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EXECUTIVE SUMMARY AND RECOMMENDATIONS 

1. Introduction to Power Sector Reform in Ukraine 

The Ukrainian government is currently introducing far reaching market reforms to its electricity 
sector. They involve the vertical disintegration of the formerly centralized structure; the creation 
of independent, commercial corporations at the generation and distribution level and extensive 
regulatory and institutional reforms. The World Bank is providing general policy advice to the 
Ministry of Energy and has secured the financial assistance of a number of donor agencies to 
provide foreign technical assistance for the implementation of this complex program. This study 
comes in the context of the legal formation and corporate organization of four fossil fuel electric 
generating companies (FGCs), namely : Centrenergo, Donbassenergo, Dniprenergo and 
Zaxhidenergo. It is aimed at assisting the Ministry of Energy and newly appointed General 
Directors in the critical first steps of their foundation. Together these companies account for 
approximately 60 % of the country's generating capacity. 

The funding was provided by the Energy Division of the United States Agency for International 
Development and was performed by Price Waterhouse LLP, as a sub-contractor to Hagler Bailly 
Inc, under a contract issued for the "Power Sector Regulatory Reform and Restructuring Task - 
Institutional Development Activity" l . 

This document entitled "Corporatization Guidelines and Analysis" summarizes our work to date. 
Our recommendations and research have been shared with the senior officials of the four 
companies on an ongoing basis since January 1995. By August 1995 all four companies had been 
incorporated. Our research was aimed at giving the new directors information on sound corporate 
governance practices so that they could positively influence the creation and definition of new 
corporate institutions within the boundaries authorized by current Ukrainian corporate law. 

2. Summary of content : Corporatization Analysis 

Our analysis covers the respective roles and responsibilities of executive and non-executive 
directors. Ukrainian law makes a two tier management system, similar to German companies, 
the most appropriate structure. We describe the implications of having the State as a single 

See deliverable defined under paragraph 3.1.1.1.6 of the Draft Work Plan dated 
January 4, 1995 prepared by RCG/Hagler Bailly, for the United States Agency for 
International Development, Contract Reference: CCN-0002-Q-00-3 152-00, Delivery Order 
No. 4. Please note hereafter that subsequent footnotes refer to paragraph numbers of this 
document unless otherwise specified. 



shareholder as opposed to multiple private equity ownership. The State has a responsibility to 
manage a smooth transition to a market economy and may be tempted to interfere directly in the 
management of the new independent generating and distribution companies. Any energy policy 
should however be conducted exclusively at the executive level, not indirectly, by interfering in 
the management of the Joint Stock Companies with aims that are not strictly commercial. Any 
deviation from that principle would jeopardize the integrity of good corporate governance. 

Much attention has been devoted to the organization and composition of the future Supervisory 
Councils. The importance and respective roles of various standing committees are described in 
detail as well as suggested corporate governance practices relating to the most effective use of 
non-executive directors. These include encouraging between the two tiers of management, a 
relationship based on collaboration and consensus, rather than confrontation. This can be done 
by introducing internal procedures that promote the sharing of information and open debate. 

The concepts of fiduciary responsibilities of directors to shareholders as they are known in the 
West are introduced and explained. Additional advice and training needs to be provided to 
individual Supervisory Council members as soon as they have been appointed. 

The importance of in-house and independent audit is explained and differentiated. We describe 
the function of the corporate secretary and the importance of maintaining the integrity of the 
shareholder registry. We also briefly list other possible stakeholders, likely to influence 
management decisions, such as employees, members of the local community, electricity end 
users, etc. 

A final section deals with legal and financial reporting and current disclosure requirements for 
the listing of shares on the Ukrainian Stock Exchange. Under the same contract, Price 
Waterhouse is also advising the FGCs on the creation of an integrated financial management 
system and the conversion of their accounting system to internationally accepted accounting 
principles. Introducing these changes will be necessary before contemplating any outside 
financing. Further research on the practical feasibility and additional requirements for raising 
private capital, specially from foreign sources, still needs to be performed. For instance, it has 
been a requirement for listing on the New York Stock Exchange since 1978 to have an internal 
audit committee made up of at least four non-executive Directors. Our recommendations include 
creating such a committee, but there are many other requirements, much more difficult to 
implement, that must be met before any of the FGCs can contemplate such a step. 

3. Recommendations : Corporatization Guidelines 

Our principal recommendations have centered on the drafting of a transparent corporate charter 
guaranteeing accountability of the various institutions and maximum minority shareholder 
protection through various self-enforcement mechanisms. Following the principle of subsidiarity, 
decisions are delegated to the lowest possible level. This increased flexibility in the decision 



making process is compensated by strict reporting mechanisms, the clear definition of different 
levels of authority and the empowerment of each higher institution to take various ex-post 
measures against the lower level body which directly reports to it, if it is deemed necessary. Our 
recommendations recognize that shareholder rights are vulnerable in the current Ukrainian 
environment. Legal redress and illiquid financial markets do not afford the usual guarantees a 
Western investor can expect. This is why we have included a series of far reaching measures 
designed to give shareholders various options in case they feel management (or a controlling 
shareholder) is not acting in their best interest. 

