate governance, mobilize private capital and
reduce the company’s reliance on public financing.

1.10. Financial Performance, Governance and Market Structure. While KTZ remains
profitable, it carries a high debt burden and must secure long-term financing to deliver large-
scale projects with extended payback periods. In 2024, revenues reached USD4.17 billion (up
12% year-on-year), with nearly 80% generated from freight, largely driven by international
transit. The planned CAPEX program, including the proposed Transforming Rail Connectivity
in Kazakhstan (Middle Corridor Development) Phase | Project and the potential Phase Il in



2026, is expected to expand high-revenue transit capacity and support financial sustainability,
provided tariff adjustments and investment plans remain on track.

1.11. The Ministry of Transport (MoT) is responsible for policy and oversight of railways, roads
and other transportation modes. KTZ operates as a national monopoly with a network
spanning across Kazakhstan, facilitating cross-border transportation and trade from Europe
to East and Central Asia. The company holds a dominant role in the rail infrastructure and rail
locomotive segments, with only two other industrial companies operating their own
locomotives and a single concession-based rail line in operation. Other market segments—
such as freight rolling stock and passenger operators—are more open to market competition,
with a number of privately owned companies. In recent years, the government has also
mandated KTZ with developing Kazakhstan’s logistics network, ports and shipping services
on the Caspian Sea.

1.12. Kazakhstan has developed a comprehensive railway system primarily to support the
transport of bulk commodities such as minerals and energy resources, along with raw
materials and finished products. Besides domestic transportation, a significant portion of this
traffic serves its neighbors. These traffic patterns have persisted since Kazakhstan gained
independence, although KTZ has increasingly sought to diversify its market by promoting
regional and Eurasian transit flows, including block trains to and from China.

1.13. Freight, Passenger Services and Tariff Dynamics. Railways continue to dominate
long-distance freight transport, moving 405 million tons in 2022 (312 billion ton-km). While this
represented only 10% of freight by volume, it accounted for 52% of turnover, reflecting
Kazakhstan’s vast distances and the comparative advantage of rail over road for long-haul
transport. Traffic has grown steadily at 3.7% annually in tonnage and 4% in turnover since
2003.

1.14. Tariff Structure. Tariffs for the transportation of goods by rail are divided into regulated
(domestic, export and import) and unregulated (transit). Regulated tariffs have four
components: (a) Infrastructure, (b) Locomotive Traction, (c) Freight and Commercial Services
and (d) Supply of Freight Wagons. On average in 2022, the first three accounted for 53%,
44% and 2% of total freight tariffs, respectively. Tariffs for freight in transit through Kazakhstan
are agreed annually between members of the Organization for Cooperation Between
Railways® and are set in accordance with the International Railway Transit Tariffs under the
tariff agreement dated Jan. 1, 1997. The currency of these tariffs is Swiss francs, unlike all
other tariffs, which are set in local currency.

1.15. Tariff Dynamics and Regulatory Framework. The government, through the Agency
for Regulation of Natural Monopolies, regulates tariffs for infrastructure access and locomotive
traction, while passenger services are partially regulated. Infrastructure tariffs are typically set
on a five-year cycle with annual indexation, although ad-hoc adjustments may be introduced
to respond to macroeconomic conditions or sectoral needs.

6 The Organization for Cooperation Between Railways (OSJD) is established to create and improve the coordination of
international rail transport between Europe and Asia and includes 29 members. One of the functions of the organization is to
regulate transit tariffs.
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1.16. Cargo tariffs are determined based on macroeconomic indicators and KTZ'’s financial
requirements, including operating and capital expenditures. Recent years have seen
accelerated tariff adjustments: average increases were 9% in 2022 and 23.7% in 2023, with a
24% annual increase approved for 2025-2027. These adjustments reflect a strategic shift
toward cost recovery and financial sustainability, consistent with the tariff reform agenda
supported by WBG.

1.17. Between 2013 and 2020, tariff growth lagged behind inflation. However, from 2013 to
2024, cumulative tariff increases (179%) have now aligned with cumulative inflation (176%),
indicating improved responsiveness of the regulatory framework (Figure 2). Despite these
gains, KTZ notes that tariffs for infrastructure and traction services remain below cost-recovery
levels for several commodity categories.

1.18. Table 2 presents the detailed historical and projected tariff adjustments.

Table 2. Historical and Proposed Tariff Increases by Components

Component 2013 2014 2015 2016 2017 2018 2019 2020
Infrastructure 9.6% | 10.5% - 4.0% 4.0% 4.0% 4.0% 4.0%
Locomotive Traction 8.2% 3.5% - 4.6% 7.0% | 10.0% | 11.1% | 0.0%
Freight and Commercial Services 9.8% | 17.1% - - - - - -
/Average Increase 8.4% 7.0% - 4.0% 5.0% 6.8% 7.2% 1.7%
*Source: KTZ

Component 2021 2022 2023 2024 | 2025F | 2026F | 2027F | 2028F
Infrastructure 35.8% | 5.0% | 34.8% | 20.6% | 24.0% | 24.0% | 4.0% 4.0%
Locomotive Traction -6.2% | 14.7% | 11.4% | 29.3% | 24.0% | 24.0% | 4.0% 4.0%
Freight and Commercial Services - - - - - - - -
/Average Increase 13.0% | 9.0% | 23.7% | 24.0% | 24.0% | 24.0% | 4.0% 4.0%

*Source: KTZ

Figure 2. Average Increase in Tariff vs. Historical and Forecasted Inflation
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*Source: KTZ, Bureau of National Statistics for 2013-2024, EIU for 2025-2028

1.19. Passenger Services and Subsidy Mechanism. Passenger services, which accounted
for only 5% of KTZ’s revenue in 2024, are sustained through a mix of direct subsidies, cross-
subsidization from freight and PSO in place since 2008. Tariffs for passenger services are
regulated under a five-year planning framework and require approval from the Regulator and
public consultation, limiting KTZ’s flexibility in adjusting fares.



1.20. To maintain affordability—particularly for vulnerable populations—the government
provides annual subsidies. According to government estimates, current ticket prices would
need to triple for passenger services to break even. As long as fares remain below cost-
recovery thresholds, the government has committed to continuing subsidies, which reached
USD87.6 million in 2024. Table 3 presents a breakdown of passenger volumes, market share
and subsidy levels.

Table 3. Government Subsidies, 2018-2024

Unit 2018 | 2019 | 2020 | 2021 2022 | 2023 | 2024
KTZ Passenger PAX [2] million 17.7 16.5 8.2 11.6 14.1 13.7 13.6
KTZ share in the market* % 81% 79% 74% 77% 76% 73% >73%
Government direct subsidies [1] USD m 54.0 82.0 60.6 90.2 82.6 85.8 87.6

Subsidies per KTZ PAX [1]/[2] USD/PAX 3.0 5.0 7.4 7.8 59 6.3 6.4
* Based on the passenger turnover derived from multiplying the number of passengers by the distance they travel.

1.21.In summary, Kazakhstan’s railway sector is undergoing a dual transformation: (a)
physical modernization and expansion to meet growing domestic and transit demand and (b)
institutional reforms aimed at financial sustainability and market efficiency. Together, these
efforts position Kazakhstan not only to strengthen its internal connectivity but also to play a
pivotal role in the development of the Middle Corridor as a resilient and competitive Eurasian
trade route.

1.22. Addressing Key Development Challenges (Project Contributions): The proposed
project directly addresses Kazakhstan’'s key railway sector challenges—limited capacity,
aging infrastructure and weak financial sustainability. By expanding the east—west capacity
along the Middle Corridor, the project will ease critical bottlenecks, diversify Kazakhstan'’s
trade routes and strengthen its role as a strategic Eurasian transit hub.

1.23. The project will also strengthen KTZ’s financial position by leveraging the Partial Debt
Guarantee (PDG) to mobilize long-term commercial financing on more favorable terms. By
lowering borrowing costs, extending maturities and diversifying funding sources, the PDG will
enable KTZ to implement its large-scale capital investment program while maintaining debt
sustainability. The operation will also support KTZ’s financial reform agenda, including tariff
adjustments and the gradual transition toward greater financial independence from public
funding. Enhanced liquidity and improved cost recovery will allow KTZ to expand high-revenue
transit capacity, deliver better service quality and attract additional private investment,
contributing indirectly to Kazakhstan’s broader competitiveness in regional connectivity.



2. Rationale

2.1. Project Objective. To (i) enhance the efficiency, capacity and sustainability of
Kazakhstan’s priority railway corridors connecting East Asia and Europe by reducing freight
transit times and expanding network throughput; and (ii) enable KTZ to mobilize long-term
private capital through an innovative sovereign-backed guarantee mechanism to finance
priority railway modernization.

2.2. Expected Beneficiaries. The project will generate wide-ranging benefits for multiple
stakeholder groups across Kazakhstan and the broader Middle Corridor:

2.21
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2.23
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Exporters and Logistics Providers. Kazakhstan’s exporters and logistics firms
will benefit from a more resilient and efficient east-west transit route, offering a
viable alternative to the Northern Corridor and extended maritime paths. Enhanced
corridor performance will improve reliability and predictability of shipments to China
and Europe, reducing exposure to disruptions and lowering insurance and
operational risks. Coordinated improvements and joint operations among corridor
governments will further strengthen service integration, particularly for time-
sensitive cargo.

Kazakhstan Temir Zholy. KTZ stands to gain financially from both increased
capacity and improved access to affordable long-term financing. By leveraging the
PDG, KTZ will be able to mobilize commercial loans at lower interest rates and with
extended maturities, easing short-term liquidity pressures and improving debt
sustainability. The resulting financial savings will strengthen KTZ'’s balance sheet
and free up resources for priority capital expenditure and network maintenance. In
parallel, the project supports ongoing tariff reforms and diversified financing
strategies aimed at reducing cross-subsidization, aligning prices with actual costs
and enhancing KTZ’s ability to finance future investments directly from operating
revenues. Overall, the project will improve KTZ’s credit profile, support its gradual
transition toward financial independence and reinforce its role as a commercially
viable operator within the Middle Corridor.

Broader Economy and Labor Markets. The national economy will benefit from
reduced trade costs, improved market access and enhanced reliability, all of which
support job creation and income growth. Modeling suggests that corridor
performance improvements could triple freight volumes and halve end-to-end
transit times by 2030. These gains will encourage trade diversification and foster
the development of logistics and processing clusters along the corridor, with
positive spillovers for small and medium-sized enterprises (SMEs) and local labor
markets. Increased trade activity is expected to generate employment
opportunities at dry ports, logistics centers and special economic zones,
particularly around the Caspian Sea.

Local Communities. Communities near the three new railway stations will
experience improved access to essential services and employment opportunities.
New passenger services will connect small settlements to larger towns, reducing
travel time and cost for accessing healthcare, education and social services. The
stations are also expected to stimulate local commercial activity, including retail
and small-scale logistics services, driven by regular passenger traffic.



2.3. Expected Results. The Result Monitoring Framework is included in Annex 1. The
project Development Objective indicators are:

2.3.1

2.3.2
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Rail freight carrying capacity along the Kyzylzhar — Mointy section of the Middle
Corridor (number of train pairs per day).

Private capital mobilization (guarantee amount by the Asian Infrastructure
Investment Bank [AlIB]) — strengthened ability of KTZ to access commercial
financing (USD million).