Some of our recommendations are summarized below. The full text of the proposed charter is 
included in Annex A. Provisions specifically designed to emphasize shareholder rights appear in 
italics. Article numbers mentioned hereafter refer to the proposed Charter. 

The charter we recommend that all the FGCs adopt eventually has been reviewed for consistency 
with Ukrainian law by Ms. Svetlana Golikova, a Ukrainian lawyer. Ms. Golikova is the 
corporate lawyer who incorporated the Joint Stock Shipping Company Ukrrich Flot, the first 
large SOE to be sold to members of the public in Ukraine. The draft was then further reviewed 
by the international law firm Latham & Watkins and their Ukrainian counterpart Victor 
Kovalenko of the law firm Grischenko Paliashvili & Partners. Director Siaber of Centrenergo 
proposed some additional modifications and endorsed its flnal version. It has currently been 
approved by 11 out of 12 signatories at the Ministry of Energy. It has also inspired the drafting 
of the Charter submitted by the Founders of the future Energomarket Joint Stock Company. 

In general, all day to day decisions should belong to the Executive Board. the Supervisory 
Council should only interfere in a limited number of pre-defined situations. Shareholders 
should, in general, not be involved in this process. This is mainly because making 
decisions conditional upon shareholder approval, makes the process very cumbersome. 
Usually, Shareholders meet only once a year to appoint the Council members who in turn 
appoint the Executive Board members (both Centrenergo (Article 8.2.3.1. ) and 
Zaxhidenergo follow this pattern). That is how shareholders normally exercise control on 
the management of the company. The Supervisory Council is in turn allowed to remove 
the Executive Board members and is thereby made accountable for their performance. 
Under exceptional circumstances however, Shareholders must be able to interfere directly. 
Article 8.2.4. of Centrenergo' s Charter gives them the automatic rights to pre-approve 
decisions that could either "transform the nature of their investment or involve a 
substantial risk of abuse". A certain number of such decisions are listed as falling 
automatically into that category. A group of shareholders can also call an extraordinary 
meeting of shareholders if they feel that such a decision has or is about to be taken. 
Article 8.2.9 extends that right to individual Council Members and the Revision 
Commission. Adding items to the agenda of a meeting of shareholders (such as proposing 
a candidate to the Supervisory Council or to the position of Chairman of the Executive 
Board) is also a relatively simple procedure for any Shareholders. 



The decision to issue new shares belongs to the Shareholders (as prescribed by the 
Ukrainian law on Business Association). But within reasonable limits (113 of the statutory 
fund), the Shareholders should be able to delegate this function to the Executive Board 
(subject to Supervisory Council veto). This gives the Company the flexibility to take 
advantage with short notice of market conditions in order to raise private capital. In 
Russia, the first public share offerings in October 1994, were significantly hindered and 
delayed by the need to first hold shareholder meetings to authorize any sales. (see Article 
5.3.1. of Centrenergo Charter. This recommendation was also adopted by 
Zaxhidenergo . ) . 

The decision to declare and distribute dividends should belong to the Supervisory Council 
(Article 7. I.), but only if the company is solvent, as determined by internationally 
accepted accounting principles. 

The concept of "treasury shares" does not exist per se under Ukrainian law. 
Centrenergo's charter, Article 5.3. I., mentions them expressly and provides that they will 
have no voting rights as long as they are owned by the Company. The same is true for 
authorized but un-issued shares (Article 6.1 .). This prevents management from exercising 
in their favor voting rights of shares that appear to belong to no one, as has reportedly 
been the case sometimes in Russia. 

Shareholders should have ex-post participation rights to prevent dilution of ownership at 
less than market price and redemption rights in cases where a decision defined in the 
above mentioned Article 8.2.4. was approved by a majority of shareholders, but the 
individual shareholder dissented. This means that even where a majority of shareholders 
controls the assembly, minority shareholders always have the right to either exit their 
investment at a fair price or a guarantee to buy additional shares to maintain their 
proportional ownership, also at a fair price. (see Articles 4.2.9. and 8.2.5. of 
Centrenergo's charter). These are examples of shareholder rights that go beyond what is 
common in publicly quoted companies in the West. As mentioned earlier, these provisions 
are intended to compensate for other mechanisms usually available to investors but absent 
in Ukraine for the time being, such as a liquid financial market and a reliable judicial 
system. 

In principle, the sale and purchase of the shares of an open joint stock company should 
be unrestricted (see Article 4.3.8.) However, if the Company sells a quantity of shares 
sufficient to shift the control to a group of shareholders (or a single shareholder), then the 
other shareholders should pre-approve the sale. (Article 5.3.3. of Centrenergo Charter). 
Ukrainian securities laws do not otherwise yet provide for the public disclosure of the 
intention to accumulate (through secondary trading), a controlling portion of the shares 
of a public company. Article 5.3.3. is designed to prevent management from shifting 
shareholder control to avoid their annual review and protect their position. 