Reduced rail freight travel time along the Kyzylzhar — Mointy section of the Middle
Corridor in Kazakhstan (hours).

2.4. The intermediate result indicators include:
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Railways constructed — a direct measure of the length of railway constructed

between the start and the end of the constructed railway section (km).

Railway stations constructed — a direct measure of the number of railway stations

constructed and renovated on Kyzylzhar — Mointy railway allowing access to the

local population (number).

New Interns participating in the internship program in technical roles with project

contractors (number).

(@) Share of female interns participating in the internship program in the
technical roles with project contractors (%).

(b) Share of female interns hired for full-time high-skilled technical staff
positions (such as engineers) by project contractors or at KTZ (%).
Grievance Redress Mechanism (GRM) is in place and grievances are timely

addressed in compliance with the established procedures (Yes/No).

2.5. Strategic Fit for AlIB. The proposed project is aligned with all four of AlIB's thematic
priorities: Green Infrastructure; Connectivity and Regional Cooperation; Technology-enabled
Infrastructure and Private Capital Mobilization.

2.5.1
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Green Infrastructure: By shifting traffic from road to rail, this project will reduce
fuel consumption and greenhouse gas (GHG) emissions, deliver local
environmental improvements and facilitate climate mitigation and adaptation
actions. This transition enhances efficiency of the overall rail network and improves
resilience of national assets.

Connectivity and Regional Cooperation: The project systematically enhances
Kazakhstan’s railway network increasing its role as a strategic land bridge between
Asia and Europe. By expanding capacity, improving service quality and reducing
journey times, it strengthens both domestic and cross-border connectivity,
facilitating seamless regional trade and transit through the Middle Corridor. The
new Mointy—Kyzylzhar line will eliminate a critical bottleneck in Central
Kazakhstan, shorten east-west freight distance by 149 km and integrate more
effectively with neighboring transport systems—thereby reinforcing Kazakhstan’s
role as a pivotal hub in Eurasian supply chains and a driver of deeper regional
economic cooperation.

Technology-enabled Infrastructure: The implementation of advanced automatic
blocking systems will modernize the railway infrastructure, significantly increasing
throughput and service speeds, reducing cargo delivery times, enhancing
efficiency for export-import and transit flows and improving rail network integration
and safety.



2.5.4 Private Capital Mobilization: WBG and AlIB's PDGs offer credit enhancement,
allowing KTZ to access long-term financing from international commercial banks
and therefore directly mobilize private capital investment. These guarantees
improve the creditworthiness of both the project and KTZ, making commercial
financing accessible despite perceived risks.

2.6. This project also aligns with AlIB's Transport Sector Strategy by strengthening trunk
linkages and cross-border connectivity, which are essential priorities for facilitating trade and
economic growth in Asia. The components are designed to establish a robust railway network
along the Middle Corridor, effectively addressing critical bottlenecks that hinder Eurasia's
transit networks. By enabling seamless rail movement from China to Europe, the project
embodies AlIB's vision of integrated transport systems that enhance regional trade efficiency.
Furthermore, the project's design prioritizes environmental sustainability by encouraging
modal shifts from road to rail, thereby directly reducing carbon emissions. This approach is in
line with the strategy's commitment to leveraging innovative and proven technologies for
greener outcomes.

2.7. Strategic Fit for Kazakhstan. The project is closely aligned with Kazakhstan’s national
development priorities and its vision to become a regional transport and logistics hub. It directly
supports the Government’s Concept for the Development of Railway Transport (2024—-2029),
which prioritizes large-scale modernization of railway infrastructure, tariff reforms and the
strengthening of the Middle Corridor as a competitive Eurasian trade route. By enhancing
east—west connectivity and expanding capacity for high-value container traffic, the project
contributes to Kazakhstan’s broader strategy of economic diversification and greater resilience
to external shocks. It also complements regional initiatives—such as the 2022 Middle Corridor
Roadmap signed with Azerbaijan, Georgia and Turkiye—and responds to shifting trade
patterns driven by geopolitical realignments. The project thus serves both national objectives
of sustainable economic growth and regional goals of strengthened connectivity, positioning
Kazakhstan as a pivotal link in Eurasian supply chains.

2.8. Paris Agreement Alignment (PAA) and Climate Finance. In line with AllB’s
Methodology for Assessing the Alignment of AlIB Investment Operations with the Paris
Agreement and joint multilateral development bank (MDB) methodological frameworks, the
project is considered aligned under both mitigation (BB1) and adaptation (BB2) goals. The
project includes activities related to introduction of efficient railway infrastructure and efficient
freight transportation while reducing the vulnerability of the railway line to extreme weather
events and other impacts of climate change, such as flooding and extreme heat. The project
interventions are also expected to reduce GHG emissions by shifting part of freight from road
and sea to rail and by reducing existing rail transport distance, therefore qualifying for climate
mitigation finance. The project’s contribution to climate finance is USD423 million (75%),
accounting as climate mitigation finance. The country’s updated Nationally Determined
Contribution (NDC) emphasizes decarbonizing transport, including rail electrification and
energy efficient infrastructure, as part of its goal to achieve carbon neutrality by 2060.

2.9. Value Addition by AlIB.
2.9.1. Innovative Instrument for Infrastructure Development and Private Capital
Mobilization. AlIB's introduction of sovereign-backed financing (SBF) PDG
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2.9.2.

2.93.

represents an innovative instrument for infrastructure development and private

capital mobilization. The PDG provides a pivotal solution for KTZ's ambitious

USD10 billion CAPEX program (2025-2029) by de-risking commercial financing

and enhancing market confidence. Even when counter-guaranteed by the

sovereign, the MDB-backed PDG is a critical enabler that mobilizes private capital
through risk mitigation while signaling strong institutional support and project
quality to international lenders. This signaling effect is particularly important for KTZ
as it seeks to diversify its funding sources and establish a robust track record with
commercial lenders, which can be an enabler for its strong CAPEX funding
requirements in the next couple of years. By leveraging the PDG, KTZ can attract

a broader pool of investors, secure longer maturities and ensure the timely and

sustainable execution of its transformative infrastructure agenda.

Demonstrated Financial Impact. To mitigate the effect of KTZ’s high leverage

and limited international borrowing experience, the combined AIlIB/IBRD

Guarantee is expected to generate significant savings on financing costs while

extending debt maturities to up to 15 years. Following discussions with KTZ and

market sounding conducted by the International Bank for Reconstruction and

Development (IBRD) with 12 international banks in May 2025, the findings indicate

that an IBRD-backed guarantee alone would result in indicative borrowing costs of

Tokyo Overnight Average Rate (TONAR) + (1.29%—1.75%) for Japanese Yen

(JPY)-denominated loans. When an additional 40% AIlIB guarantee is added,

borrowing costs are reduced to TONAR + (0.50%-1.00%), representing

approximately 75 bps in savings and further improving access to longer tenors.

Leveraging Reform Through Co-Guarantees. The co-guarantee structure

between AlIB and WB (IBRD) provides both institutions with meaningful leverage

to support critical policy and institutional reforms. These reforms aim to strengthen
tariff transparency, financial sustainability and corporate governance within

Kazakhstan's railway sector. Under the arrangement:

(a) MoT (Republic of Kazakhstan): Implement a phased railway tariff reform
to gradually achieve cost-recovery levels, eliminate cross-subsidization and
facilitate private sector participation in domestic rail operation, while
ensuring adequate compensation for PSOs on socially important but
unprofitable routes.

(b) JSC Samruk-Kazyna (KTZ's parent company): Convert its existing
shareholder loan into equity or subordinated debt prior to maturity to
support deleveraging and strengthen KTZ's financial position during the
ongoing CAPEX program.

(c) Implementation agility. WB leads on policy dialogue, with its internal
approvals conditioned upon the above actions by the government and
Samruk-Kazyna. AllB's operational flexibility, including its ability to move
swiftly and rely on joint due diligence, complements WBG's leadership and
supports the government's tight implementation timeline.

2.10. Value Addition to AlIB. The project marks AlIB’s first Sovereign-Backed and Project-
Based PDG in Central Asia and its first co-guarantee operation with WB (IBRD). It represents
a maijor step in operationalizing AllB’s guarantee product and scaling innovative instruments
for private capital mobilization.
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2.10.1

2.10.2

2.10.3
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The project enhances AlIB’s portfolio diversification by extending the use of the
sovereign-backed modality within the SBF portfolio, supported by a sound
investment backed by the government. It also strengthens AlIB’s institutional brand
and partnerships, positioning the Bank as a regional strategic partner in financing
railway connectivity and Europe-Asia trade corridors. Building on AlIB’s previous
rail operations in Uzbekistan and Turkiye, this project further consolidates the
Bank’s expertise in cross-border connectivity and transport resilience.

AlIB’s participation will deepen its engagement with Kazakhstan'’s transport sector,
including its partnership with KTZ, which is also preparing the Almaty Railway
Bypass Project (P000870). This ongoing collaboration lays the groundwork for
future investments in Kazakhstan'’s transport modernization program.

The project offers substantial institutional learning value, enabling AlIB staff to gain
hands-on experience in: (a) structuring and executing project-based guarantee
operations under compressed timelines, (b) negotiating inter-guarantor
arrangements and aligning policy frameworks with peer MDBs and (iii) managing
complex transaction documentation and market interfaces with commercial lenders.
Lessons from this operation will strengthen AlIB’s internal capacity in guarantee
design and execution, enhance staff expertise in credit enhancement and co-
guaranteeing instruments and establish a replicable precedent for future PDG
operations in other members. Moreover, it reinforces institutional cooperation with
IBRD and the Multilateral Investment Guarantee Agency (MIGA), consolidating
AlIB’s role as a trusted and innovative partner in joint infrastructure financing
across Asia.

2.11. Lessons Learned. The Project Team (PT) has reviewed the Risk Committee-endorsed
lessons learned for PDGs based on the previous precedents (a) Turkiye: Turk Eximbank
Green Infrastructure Support Project (Component A of the previously Tirkiye: Turk Eximbank

Green Infrastructure Support and Earthquake Response Project), a USD200 million PDG on

a loan of USD286 million, approved in November 2023 (P000698) and (b) Egypt: Eqgypt
Sustainable Transport and Digital Infrastructure Guarantee, a PDG of USD200 million relating

to a CNY bond issued by the Government of Egypt, approved in September 2023 (P000692).

2.11.1

2.11.2

First, one lesson learned from the Turk-Eximbank PDG suggests that market
sounding should have been initiated with relatively lower guarantee cover levels.
During a comprehensive market sounding carried out by IBRD in this project, an
option of 60% guarantee cover was given to potential commercial lenders (para.
4.6). The market sounding conducted suggests that a PDG with 95% cover
(together by WBG and AlIB) was deemed the most appropriate cover. It best fulfils
KTZ's requirements, taking into account the result of market sounding, KTZ’s
financial context, debt sustainability analysis and international lenders’ risk appetite
to a familiarized guarantee structure.

This project benefits from AlIB’s improved operational readiness including
approved changes to the Pricing Policy to allow guarantees to be offered in
currencies other than USD, updated Operational Policy on Financing to allow the
Bank to charge fees on PDG based on present value on an upfront basis and the
enhancement of the Loan Management Information System to support booking and
recording of PDG product-level detail and underlying instrument and cashflow
information, etc.
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2.11.3 The rationale for providing a PDG in comparison with a direct SBF loan has been

2114

well justified in two precedents. Compared to direct lending, PDG brings unique
values in enhancing the borrowers/issuers’ position in bond and loan markets by
encouraging international financial institutions (IFls) to undertake their stand-alone
risks. By reference, with 95% cover from IBRD and AlIB guarantee, indicative
borrowing margin is TONAR + (0.50% -1.00%) based on market sounding. AlIB’s
sovereign loan borrowing rate is TONAR + 0.43% for JPY loan with an average
maturity up to eight years. While KTZ understands that AlIB extending a direct
sovereign-backed loan may be cheaper and more straightforward than mobilizing
private capital with a sovereign-backed PDG, the client appreciates AlIB’s efforts
to expand its product offering to a sovereign-backed PDG and help KTZ diversify
its funding sources to attract potential new lender(s) that may continue to support
KTZ in the future. KTZ views the PDG as an additional instrument that
complements loans, recognizing that PDG is a useful tool to mobilize private capital
especially given the large CAPEX needs that KTZ is currently planning.

Reporting requirements have been flagged in the term sheet by the Facility
Agent/Lenders. The Facility Agent/Lenders must mitigate loss, follow AlIB/IBRD
ES directions, promptly notify material events and obtain prior written consent for
material amendments or waivers. Information rights include monthly statements.
Tight transfer perimeter requires co-guarantor consent and eligibility checks and
non-voting sub-participations are permitted while repackaging is prohibited. On
systems, the PT will adopt the PDG data dictionary.
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3. Project Description

3.1. The proposed project will finance the construction of a 322.3-kilometer critical section of
the Middle Corridor between Mointy and Kyzylzhar. In parallel with AlIB’s partial debt
guarantee of USD564 million, the project will be supported by IBRD partial credit guarantees
totaling up to USD846 million. Based on the sovereign indemnities provided by the
government to both IBRD and AlIB, the two MDBs are expected to co-guarantee KTZ’s debt
service obligations to the participating commercial bank(s). The guarantees will be split 60:40
between IBRD and AlIB, respectively, with the lender(s) to be selected through a competitive
process led by KTZ and the government. Tables 4 and 5 present the indicative guarantee
allocation.

3.2. This project includes construction of the Mointy-Kyzylzhar greenfield railway line, which
will optimize the alignment of and add capacity to the Middle Corridor. The investment
supports the construction of a direct greenfield railway shortcut in Central Kazakhstan to
improve throughput capacity and reduce distance by bypassing the congested bottleneck
sections. The project is also expected to support technical assistance to enhance KTZ's ability
to leverage funds in financial markets.

3.3. A potential follow-up project (Phase Il) will support strategic upgrades to existing railway
infrastructure and systems that will greatly enhance the capacity of the same corridor including
smaller-scale improvements to various existing sections of the same corridor. These will, inter
alia, include the construction of sidings and sections of second tracks for the Altynkol-Jetygen
section and installation of signaling systems on selected railway segments. The improvements
will allow the introduction of autoblocking, which automatically controls the movement of trains
between the blocks using automatic signals, thereby substantially increasing capacity on
single track lines.

3.4. The activities under the proposed (Phase |) Project are designed to be comprehensive
in scale and impact, each contributing to the project development objectives. Through a
substantial capital investment in the Mointy-Kyzylzhar railway section of the Middle Corridor
in Kazakhstan, the project aims to bring about tangible improvements in connectivity that will
significantly enhance transportation, transit, trade and regional integration. In parallel, the
project seeks to strengthen the financial sustainability of the sector by providing technical
assistance to improve KTZ'’s bankability and access to private capital. The project will also
build on the lessons and experience from the preparation and implementation of the ongoing
World Bank (WB)-financed railways operations in Kazakhstan, leveraging proven practices
and outcomes.

3.5. Project Components The project cost and financing plan are presented in Table 4 and
5 below. The project includes the following components:

3.5.1 Component 1: Railway Connectivity (Total Cost: USD1,405 million, of which
USD843 million is IBRD-guaranteed and USD562 million is AlIB-guaranteed). This
component will enable financing of a 322.3-km critical section of the Middle
Corridor between Mointy and Kyzylzhar.

3.5.2 Component 2: Institutional and Implementation Support to Enhance
Financial Sustainability of KTZ (Total Cost: USD5 million, of which USD3 million
is IBRD-guaranteed and USD2 million is AllB-guaranteed). This component will

13



finance targeted technical assistance and institutional capacity building to
strengthen KTZ’s financial sustainability. Key activities include:

(@)
(b)
(c)

Supporting the design and implementation of a revised domestic tariff

system to improve cost recovery and reduce cross-subsidization.

Exploring alternative financing mechanisms, such as local bond issuance

and public-private partnerships, to diversify funding sources.

Identifying and operationalizing strategies to increase private sector

participation and enhance market competitiveness.

Conducting a needs assessment to determine KTZ’s preparedness for a

future IPO, identify key gaps and requirements, and support the company

in building corporate capacity in those areas.

In addition, the component will provide project administration support

through specialized consulting services. This includes:

(1) Strengthening financial management systems.

(2) Enhancing environmental and social (ES)
capabilities.

(3) Supporting external financial audits of the project.

(4) Improving monitoring and evaluation, results measurement and impact
assessment to ensure effective implementation and oversight.

risk management

3.6. Cost and Financing Plan. The breakdown of CAPEX of the Phase | Project is presented
in Table 4. The largest cost component, accounting for 56.3% of total project costs, will be
associated with the main construction works. These include earthworks, engineering

structures and construction-installation facilities, track superstructure, passing

loops,

reception and departure tracks, as well as protective infrastructure such as snow fences and
fencing against animals and unauthorized access. This reflects the capital-intensive nature of
core railway infrastructure development.

Table 4. Investment Project Breakdown of Phase |

Total Cost Breakdown

0.30%

3.18% 56.30% 6,75% 9.57%

23.90%

Development of
Design and

Estimate

Facilities of RSIS
and the power
supply system

Other expenses (temporary structures,
landscaping, external networks, sewerage,
transportation costs)

Auxiliary
(subsidiary)
facilities

Documentation

- Costs related to
preparing
Development of
Design and
Estimate
Documentation

*Source: KTZ

Main construction
Preparatory works
components

- relocation of

- earthworks

- Track

- Power supply

- Feasibility Study

overhead (roadbed/embankment); maintenance and lighting - Technical supervision
power lines - engineering structures division - railway - Designer’s supervision (or author’s
(OHL); and construction- buildings signaling  and supervision)

- relocation of

communication
networks

installation facilities track
superstructure;

- construction of passing

- snow protection fences;
- fencing to protect against

domestic and wild
animals;

- fencing of the station from

unauthorized persons

- Block posts

(railway control
points for train

stations.

interlocking
system (RSIS)

- Temporary buildings and structures
- Additional construction costs
- Landscaping and site greening

loops; movement); - External water supply networks
- construction of reception - Warehouses;
and departure tracks, etc.; - Compressor
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3.7. The estimated cost of the project is USD1.41 billion and the full amount will be raised
from commercial lenders. Up to 95% of each scheduled principal repayment and interest due
under the loan is expected to be guaranteed by IBRD and AlIB and 60% of this guaranteed

amount is

expected to be credit enhanced by IBRD and the remaining 40% by AlIB. The

commercial lenders take KTZ’s credit risk without IBRD/AIIB cover for 5% of all scheduled
principal and interest payments and 100% once the maximum guaranteed amount is

exhausted.

The two components included in Phase | are described in Table 5.

Table 5. Financing Structure of Phase | Project

Financing Partial Debt Guarantee Maximum
Project Cost Guarantee Amounts
Item (USD m) Commercial Banks WBG AllIB
USD m % USD m %* USD m %*
Component 1 1,405 1,405 99.6 843 59.7 562 39.9
Component 2 5 5 0.4 3 0.3 2 0.1
Total 1,410 1,410 100 846 60 564 40

* As a percent of loan notional, pls note that this Maximum Guarantee Amount covers both the interest and principal of the loan.

3.8. Implementation Arrangements and Readiness

3.8.1.

3.8.2.

3.8.3.

3.8.4.

3.8.5.

Implementation arrangements. KTZ will be the project implementation agency,
responsible for overall project implementation. Within KTZ, the Directorate for the
Construction of New Projects will oversee day-to-day implementation, supervision
of works and contract management, while the Treasury Department will manage
the financial aspects, including guarantee-related transactions and coordinate with
commercial lenders.

The WB (through IFC’s and MIGA’s previous engagements) has carried out legal

and fiduciary assessments confirming that KTZ possesses adequate capacity for
project implementation. KTZ has established a well-functioning system for
managing large-scale infrastructure projects, coordinating multiple major
contractors and subcontractors working simultaneously on different sections. KTZ
has previous experience in working with AlIB, WB and other IFIs and is familiar
with their respective policies, procedures and fiduciary requirements.

To strengthen implementation capacity, KTZ will appoint 2 corporate E&S

representatives (E&S Unit), with clear authority and resources to oversee

construction contractors and overall E&S performance of the Project. The E&S Unit
will be responsible for overseeing EPC and subcontractor ESHS performance on
site during construction and will facilitate effective implementation of the

Stakeholder Engagement Plan (SEP) and Land Acquisition process.

Implementation period. The PDG is expected to become effective in early 2026

and the underlying loan will be drawn down during the implementation phase from

Q1 2026 to 2030, covering a period of four years, consistent with the construction

period of the underlying investment.

Implementation readiness.

(@) Status of feasibility studies, procurement, land acquisition: The Feasibility
Study is complete and is currently under final review and approval by
government entities, including ES aspects through local municipalities
(Akimat) consultation.
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3.8.6.

3.8.7.

3.8.8.

(b) Procurement activities have been completed. The Engineering-
Procurement-Construction (EPC) turnkey contract was signed in March
2025 and commenced construction in May 2025.

(c) Given the short construction timeline (completion targeted by December
2027), the Government Investment Committee, chaired by the Deputy
Prime Minister, issued a special decree allowing the detailed design,
Feasibility Study approval and civil works to proceed in parallel to
accelerate implementation.

(d) Land acquisition is ongoing and is expected to affect approximately 65 land
parcels, of which 43 agricultural plots are under long-term lease by an
estimated 24 households. Given that the affected portions represent a very
small share of each plot (typically less than 1%), no significant livelihood
impacts are anticipated. Clearances and approvals: Final approvals of the
Feasibility Study and other state clearances are in progress and expected
prior to financial close.

(e) Project Implementation Unit: the Directorate for the Construction of New
Projects within KTZ will be responsible for project implementation, including
supervision of the EPC contractor. The Directorate is fully equipped with
the required administrative head office staff and technical on-site workers.
The administrative group ensures liaison with the head office, government
authorities and overall project management. The technical group on site
monitors the quality of work and ensures compliance with technical
specifications and ES requirements as per the local standards and laws.
This group will be strengthened with additional expertise to ensure
compliance with WBG’s Performance Standards and fiduciary aspects
following the WBG’s guidelines.

(f) KTZ has initiated informal engagement with potential lenders. IBRD and
AlIB are working to prepare a Request for Proposal package, consisting of
an indicative terms sheet for the co-guarantee and associated information
of guarantors, for KTZ to share with potential lenders to firm up terms of
commercial loans and prices.

Monitoring and Evaluation. KTZ will be responsible for submitting reports

requested by the co-guarantors, IBRD and AlIB, in a timely manner. These reports

will cover key aspects including the Results Monitoring Framework (RMF, Annex

1), Financial Management and other relevant implementation information. ES

reports will be submitted on semiannual basis (reports to be furnished up to 90

days after the end of each reporting period), while other implementation information

(including KTZ’s Financial statements) will be provided on a quarterly basis (reports

to be furnished up to 60 days after the end of each quarter).

Relevant departments within KTZ will continuously monitor progress against the

RMF and intermediate indicators and provide semi-annual reports to AllIB and

WBG. KTZ'’s internal monitoring and information systems are well aligned with the

reporting requirements of WB and AlIB and have demonstrated strong capacity in

collecting and consolidating data for IFI-financed projects.

Within KTZ, the Project Directorate will compile and verify the required information

before submission to the co-guarantors. The detailed scope, format and frequency

of these reports will be agreed upon prior to financial close.
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3.8.9. AlIB’s Implementation Support. While WB, as lead co-guarantor, will conduct
supervision following its policies and procedures, AlIB will collaborate closely
through joint implementation support missions and technical coordination. AlIB will
contribute its expertise in project execution, monitoring and guarantee operations,
adjusting the frequency of supervision missions as needed.

3.8.10. A Co-guarantors’ Agreement between AlIB and IBRD will set out cooperation
modalities, information-sharing and coordination arrangements during
implementation.
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4. Project Assessment

A. Technical

4.1. Project Design. The project involves the construction of 322.3 km of the Mointy—
Kyzylzhar railway line. The salient features are as follows:

411

41.2

413

4.1.5

4.1.6

41.7

41.8

Length and Alignment: A 322.3 km new alignment that shortens the corridor by
149 km, bypassing congested sections and traction change operations.
Capacity: Designed to accommodate up to 30 train pairs per day, ensuring
scalability for future transit growth.

Track Works: Constructed to the 1,520-millimeter broad gauge standard, the
single-track line is designed for operating speeds of up to 120 kilometers per hour
and freight loads of up to 23.5 tons per axle. The scope includes comprehensive
earthworks, track bed, upper track structure, passing loops at approximately 17-
kilometer intervals, each 1,050 meters long to accommodate 71-wagon trains. The
design integrates modern signaling and telecommunications systems, provides for
a future second track and electrification and incorporates climate-resilient
embankments and drainage engineered for 1-in-100-year flood events,
safeguarding both infrastructure and adjacent habitats.

Civil Structures: 35 bridges, including one major bridge over 100 meters and 34
medium bridges between 25-100 meters, as well as culverts and crossings.
Protective Installations: Building the line on flood-resistant embankments to
withstand 100-year floods and reduce the impact of snow and rainfall, installation
of modern rail systems withstanding temperature variations, deploying a modern
signaling and telecommunication across the full length of the line, significantly
improving drainage solutions, enhancing vulnerable structures like viaducts and
building additional protective structures like retaining walls and snow barriers to
ensure safe and resilient operations.

Signaling & Power: Modern signaling, communication and automatic blocking
systems, supported by a dedicated power supply and lighting infrastructure. Train
movements on the new line will be governed by autoblocking, an automatic block
signaling system that divides the railway into consecutive blocks and authorizes a
train to enter a block only after the system detects that the block ahead is clear,
thereby maintaining safe separation and enabling shorter headways (separation of
trains). Consistent with the program design, autoblocking and associated signaling
are to be fully integrated and commissioned to deliver the planned headways, with
provision to further raise capacity through infill sidings, a second track and future
electrification if warranted by demand.

Auxiliary Facilities: Maintenance depots, block posts, warehouses and
compressor stations to sustain reliable long-term operations.

Electrification: The line will not be electrified, consistent with adjoining sections,
to ensure interoperability and cost efficiency.

4.2. Total Project Costs and Financing Amount. Based on the EPC contract signed on
March 7, 2025, the total project cost is estimated at KZT748 billion (USD1.41 billion). The
financing will be mobilized through commercial loans denominated in Euros (EUR) or JPY or
USD, partially guaranteed by AlIB and IBRD. For the purpose of ensuring that the AlIB non-
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USD denominated guarantee amount does not exceed the approved USD-equivalent amount,
the Project Team will align with the World Bank’s FX fixing time and conversion methodology.

4.3. Co-Guarantee Arrangement. IBRD and AlIB plan to co-guarantee the commercial loan
on a pro-rata basis. For each scheduled repayment installment of principal and interest under
the loan, IBRD and AlIB will cover up to 95% of the unpaid amount subject to conditions as
per the Guarantee Agreement. The proposed Principal Amount of the Loan Agreement is up
to USD1,410 million equivalents in EUR or JPY or USD. AllB’s Maximum Guaranteed Amount
(MGA) is up to USD564 million (40% of the Loan Principal Amount) and IBRD’s MGA is up to
USD846 million (60% of the Loan Principal Amount).

4.4. Guarantee Obligations. The Guarantors’ obligations under the Guarantee will
constitute irrevocable, direct, general and unsecured obligations of the Guarantors up to their
respective MGAs, ranking pari passu on a several but not joint basis. It should be highlighted
that the MGA is defined by referring to the principal amount of the loan; as the guarantee
covers interest and principal, the IBRD and AlIB guarantee covers approximately 82%7 of the
total cashflows under the loan (with AlIB covering 33% of the total cashflows). If the Guarantee
is called, any amount disbursed by the Guarantors will not be available for new payments
under the Guarantee. The Guarantee cannot be accelerated, unless agreed upon by each Co-
Guarantor.

4.5. Rationale for the proposed Guarantee Indemnity Level. IBRD as lead co-guarantor
has obtained concept clearance for an indemnity level of up to 95%; IBRD’s guaranteed
tranche will be capped at 60% of the principal amount of the loan. This is based on extensive
market sounding and follow-up conversations with commercial banks carried out by IBRD and
is supported by the following reasoning:

4.5.1 Market Sounding. A market sounding conducted by the WB in May 2025 with 12
international commercial banks (eight responses) assessed potential guarantee
structures for a KTZ transaction, considering three options: (A) 60% first loss
guarantee by AAA-rated MDBs with the remainder covered by SK, (B) 95% MDB
guarantee with the remainder covered by SK and (C) MIGA 95% guarantee with
the remainder covered by SK. Most banks that responded indicated likely
syndication for volumes around EUR250 million, with some willing to underwrite
the full amount on a best-effort basis. Pricing for options B and C was nearly
identical, reflecting AAA-level 95% cover, and option B can serve as a proxy for an
IBRD-AIIB guarantee. Typical bank approval times are four to six months, with due
diligence covering environmental, social, contractor and supplier aspects. Key
lending terms include tenors of 8 to 11 years, currencies in EUR or JPY and
competitive margins and fees, with pricing ranges excluding guarantee provider
premiums. The pricing difference for an 11-year JPY loan is 1.29% to 1.75% over
TONAR for option A (IBRD 60% first loss guarantee) and 0.5% to 1% for Option B
(IBRD + MIGA 95% cover). After the market sounding was conducted, KTZ
informed AlIB and WBG that the SK guarantee is no longer available. Therefore, it
is expected that Option A will have a wider spread (i.e., higher interest rate)
compared to Option B with 95% cover as the commercial lenders take more KTZ

7 Calculated based on (a) a base rate TONAR of 1.48% i.e., 10-year swap rate based on eight-year WAL and two-year grace
period and (b) an interest margin of 1.25% (slightly higher than the market sounding result due to longer tenor i.e., 15-year tenor
and lack of SK guarantee).
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and SK’s credit risk. KTZ’s decision to opt for an IBRD-AIIB backed commercial
loan for this foreign-currency denominated financing was based on several
competitive advantages, including amount (loan capacity to meet high greenfield
CAPEX amount), maturity and pricing (all-in cost including interest and where
applicable, guarantee premium).

4.5.2 KTZ’s Financing Context. KTZ plans CAPEX of more than USD10 billion in 2025—
2029, while KTZ’s leverage is elevated and cashflows, though growing, remain
exposed to geopolitical and corridor-rebalancing risks. KTZ has historically relied
on its shareholder ecosystem for liquidity and has limited ability to raise large, cost-
efficient, long-tenor commercial funding on a standalone basis. Borrowings by KTZ
were either ECA wrapped or guaranteed by SK; long-term financing was provided
directly by SK and therefore KTZ has a very limited track record or tapping the
international banking market without credit support. A 95% cover therefore
addresses execution risk (size, tenor, bank holds) without shifting to a full wrap and
aligns with market familiarity from prior WB-supported KTZ operations.

4.5.3 Overall, KTZ's new financing activities will surge in 2025 and 2026 with total debt
is projected to reach at a peak of USD11.4 billion in 2027. The projections include
all existing and projected debt. Approximately 39% of debt is shareholder loans
from SK. KTZ assumes that an USD800 million SK bond maturing in October 2028
will continue to be rolled-over.

4.6. Guarantee Pricing. The guarantee pricing follows the standard pricing guidelines®
applicable to sovereign-backed guarantees. Fees and charges applicable to sovereign-
backed guarantees include front-end fees, processing charges, standby fees and guarantee
fees, all of which will be borne by KTZ. The Guarantee fee will be charged upfront as the
present value of the Guarantee fees based on the scheduled loan repayments.

4.7. Guaranteed Commercial Loan Pricing. KTZ will run a request for proposal among key
identified banks to determine the terms of the Guaranteed Commercial Loan, including pricing.
This process will be governed by MIGA’s procurement process and is expected to start in
March 2026, followed by further negotiation of terms of the commercial loan. The signing of
the loan will take place after AlIB’s and IBRD’s respective Approvals and after all terms are
agreed among commercial lenders, KTZ as borrower and IBRD and AlIB as Guarantors.

4.8. Operational Sustainability. The construction of the new 323 km line accounts for only
about 2% of the total railway network currently operated by KTZ, meaning its maintenance
should not pose a significant challenge. Moreover, state subsidies accounted for only about
2% of KTZ’s total revenue in FY2023—-2024, indicating that the company generates sufficient
cash flows to service its network and is therefore operationally sustainable.

B. Economic and Financial Analysis

4.9. Economic Analysis. The WBG’s Cost-Benefit Analysis (CBA) compared the “with-
project” scenario against the “without-project” scenario. It estimated an Economic Internal
Rate of Return (EIRR) of 14% and an Economic Net Present Value (ENPV) of USD3,969
million.

8 AlIB Sovereign-Backed Financing Fact Sheet updated in July 2025.
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4.10. The evaluation followed the Railway Project Evaluation Guidelines (RAILPAG) and
accounted for both direct and indirect benefits. The economic analysis assumed a two-year
construction period and forty years of operation. Major maintenance (reinvestment) is
expected every ten years. The new railway line is projected to reduce travel time by
approximately twelve hours compared to the existing route.

4.11. The WBG analysis estimated rail traffic between Mointy and Kyzylzhar to reach 30 million
tons by the end of 2030. Under a conservative scenario, the new line is expected to capture
5.5 million tons of traffic in 2027, increasing to 29 million tons by 2066. As the line is not
electrified, the analysis assumed emissions of 45 grams of carbon dioxide (gCO.) per ton-km.

4.12. The majority of the benefits are due to decreased in-transit inventory carrying costs,
made possible by a shorter time in the logistics chain and higher volume of traffic. Cost saving
for the customer is the second line of saving. The remaining is derived from reductions in CO;
emissions and accident-related savings. The detailed breakdown of benefits is presented in
Table 6.

Table 6. Distribution of Project Benefits

Benefit Category Share of Total Benefits (%)

In-Transit Inventory Carrying Costs 62%

Customer Cost Savings (shorter distance) 29%

CO, Emission Reduction 5%

Rolling Stock Savings 3%

Accident Reduction 0.5%

Fuel Savings 0.5%

Total 100.0%

4.13. A sensitivity analysis was conducted on key variables affecting the project’s economic
performance, including operating costs (OPEX), unit revenues, traffic volumes, capital
investment and KZT devaluation. Results indicate that the model is most sensitive to changes
in initial investment costs and traffic volumes. Despite a +20% variation across these
parameters, the project remains economically viable.

Table 7. Results for Sensitivity Analysis

Sensitivity Scenario EIRR (%) ENPV (USD Million)
Base Case 14.0% 3,968.9
Traffic Volume +20% 20.9% 5,779.3
Traffic Volume -20% 7.4% 2,097.2
Initial Investment Cost +20% 8.6% 3,377.8
Initial Investment Cost -20% 24.1% 4,454 .2

4.14. Financial Analysis. KTZ’s profitability depends mainly on KTZ'’s transit traffic and on
domestic tariff levels. Given increases in the latter two, KTZ exhibits adequate profitability.
KTZ’'s earnings before interest, taxes, depreciation and amortization (EBITDA) margin has
remained relatively stable, ranging between 25% and 32% during 2020-2025 Q2, with a
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temporary low of 22% in FY2022 due to higher staff costs. Operating costs have remained
under control since FY2022, declining from 81% to an average of 74% of revenues. Freight
remains KTZ’s core profit driver, while the passenger segment relies on government subsidies.
Transit operations contribute about 31% of revenues and, despite lower volumes (0.26x
regulated routes), generate significantly higher margins given tariff levels at 2.4x of regulated
routes.

4.15. Debt service capacity under the Base Case, as measured by Debt Service Cover Ratios
(DSCR) of 1.27x on average for 2025-2036 period, is low to moderate. Similarly, Base Case
projected Debt/EBITDA ratios (average of 4.2x) are high but decreasing, which are in
compliance with covenanted levels (covenants are indicated in table 9). The high proportion
of shareholder debt within KTZ's balance sheet partially mitigates leverage concerns
(Debt/EBITDA without shareholder debt is 2.8x). However, given that shareholder debt has
long tenors and includes long dates bonds, excluding shareholder debt from the DSCR
calculation improves the ratio only marginally (DSCRs improve from 1.27x to 1.29x).

4.16. KTZ has an adequately diversified funding structure that includes bonds, MDB debt,
bank debt and shareholder debt. Leverage is moderately high but has improved since 2022.
Leverage (Debt/EBITDA) peaked at 5.1x in FY2022, before moderating to 4.8x by FY2024,
supported by stronger EBITDA despite the higher debt stock. KTZ's borrowings rose to KZT2.7
trillion (approximately USD5.1 billion) by FY2024, with SK representing the largest share at
38% of the overall debt.

4.17. KTZ’s liquidity profile was adequately managed during 2020-2024. KTZ’s uneven debt
amortization schedule, characterized by sizable bullet bond maturities, exerts pressure on
liquidity. KTZ’s current ratio ranged between 0.77% in 2020 and a low of 0.33x in 2024. KTZ
reported a cash-to-short-term debt coverage at a low of 27% as of Q2 FY2025 (which includes
the maturing shareholder loan from SK). Liquidity pressures are expected to ease somehow
in 2025, supported by SK’s refinancing of the USD880 million bond (maturity extended until
October 2028). Overall liquidity has been supported by KTZ’s consistent access to refinancing
and bond markets, complemented by SK’s backing. To further strengthen credit confidence,
SK issues an annual Letter of Support to KTZ upon completion of the company’s audited
financial statements.

4.18. Overall, KTZ’s new financing activities will surge in 2025 - 2027 with total debt projected
to reach at a peak of USD11.4 billion in 2027. The projections include all existing and projected
debt. Approximately 38% of debt is shareholder loans from SK. KTZ assumes that an USD800
million SK bond maturing in October 2028 will continue to be rolled over.

4.19. According to KTZ’s Base Case forecast for 2025-2036, KTZ has a weak to moderate
ability to service its debt over the life of the guarantee, based on average DSCR’s of 1.27x,
with levels as low as 1.04x in 2029 as shown in Table 8. Similarly, compliance with leverage
covenants is stressed. The average Debt/EBITDA is 4.2x, against covenant levels of 6.5x to
5.0x (indicated in Table 9). The main mitigant is the high proportion of shareholder debt.
Leverage excluding all shareholder debt is estimated at 2.8x Debt/EBITDA.
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Table 8. KTZ Key Financial Ratios forecast*

2024 (a) 2025 (f) 2026 (f) 2027 (f) 2028 (f) 2029 (f) 2030(f) 2031 (f) 2032 (f) 2033 (f) 2034 (f) 2035 (f) 2036 (f)

EBITDA Margin 27% 32% 32% 30% 30% 29% 30% 30% 30% 30% 30% 30% 29%
Debt/EBITDA (x) 4.8 51 5.6 5.9 53 52 4.5 4.1 3.7 33 3.0 2.6 24
Debt/EBITDA w/o SK Bond (x) 3.8 4.5 51 5.5 4.9 4.8 4.1 3.7 3.4 3.0 2.7 2.4 2.1
Debt/EBITDA w/o SH Debt (x) - 31 3.9 4.0 3.8 36 3.1 27 2.5 21 1.9 1.6 14
EBITDA/Interest (x) g2 35 2.6 2.6 2.6 27 3.0 33 3.8 4.1 4.6 5.1 57
DSCR (x) = 1.46 114 1.32 1.15 1.04 1.09 1.10 1.25 131 1.38 147 1.58
DSCR w/o SH Debt (x) = 1.50 116 1.35 1.17 1.06 111 1.12 1.27 133 1.38 147 1.58

(a) = actual, (f) = forecast

* The financial forecast has been produced up to 2036. In case KTZ issues a longer tenor loan beyond 2036, updated forecasts
as part of the monitoring will be conducted periodically until the maturity of the loan. Moreover, all projected available cash is
considered operating, making debt and net debt equivalent for projection period.

4.20. KTZ is undertaking debt restructuring and equity mobilization efforts to strengthen its
capital position. In parallel, the company is preparing for an IPO of up to 25% of its shares,
which is expected to inject fresh capital and reduce pressure on debt financing. Under a
financial policy approved by SK, the company is optimizing its debt portfolio by adjusting
maturity and currency composition.

4.21. WBG has taken the lead with other lenders in negotiating covenants to improve debt
sustainability. As part of this package, KTZ is expected to commit SK’s debt of USD880 million
to KTZ will be converted into equity or fully subordinated debt upon maturity in October 2028.
This is expected to be also covered in a commitment letter from SK. As part of these
negotiations KTZ is expected to accept Net Debt to EBITDA ratios and EBTIDA/Interest
Expenses ratios as shown in Table 9.

Table 9. KTZ Key Financial Covenants
(a) Comply with Net Debt to EBITDA with the following ratios, as measured at the end of the
Client’s fiscal year:

Year 2025 2026 2027 2028 2029 2030 2031-onward
Net Debt to
EBITDA ratio: 6.50x 6.50x 6.00x 6.00x 5.50x 5.00x 5.00x
(b) Comply with EBITDA / Interest Expenses with the following ratios, as measured at the end of

the Client’s fiscal year:

Year| 2025 2026 2027 2028 2029 2030 2031-onward
EBITDA/Interest
Expenses ratio:

1.50x 1.50x 2.00x 2.50x 2.50x 3.00x 3.00x

4.22. The shareholder's commitment to convert its debt into equity or subordinated debt
underscores the strong support for KTZ and is expected to enhance long-term debt
sustainability and covenant-defined financial ratios.

C. Fiduciary and Governance

4.23. Procurement: The project will be co-guaranteed with the IBRD on a joint basis and with
the IBRD being the lead co-guarantor. According to the Co-financing Framework Agreement
(CFA) dated May 15, 2021, between AlIB and the WB, the project will apply the WB’s
procurement policies®. However, as this project involves guarantees provided by the IBRD,

9 WB. 2025. Procurement Regulations for IPF Borrowers: Procurement in Investment Project Financing—Goods. Works, Non-
Consulting and Consulting Services. Seventh Edition.
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the WB’s Procurement Regulations do not apply in accordance with Paragraph 2.2(a) of the
Procurement Regulations.

4.24. Accordingly, the procurement of works and supervision services, financed through
guaranteed loans, has been carried out by KTZ following relevant national procurement
requirements, with due regard to the principles of integrity, transparency, fairness and
economy. The Bank has assessed the adequacy of the applicable national procurement
framework and implementation capacity and determined that these arrangements are
acceptable for the purposes of the project.

4.25. The WB conducted an assessment of the key awarded construction contracts for
Mointy—Kyzylzhar railway line, which forms part of the project, and did not find major issues
which may impact economy and efficiency of procurement process. The assessment further
confirmed that SK’s electronic government procurement system was followed. Considering
the scope and nature of the project, the procurement risk is rated as Moderate by the IBRD,
i.e., Medium in AlIB terms.

4.26. Financial Management: KTZ has prior experience implementing WBG and other IFls
and maintains established systems for budgeting, accounting and financial reporting. A
dedicated Project Directorate (PD) within KTZ will be responsible for financial management
(FM). The PD will comprise experienced KTZ staff supported by qualified external experts to
manage financial aspects, including guarantees and commercial loans, thereby strengthening
coordination and ensuring compliance with fiduciary requirements.

4.27.KTZ’s Financial Department and PD will apply established accounting and internal
control procedures, including appropriate authorization, segregation of duties and periodic
reconciliations to safeguard project assets and maintain financial integrity.

4.28. The project will use KTZ’s existing corporate financial management systems. KTZ
operates an automated SAP ERP system, assessed as adequate for accounting and
reporting. Consolidated financial statements are prepared in accordance with IFRS and
audited annually by reputable international firms (e.g., Deloitte LLP over the past three years)
under ISA standards, with reports publicly disclosed through the Kazakhstan Stock Exchange.

4.29. An independent private audit firm acceptable to AlIB will conduct annual project audits.
Audited financial statements and the management letter will be submitted within six months
after the end of each fiscal year and upon project completion. Reports will be published on
KTZ's official website within one month of Bank acceptance. Audit costs will be financed from
project funds.

4.30. Disbursements: The project will be financed through commercial loans arranged by
KTZ, backed by guarantee under a sovereign counter-guarantee. Disbursements will be made
directly by commercial banks to KTZ; therefore, no Designated Account will be opened. As a
covenant, KTZ shall use the proceeds of the Guaranteed Loan exclusively for project purposes
and in accordance with the Guaranteed Loan Agreement. The Bank will guarantee payment,
upon the occurrence of a Guaranteed Event, of the payment instalments up to the MGA and
in proportion to AllB’s percentage of guarantee liability. Failure by the Borrower to make the
Payment Installments on the scheduled due dates will trigger the guarantee mechanism.
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4.31. Financial Crime and Integrity (FCI) and Counterparty Due Diligence/Know Your
Counterparty (CDD/KYC): AlIB’s Policy on Prohibited Practices applies to the project. Initial
Know Your Customer assessment was undertaken on counterparties.

4.32. No signs or suspicions of financial crime and other illicit activities were identified, nor
were any negative news confirmed that the Interdepartmental Reviewers and Investment
Committee should be alerted to. It is therefore considered that the risk of reputational damage
to the Bank arising from money laundering/financing terrorism, economic sanctions and other
financial crime is Medium and controllable.

D. Environmental and Social

4.33. Environmental and Social Policy and Categorization: The project will be co-
guaranteed with the IBRD (as lead co-guarantor). Its ES risks and impacts are being assessed
in accordance with WBG’s Performance Standards for Projects Supported by the Private
Sector (2013) (the “WBG PSs”). To maintain a harmonized approach under co-guarantee and
as permitted by AlIB’s Environmental and Social Policy (ESP), the WBG PSs will apply to this
project in lieu of AlIB’s ESP. AlIB has reviewed the WBG PSs and is satisfied that (a) they are
consistent with AllB’s Articles of Agreement and materially consistent with the provisions of
AlIB’s ESP and relevant ES Standards and (b) the monitoring procedures in place are
appropriate for this project.

4.34. The project’s ES category is determined by WBG under OP4.03 as A (equivalent to AlIB
Category A). WBG has further classified the overall ES risk under its Environmental and Social
Framework (ESF) as Substantial (also equivalent to AlIB Category A), with the environmental
risk rated Substantial and the social risk Moderate. The categorization is driven by the
greenfield nature of the 323-kilometer Mointy—Kyzylzhar railway alignment and its crossing of
two Key Biodiversity Areas (KBAs)—Ayak Bestau (KZ063) and Ortau Lowlands (KZ064)—
which include natural habitats and values equivalent to Critical Habitat under WBG’s PS 6.
The project also traverses a 16.5-kilometer section of the Andasai State Nature Reserve. The
categorization also accounts for the linear and large-scale nature of construction works, land
acquisition (only economic displacement primarily grazing areas) and associated community
health and safety risks, such as traffic safety, access control, crossings and worksite
operations, as well as potential operational safety management issues during the operational
phase of the project.

4.35. Environmental and Social Instruments: A project-specific Environmental and Social
Impact Assessment (ESIA), prepared in accordance with the WBG PSs. The ESIA provides
an integrated analysis of key ES risks and impacts, including biodiversity, land acquisition,
community health and safety, labor and working conditions and stakeholder engagement. The
findings are operationalized through an Environmental and Social Management Plan (ESMP),
which defines mitigation, monitoring and reporting measures for the construction, operation
and maintenance phases, and includes sub-plans for biodiversity, community health and
safety, emergency preparedness and response and occupational health and safety (OHS).

4.36. In addition, a Stakeholder Engagement Plan (SEP), Labor Management Procedure
(LMP) and a Land Acquisition and Resettlement Action Plan (LARAP) have been prepared
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and disclosed on the KTZ's website and WBG’s webpage in November 2025. Time-bound
requirements and corrective actions are captured in an Environmental and Social Action Plan
(ESAP) prepared for appraisal, which will be monitored throughout implementation. The SEP
defines the approach for stakeholder mapping, consultation, disclosure and grievance
management, ensuring inclusive and continuous engagement throughout implementation.
The LMP establishes fair and safe working conditions, grievance handling for workers and
OHS provisions for direct, contracted and primary supply workers. The LARAP covers the
acquisition of approximately 2,700 hectares of grazing land, resulting in economic but not
physical displacement, and sets out compensation, livelihood restoration and coordination
arrangements with local authorities. A Biodiversity Action Plan (BAP), including a Biodiversity
Monitoring and Evaluation Plan (BMEP), will be finalized and implemented to achieve no net
loss for natural habitats and net gain for critical habitats in line with Performance Standard 6.

4.37. The ES Instruments, which reflect the project design available as of September 2025,
will be updated once further information is available on railway design and the location of
railway stations. Key revisions will include: (a) stations design and proposed layout; (b) access
and service roads (both for stations and alignment); (c) project timeline; (d) crossing for
livestock and pedestrian routes; (e) critical Habitat Assessment and (f) updated LARAP and
ESMP (to be refocused on the ongoing construction activities). Once completed, the revised
ES Instruments will be re-disclosed on the Client's and WB’s webpage.

4.38. Operation and Maintenance (O&M) phase risks and impacts will be managed through
(a) KTZs Environmental and Social Management System (ESMS), enhanced to meet the
WBG PS requirements as needed and (b) KTZs operational safety management system
(OSMS).

4.39. As earthworks are at an advanced stage, an independent environmental, social, health
and safety (ESHS) audit will be carried out to assess alignment with national regulations, WBG
PS and the WB Environmental, Health and Safety (EHS) Guidelines. If gaps are identified, a
time-bound corrective action plan (CAP) will be prepared and implemented.

4.40. In addition, an Environmental and Social Due Diligence (ESDD) and gap analysis was
completed by the PT together with the IBRD and informed a time-bound ESAP, which has
been agreed with the Client and disclosed in September 2025.The ESAP will be monitored
throughout project implementation.

4.41. Environmental Aspects: Biodiversity is the key environmental risk. The alignment
crosses two Important Bird Areas (IBAs'?). A 41-kilometer section of the route is located in
IBA KZ063 (Ayak Bestau) and ~86km in IBA KZ064 (Ortau Lowlands). The Andasai State
Nature Reserve forms part of the Ortau Lowlands IBA and is also bisected by Component 1
for 16.5 km. Some sections of the project are treated as Critical Habitat for the presence of
globally significant raptor populations. Roughly two-thirds of the alignment is also identified as
high or medium importance for the migration of the Saiga antelope (classified by the IUCN as
Near Threatened). Due to the presence of the Critical Habitat, the ESAP commits KTZ to
develop and implement a Biodiversity Action Plan (BAP), including Biodiversity Monitoring and

9 1BAs are now Key Biodiversity Areas (KBAs) but as site references are IBA pre-fixed, the old terminology is used here.
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Evaluation Plan (BMEP), that will specify measures required to demonstrate how the project
will deliver net gains for Critical Habitats and no net loss of Natural Habitats.

4.42. Noise from operations is typically a key risk for rail projects. The current understanding
is that this is not a material concern due to the remote location and distance from the small
number of noise-sensitive receptors.

4.43. It is possible that the fabric of the existing stations that will be renovated/expanded will
include asbestos-containing materials (ACM). To manage this risk, the ESAP requires the
EPC Contractor to conduct detailed ACM surveys for refurbishments at the stations and, if
ACM is present, implement an ACM Handling and Disposal Plan using licensed abatement
contractors, exposure controls and air monitoring and disposal at licensed facilities.

4.44. Other environmental risks are typical for linear and large-scale projects. Dust from
construction and construction traffic will require robust management. Erosion/sedimentation
risks from bridge and drainage works will also need to be managed. There will be standard
construction risks from on-site transport, storage, use and disposal of hazardous substances
including fuel, oils and chemicals; concrete batching and water use; and the generation of
noise, vibration and hazardous and non-hazardous waste. Impacts from borrow and quarry
areas and spoil disposal will also need to be managed. Potential risks and impacts will be
managed through construction environmental and social management plans (CESMPs) to be
developed by the EPC Contractor as committed in the ESAP, that includes mitigation
measures in line with Good International Industry Practice (GIIP) and the WB EHS Guidelines.

4.45. Measures to enhance the personnel capacity of KTZ and the EPC Contractor to deliver
management and monitoring of compliance with the CESMPs are included in the ESAP.

4.46. Social Aspects: Construction and operation of the Mointy—Kyzylzhar railway will create
employment opportunities, stimulate local economies through demand for goods and services
and improve access to transport infrastructure for remote settlements in the Karaganda and
Ulytau regions. The project will also contribute to enhanced road and rail safety through
modernized signaling systems and improved crossing management, thereby reducing
accident risks along the corridor.

4.47. The project’s social risks are primarily related to land acquisition and associated
economic displacement. The project will require approximately 3,750 hectares of land, the
majority of which are classified as agriculture land and largely used for grazing purposes.
Although most of the land is uncultivated, certain sections in proximity to local communities
are used for seasonal agriculture and grazing activities. Socioeconomic surveys undertaken
as part of the ESIA confirmed that no residential, commercial or permanent structures are
located within the corridor. Settlement density along the corridor is very low, with clusters
centered on Monty and Kyzylzhar and smaller concentrations near Aktau and Karazhal. The
alignment maintains a buffer distance of approximately 1.0-2.5 km from settlement
boundaries, with Mointy being the closest settlement (approximately 900 meters from the
alignment). These findings were confirmed during the Appraisal mission.

4.48. The Republic of Kazakhstan, through the Ulytau and Karaganda Akimats, initiated
reservation of land for the project in February 2025 and June 2025, respectively, in accordance
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with national laws and regulations. In total, 65 land parcels are expected to be affected by the
economic displacement. Of these, 43 are agricultural plots under long-term lease for farming
and livestock production. The remainder consists of institutional, forest, industrial, or transport
lands under state ownership or administration. The 43 plots are under long-term lease by an
estimated 24 households. As detailed design works are still ongoing, the number of affected
households remains an estimate in the current LARAP. The LARAP, along with other ES
instruments, will be updated with finalized parcel-level information and re-disclosed. However,
the size of the plots from which land for the project will be acquired are vast and expansive
(e.g., the project will impact less than 1% of the affected plots), therefore, land acquisition is
not expected to have significant impacts on the livelihoods of these households. Nevertheless,
compensation and livelihood restoration measures have been defined in the LARAP, including
replacement-cost valuation, transitional assistance, livelihood restoration for affected farmers
and herders and targeted support for vulnerable or severely affected persons. Implementation
will be carried out in coordination with local district governments (Akimats), KTZ will engage
an independent specialist to conduct a completion audit at the conclusion of land acquisition
and resettlement activities, confirming that outcomes meet WBG PS5 requirements.

4.49. In addition to land acquisition, construction activities may pose community health and
safety risks associated with increased construction traffic, temporary access restrictions and
workforce presence in sparsely populated areas. These risks are addressed through the
Community Health and Safety Plan (CHS Plan) within the ESMP and through the
implementation of the SEP, which ensures continuous consultation, transparent information
disclosure and a GRM. The SEP emphasizes engagement with pastoralist and vulnerable
groups and provides clear procedures for registering and resolving grievances related to land
acquisition and construction impacts.

4.50. The project area does not intersect any UNESCO-designated or nationally protected
cultural heritage sites. However, chance finds of locally significant archaeological resources
remain possible. Consistent with PS8, the ESIA includes a Chance Finds Procedure that
establishes stop-work and notification protocols, workforce training and coordination with the
competent cultural authorities to ensure any discoveries are appropriately managed and
preserved.

4.51. Occupational Health and Safety, Labor and Employment Conditions: The project
will involve OHS risks associated with large-scale railway, bridge and culvert construction,
including earthworks, heavy equipment operation, working at height, welding and hot works
and traffic interfaces. The EPC contractor is required to implement an Occupational Health
and Safety Management System and a project-specific Construction Environmental and
Social Management Plan (CESMP) that address hazard prevention, Personal Protective
Equipment (PPE) use, emergency preparedness and incident reporting. Labor influx, though
moderate, presents potential risks related to worker welfare and interactions with local
communities. The LMP establishes fair and safe working conditions, written contracts, non-
discrimination and a worker grievance mechanism. Worker accommodation facilities will be
monitored for compliance with the IFC/EBRD Guidance Note on Workers’ Accommodation.

4.52. KTZ will commission an independent ESHS Audit to review completed works and assess
compliance with national legislation, the WBG PSs and the WBG EHS Guidelines. The
findings will be incorporated into a time-bound CAP to close any identified non-compliance or
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legacy gaps. To strengthen institutional capacity, KTZ will appoint two corporate ES
representatives responsible for contractor oversight, reporting and community liaison. KTZ’s
corporate Integrated Safety System (ISS) remains the central platform for incident recording,
investigation and implementation of preventive and corrective measures, supported by regular
ESHS reporting and internal audits. The safety of rail operations (i.e., the prevention of
derailment, locomotive-locomotive collision and locomotive-third party collision) is dependent
on identification and designing out/minimizing hazards during the design and equipment
procurement processes, the robustness of KTZs operational safety management system
covering its full network, the sufficiency of maintenance plans and budgets and the
organizational structure, capacity and competence to deliver the safety management system
and maintenance requirements. To minimize community safety risk, KTZ and the EPC
contractor will demonstrate that the project design incorporates signalization, warning
signages and community awareness actions to minimize pedestrian risks near the project, in
accordance with national standards and the WBGG EHS Guidelines for Railways.

4.53. KTZ’s current worker grievance channels are described in the Collective Bargaining
Agreement and the Code of Ethics and Behavior and include a toll-free number, intranet
portals and physical grievance boxes. KTZ has appointed a corporate ombudsman to assist
with the resolution of grievances and labor disputes and operates an independent hotline for
confidential reporting of ethics and compliance concerns, including discrimination, working
conditions, OHS, environmental issues and harassment.

4.54. Stakeholder Engagement, Consultation and Information Disclosure: Stakeholder
engagement on the project was initiated by the MoT in 2023, followed by announcements from
KTZ regarding the start of construction in early 2024. As part of national requirements, a
regional public hearing on the Environmental Impact Assessment (EIA) was held in Karaganda
region in December 2023, where representatives of the design institute, EIA consultant and
local authorities presented the project’s technical scope, key environmental considerations
and mitigation measures. Further stakeholder engagement activities were conducted during
the preparation of the ESIA and SEP. These included interviews and consultations with district
Akimats, Project-affected People, local community leaders, land users and women’s groups
across the Ulytau and Karaganda regions. The consultations aimed to gather views on
benefits and possible ES impacts of the project, land acquisition, community safety and
employment opportunities.

4.55. A socioeconomic survey and focus group discussions were also conducted to capture
the perspectives of farmers, small business owners and vulnerable groups, including gender-
sensitive participation. The SEP has been prepared and publicly disclosed together with the
ESIA, LARAP and LMP through KTZ's website and WBG’s website. The SEP outlines
information disclosure methods, consultation and GRMs and responsibilities for maintaining
continuous engagement throughout construction and operation. KTZ’s ES Unit will coordinate
implementation of the SEP and maintain communication with Project-affected People and
local authorities, as well as facilitate ongoing monitoring of stakeholder engagement
performance.

4.56. Reflecting the updates required in ES Instruments as a result of Project design progress,
the following additional disclosures will be made:
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4.56.1 The updated ESIA package will be completed and disclosed prior to Project
Effectiveness as per the ESAP.

4.56.2 The updated BAP will be completed and disclosed within three months of Project
Effectiveness as per the ESAP.

4.57. Project Grievance Redress Mechanism: KTZ will establish a multi-tiered Project GRM
that will build upon KTZ’s existing corporate channels for complaints and feedback, which
include a hotline, mobile application and a third-party platform: https://nysana.cscc.kz/website,
as well as the SK Group hotline (https://sk-hotline.kz/). In addition, the official government
portal E-Otinish (https://eotinish.kz/) and KTZ's corporate ombudsman
(ombudsman@railways.kz) remain available for submitting concerns of a general or corporate
nature.

4.58. For Project-specific GRM, the SEP defines a three-level GRM structure:

4.58.1 Level 0 — Site level GRM: Minor issues can be raised directly with the site-based
CLO or through on-site grievance boxes and verbal communication with contractor
representatives.

4.58.2 Level 1 — District Grievance Redress Committee (GRC): Formal complaints can be
submitted via local Akimat offices, by email, or in person to the project office.

4.58.3 Level 2 — Project / Headquarters level GRM: Complex or unresolved cases are
escalated to the central ES Unit in the Headquarters for review and final decision.

4.59. The GRM will be open to all stakeholders—including Project-affected People, workers
and communities. All grievances will be logged in KTZ’s centralized database for monitoring
and reporting purposes, with quarterly summaries shared with lenders as part of ES reporting.
KTZ will continue to implement the GRM throughout construction and operation, with the CLO
responsible for tracking cases and ensuring that responses are communicated to
complainants in a timely and transparent manner. Training on the GRM procedures will be
provided to contractors, subcontractors and local Akimat representatives to support consistent
application across the project corridor.

4.60. AlIB’s Project-Affected People’s Mechanism: Pursuant to AllIB’s agreement with
WBG, the WBG’s PSs will apply to this project instead of AllIB’'s ESP. WBG’s corporate
Grievance Redress Service and its Independent Accountability Mechanism, the Inspection
Panel, which reviews WBG’s compliance with its policies and procedures, will handle
complaints relating to WBG’s compliance with its PSs under the project. In accordance with
AlIB’s Policy on Project-affected People’s Mechanism (PPM), submissions to the PPM
regarding such complaints under this project will not be eligible for consideration by the PPM.
Information on the WBG’s corporate Grievance Redress Service is available at
https://www.worldbank.org/en/projects-operations/products-and-services/grievance-redress-
service. Information on the WBG’'s |Inspection Panel is available at
https://www.inspectionpanel.org/.

4.61. Monitoring and Supervision Arrangements: KTZ will implement the ES monitoring
program during construction and operation in line with the requirements of the ESIA, ESMP
and the Corporate ESMS. The monitoring will focus on key performance indicators and
parameters identified in the CESMS and associated sub-plans, including air emissions and
ambient air quality, noise and vibration, waste generation and disposal, water use and quality,
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occupational and community health and safety, land acquisition progress and grievance
resolution trends. To strengthen implementation capacity, KTZ will establish an Environmental
and Social (E&S) Unit, with qualified environmental, social and occupational health and safety
specialists and clear authority and resources to oversee construction-phase ESHS
performance. The E&S Unit will oversee EPC and subcontractor ESHS performance across
construction sites, coordinate training for KTZ management and contractors, and standardize
monitoring and reporting of ESHS performance. The Unit will also support implementation of
ES instruments and ESAP actions in coordination with the Project team and contractors. KTZ
will require the EPC contractor to appoint a dedicated ESHS manager and team with sufficient
expertise to implement the CESMP, also reporting to ES Unit. Prior to the operations phase,
KTZ will establish and implement ES management and monitoring arrangements for the
operational phase in line with the ESMS and ESAP.

4.62. KTZ's ES Unit will prepare quarterly progress reports and annual Environmental and
Social Monitoring Reports, summarizing ES performance, incidents and implementation of the
ESAP. These reports will be shared with the WBG and AlIB for review. The Lenders’ ES
Specialists will undertake semi-annual supervision missions, including field verification of
mitigation measures, engagement with contractors and affected communities and assessment
of compliance with agreed instruments. The frequency of monitoring missions may be adjusted
based on project progress, the level of ES performance and the nature of residual risks.

E. Climate Change

4.63. Kazakhstan is recognized as vulnerable to climate change impacts, ranked 46th out of
181 economies in the 2020 ND-GAIN Index. In 2016, Kazakhstan submitted its First Nationally
Determined Contribution (NDC) to the United Nations Framework Convention on Climate
Change (UNFCCC), committing to a 15% reduction in GHG emissions by 2030 (relative to
1990 levels). "' Kazakhstan’s people and economy are vulnerable to physical climate
changes—rainfall changes, droughts and flooding. Disruptions to transport or energy
infrastructure, particularly from flooding can impact international trade routes and global value
chains and thus, have widespread adverse economic impacts. Flooding alone is expected to
reduce GDP by 1.3% by 2060 in the absence of adaptation measures.' About 10% of
Kazakhstan’s transport infrastructure is exposed to natural hazards, particularly from flooding.

4.64. Temperatures in Kazakhstan are projected to rise at a faster rate than the global average
and faster than most other Asian economies, with potential warming of 5.3°C by the 2090s,
compared with the 1986-2005 baseline under the highest emissions pathway (RCP8.5). This
increase would pose significant risks to railway infrastructure in the absence of specific
adaptation measures.

4.65. The project’s locations are assessed to have high climate risk exposure, mainly due to
extreme heat and rising temperatures, however, the project design considerations incorporate
necessary measures to address such risks.

" WBG and Asian Development Bank (ADB). 2021. Climate Risk Country Profile: Kazakhstan.
2WBG. 2022. Kazakhstan Country Climate and Development Report.
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F. Gender Aspects

4.66. Gender Aspects: The project is expected to deliver positive gender outcomes by
addressing persistent gender gaps in Kazakhstan’s transport sector and promoting women'’s
participation in technical and skilled employment. Kazakhstan ranks 92nd out of 148
economies in the Global Gender Gap Index, reflecting strong performance in education and
health but continued disparities in labor force participation and access to skilled professions. '

4.67. In the transport sector, women occupy less than 6% of highly skilled technical roles, such
as engineers and surveyors.™ Among the 10 firms already contracted by KTZ for construction
activities, women currently hold only 10% of high-skilled technical positions, while across
universities, women represent around 20% of graduates in transport and transport
technologies fields.'

4.68. To address these structural imbalances, the project embeds gender-responsive
measures across its ES instruments, including the ESMP, LMP, SEP and LARAP. The LMP
requires all contractors to adopt equal opportunity and non-discrimination policies, establish
codes of conduct addressing gender-based violence and harassment and maintain gender-
disaggregated monitoring of employment and grievance data. The SEP further provides for
inclusive consultation mechanisms to ensure women’s participation in decision-making and
access to the project’s grievance channels. The LARAP similarly integrates gender-sensitive
livelihood restoration measures for economically displaced women and ensures compensation
and assistance are delivered equitably.

4.69. To enhance the skills and experience of women in the railway construction sector, this
project will address skilled labor gaps within KTZ and its contractor firms. A structured
internship program for technical roles will be established to support this activity. This will
include recruitment of male and female students at each major contractor’s firm, ensuring an
even distribution of male and female interns. The project includes targets to increase women’s
participation in technical employment, including a target that at least 30% of female interns
transition into full-time high-skilled technical positions with contractors or KTZ. This initiative
is expected to address the skills and experience barriers that women face and develop a
resilient pipeline of talent in the transport sector in Kazakhstan.

4.70. Progress on gender-related indicators will be tracked through the Results Monitoring
Framework (RMF) in coordination with WBG. Key gender indicators include: (a) share of
female interns participating in the internship program in technical roles with project contractors
(%); (b) female interns hired for full-time high-skilled technical jobs (such as engineers) by
project contractors or KTZ (number).

G. Risks and Mitigants

3 World Economic Forum. 2025. Global Gender Gap Report 2025.
4 WBG. 2024. Kazakhstan - Transport Resilience and Connectivity Enhancement Project.
5 WBG. Transforming Rail and Connectivity in Kazakhstan (Middle Corridor Development).
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Table 10. Summary of Risks and Mitigating Measures

Risk Description

= The issuance of the
counter-guarantee letter
from the Ministry of
Finance (MoF) to AlIB
and WB is pending.

Financial management
= Limited experience of
KTZ in implementing
guarantee projects with

sovereign counter
guarantees and
regulatory uncertainties
surrounding the

implementation process

= Limited capacity of KTZ

and contractors in
implementing MDB-
compliant ES

management systems.

=land acquisition and
restrictions on land use
with potential impacts on
households and informal
users.

= Potential biodiversity
impacts along sections of
the corridor.

Assessment
(H/MIL)

L

L

M

Mitigation Measures

Project Preparation Risks

= While AlIB has received request letters
from KTZ and the Ministry of National
Economy, the counter-guarantee letter
from the MoF for counter-guarantee is still
pending. The Kazakhstan Coordination
Council for Cooperation with IFls, chaired
by the Deputy Prime Minister/Minister of
National Economy, approved the
allocation of a state guarantee for the
PDG project to KTZ on Sep. 15, 2025.

As the Partial Debt Guarantee with a
sovereign counter-guarantee constitutes
a new financing instrument in Kazakhstan,
the existing approval procedures are not
fully aligned with the project timeline
requirements. The Government is
currently preparing to issue a “Special
Decree” to authorize the sovereign
counter-guarantee, which is expected to
be issued by the Prime Minister in March
or April 2026.

= The WB approved the project on February

19, 2026.

Project Implementation Risks

= KTZ to engage external consultants to
strengthen FM capacity for the project, as
necessary.

ES risks and impacts during construction and operation

= Strengthening of KTZ’s and Contractor’s
ES capacity, as committed under the
ESAP.

= Preparation and implementation of a full
LARAP.

= ESIA and ESMP to cover the full corridor
and associated facilities, incorporating
biodiversity conservation and climate
resilience measures. A BAP, included in
the ESAP, will define actions to achieve
net gain for Critical Habitats and no net
loss for natural habitats.

= Development of a SEP with systematic
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Risk Description

Assessment
(H/MIL)

Mitigation Measures

= Contractor Performance
and Cost Overrun Risk.

= Maintenance and
Sustainability Risk.

= PDG implementation risk
Risks related to the
syndication of the PDG
guaranteed commercial loan

M

consultation and an accessible GRM.

= KTZ is an experienced railway developer
and operator.

= EPC contractor was selected via a
thorough tendering process.

= A fixed cost turnkey EPC contract was
signed for this project.

= KTZ has extensive experience in
operating a national railway network.

= The WBG (through IFC’'s and MIGA’s
previous engagements) has carried out
legal and fiduciary  assessments
confirming that KTZ possesses adequate
capacity for project implementation.

= KTZ has established a well-functioning
system for managing large-scale
infrastructure  projects,  coordinating
multiple major contractors and
subcontractors working simultaneously on
different sections.

= KTZ has previous experience in working
with AlIB, the WBG and other IFls and is
familiar with their respective policies,
procedures and fiduciary requirements.

= A market sounding conducted by the
WBG in May 2025 with 12 international
commercial banks indicated sufficient
interests from the market.

= The PDG follows WBG’s standard terms
that have been widely accepted by the
market.

= WBG as the lead financer has experience
and expertise in syndicating PDG-backed
commercial loans.

= Successful precedents of WBG led
guaranteed loans with KTZ.
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Annex 1: Results Monitoring Framework

Project Objective (PO):

To (i) enhance the efficiency, capacity, and sustainability of Kazakhstan’s priority railway corridors
connecting East Asia and Europe by reducing freight transit times and expanding network throughput;
and (ii) enable KTZ to mobilize long-term private capital through an innovative sovereign-backed
guarantee mechanism to finance priority railway modernization.

Indicator Name

1. Rail freight carrying capacity along

Unit of
measure

train pairs per

Base-
line Data
2025

Cumulative Target Values

YR1 2026

YR2 2027

YR3 2028

End Target
Dec/2029

Frequency

Project Objective Indicators:

Responsibility

Middle Corridor in Kazakhstan

the Kyzylzhar-Mointy section of the 14 14 14 14 28 First Year of Operation KTz
; ; day (number)

Middle Corridor

2. Private  capital  mobilization| (USD million, | =, 564 564 564 564 | First Year of Loan Signing KTZ

(guarantee amount by AlIB) cumulative)

3. Reduced rail freight travel time along

the Kyzylzhar-Mointy section of the hours 8 8 8 8 6 First Year of Operation KTz

Intermediate Results Indicators:

program in the technical roles with
project contractors

4. Railways constructed km 0 100 322 322 322 Yearly KTz
5. Railway stations constructed number 0 1 3 3 3 Yearly KTz
6. New Interns participating in the

internship program in technical rolesy number 0 0 0 0 22 Cumulative KTz
with project contractors

6.1. Share of female

interns participating in the internship % 0 0 0 0 50 Cumulative KTZ
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6.2. Share of female interns hired for
full-time high-skilled

technical staff positions (such as % 0 0 0 0 30 Cumulative KTz
engineers) by project contractors or at

KTZ

7. Grievance Redress Mechanism is in

place and grievances Yes/No No Yes Yes Yes Yes Yearly KTz

are timely addressed in compliance
with the established procedures
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Annex 2: Country Credit Fact Sheet

1. Background: Kazakhstan is an upper-middle-income economy with a population of
over 20 million and an income per capita of approximately USD14,800 (or USD44,500 in
purchasing power parity). It ranks among the top 15 economies globally in proven oil reserves.
The economy remains reliant on hydrocarbons, which account for around 20% of GDP, half
of exports and one-third of government revenues. State footprint in the economy remains
significant, with state-owned enterprises playing a dominant role. Kazakhstan benefits from a
strategic geographic location, positioning it as a potential key logistics hub along the
increasingly vital Middle Corridor trade route connecting Asia and Europe.

2. During periods of high oil prices, Kazakhstan experienced strong economic growth,
large fiscal surpluses and was able to build substantial asset buffers. Following the 2014 oil
price crash, Kazakhstan implemented a series of reforms aimed at strengthening
macroeconomic frameworks and reducing dependence on oil, including the adoption of fiscal
rules to support long-term sustainability and enable development investments. Monetary
policy has also shifted toward inflation targeting, with improvements in policy transparency,
operations and banking supervision.

Key Economic Indicators 2022 2023 2024 2025 2026 2027 2028 2029

Real GDP growth 1/ 3.2 5.1 4.8 4.9 4.3 3.8 2.6 3.1
Inflation (CPI, end-of-period)

1/ 204 9.7 86 10.1 10.0 8.5 6.5 5.0
Fiscal balance o1 -15 16 -31 -34 -32 -27 -21
Public debt 235 230 248 254 279 299 318 335
Gross public financing needs 1.5 1.8 3.4 3.1 3.1 3.6 . .
Current account balance 29 36 -13 36 -37 -35 -34 32
External debt 712 613 584 576 564

FX reserves (USD billion) 2/ 351 359 402 50.1
Exchange rate (KZT/USD) 2/  462. 454. 485. 5009.

7 6 0 3

* Source: IMF WEO April 2025; IMF Country Report Jan 2025; in percent of GDP unless indicated otherwise; "’ = projections.
1/ percent change, year-on-year 2/ end-of-period, most recent data from central bank; as of May 26, 2025

3. Recent Development: Kazakhstan has displayed economic resilience through a
variety of shocks in recent years. In 2024, the economy grew by 4.8%, with the oil sector
declining slightly, amid maintenance at key fields and production limits, and the non-oil sector
expanding by 5.5%, supported by government stimulus and diversification efforts. Strong
gains were recorded in agriculture, construction, trade and transport/logistics, with the latter
two sectors aided by activity along the Middle Corridor.

4. Inflation averaged 8.7% in 2024, down from 14.5% in 2023, largely due to a decline in
food prices. However, renewed pressures from currency depreciation, rising food costs, higher
utility tariffs, strong demand and fiscal expansion pushed inflation back to over 10% recently.
In response, the central bank raised the policy rate by 125 basis points to 16.8% in March. It
is expected to maintain tight monetary policy to anchor inflation expectations and affirm its
commitment to a 5% inflation target.
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5. The banking sector remains strong, with stable capital and liquidity, record profitability
and low non-performing loans at around 3.2%. Despite tighter financing conditions, household
loans nearly doubled during 2020-2024, while real incomes rose 15%, raising some concerns
about financial vulnerability for low-income households.

6. To promote economic diversification, Kazakhstan launched the National Infrastructure
Plan, committing KZT40 trillion (approximately USD8O0 billion, or 27% of GDP) through 2029
to key sectors including utilities, transport, water and digital infrastructure. Kazakhstan is also
undertaking major tax reforms, with a new tax code pending presidential approval. Key
measures include raising the VAT rate to 16% and lowering the VAT registration threshold to
broaden the tax base. These measures are expected to reduce reliance on oil revenues and
help narrow the non-oil deficit. Sustaining long-term growth will require deeper progress on
more complex and sensitive reforms, such as privatization and enhancing market competition.

7. Outlook and Risks: Looking ahead, GDP growth is projected to remain stable, at
around 4.9% in 2025, supported by non-oil sector expansion and higher oil output from the
Tengiz field. Over the medium term, GDP growth is expected to slow toward its long-term
trend (which, absent accelerated structural reforms, is estimated at around 3.5%), as domestic
demand and investment soften along with a reduction in government spending.

8. Risks to the outlook include delayed reform implementation, declines in oil prices,
potential setbacks in the Tengiz field expansion and lower growth in trading partners.
Furthermore, growing global trade tensions and policy shifts add uncertainty to the outlook.
Mitigating these risks are low and sustainable debt, large fiscal buffers (sufficient to cover all
public debt with a large margin), an adequately capitalized and profitable banking sector and
a degree of political stability. Upside potential also includes higher oil prices and higher-than-
expected foreign investment in new sectors.

9. While the deficit is likely to increase somewhat in the near term, it is projected to
gradually decline from 2027 as tax reforms take effect, supporting the government’s goal of
reducing the non-oil deficit to 5% of GDP by 2030 and maintaining fiscal space. Foreign
exchange reserves have exceeded USD50 billion this year, covering about eight months of
imports. This excludes the National Fund's foreign exchange assets (about USD59 billion),
which are part of the consolidated government budget.

10. Kazakhstan maintains its investment-grade status, with Fitch (BBB stable) and S&P
(BBB- stable) affirming their ratings despite recent shocks. Moody's upgraded the rating from
Baa2 to Baal in 2024, citing steady progress in economic diversification away from
hydrocarbons and continued reforms.
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