So called "Self Interested Transactions" (defined in Article 8.3.4.3. of the charter and 
also included in Zaxhidenergo's Charter) should be approved by non interested Council 
Members. This should make it difficult for high company officials to personally benefit 
from their position at the expense of the company and its shareholders without all parties 
involved knowing about it. 

Minority Shareholders should have the right to appoint Council Members yearly under 
a system of proportional representation (Article 8.3.2.5.). Members should be re-elected 
each year. The procedures for submitting Council Member candidates at each General 
Meeting of Shareholders should be simple and open to all concerned (Article 8.3.2.7.). 
This provision makes Council Members directly and annually accountable to the 
Shareholders. If the Shareholders are not happy with their performance, they can be 
removed, with or without cause. Executive Board members in turn are appointed by the 
Supervisory Council members. The Chairman of the Executive Board, in Centrenergo's 
charter is confi ied by the Shareholders for a period of three years. This is a concession 
to the tradeoff between yearly accountability and stability in the leadership of the 
company which the Director of Centrenergo felt was necessary (Article 8.2.3.1 .). Other 
Executive Directors are appointed and removed at the discretion of the Supervisory 
Council, subject to the suggestion of the Chairman of the Executive Board. 

Shareholders must have the right to access all "material information" (Article 8.3.4.2.) 
concerning the company. The Centrenergo Charter lists documents which the Company 
must make available to Shareholders. All copies are to be provided for no more than the 
actual cost of reproduction (Article 4.2.6 .). Members of the Supervisory Council should 
not have to rely exclusively on information prepared by the Executive Board to make 
their decisions. They should have the necessary power to conduct their own independent 
investigations. (Article 8.3.5.1 .). 

The charter has built in fiduciary duties of loyalty, care and attention for Supervisory 
Council Members (Article 8.3.4.6.) and Executive Board Members (Article 8.4.10). 
Under Ukrainian law, they are currently only responsible in case of gross negligence. 

The Charter provides for Standing Committees to be appointed at the Supervisory Council 
level. An annex gives an example of by-laws adopted by a large US utility, Pacificorp, 
for a Personnel and Remuneration Committee, a Finance Committee and an Audit 
Committee. We recommend also the formation of a Nomination Committee, an Executive 
Committee, a Coordination Committee and a Corporate Governance Committee. 

The actual text in Annex A contains many more practical recommendations. For instance the 
logistics of holding a shareholder meeting are described in great detail, specifying notice 
requirements, quorum rules, conditions for proxy voting, vote counting, etc. 



4. Lessons Learned and Concluding Statements 

Centrenergo is the only FGC to have endorsed most of our recommendation. At the time of 
writing, the Charter has not yet received all the approvals necessary for registration and it is not 
clear that it will be accepted without significant alterations. Zaxhidenergo has adopted a more 
traditional charter, but, encouragingly, did incorporate some of our recommendations into the 
text. Dniproenergo and Donbassenergo did not solicit our advice in the corporatization process. 

This qualified result suggests that some lessons can be learned to help future similar technical 
assistance projects achieve a higher rate of success. In particular, it seems that not enough time, 
resources and explicit attention, was devoted to ministry officials. Corporate Governance training 
and corporatization assistance in the current Scope of Work were all exclusively targeted at the 
newly appointed General Directors. They are the ones who will have to manage the companies 
according to new commercial principles. But the ministry officials remain, for the foreseeable 
future, the representatives of the State and sole owner of these entities. As such, their blessing 
to the introduction of Western style corporate governance principles, was essential. The Charter 
for Centrenergo may yet be rejected by the shareholders it is designed to protect, mainly because 
it looks so unfamiliar. As for Donbassenergo and Dniproenergo, their management were acting 
quite rationally, in the short term, when they refused to subject themselves to the straight jacket 
implied by strict accountability to shareholders. 

We therefore suggest that any future corporatization assistance in FSU countries target 
shareholders and founders more specifically. Management should not be overlooked, since their 
collaboration is essential for the implementation of the new system. But that work can come after 
the owners have endorsed the changes. 

As for the FGCs in Ukraine, technical assistance will be provided on an ongoing basis for the 
foreseeable future. The advisors should continue to explain to all concerned the benefits of 
adopting our recommendations. As long as the State remains the sole shareholder, amending the 
existing charters will be a formality and should be actively encouraged for Donbassenergo, 
Dniproenergo and Zaxhidenergo. Similar steps should be considered for the Local Electricity 
Supply companies. As soon as the privatization process begins, a formal special shareholder 
meeting will have to be convened and a 75 % majority must agree to the changes. If management 
and employees control a sufficient amount of shares, change will be unlikely to occur as vested 
interests will by then be deeply entrenched. This has been a pattern familiar in post-privatization 
Russia, where abuse of the rights of shareholders is sadly commonplace. 

Applying sound corporate governance will attract cheaper capital. In the Former Soviet Union, 
remarkably few large companies seem to understand how much of a first mover's advantage they 
would have by acknowledging this before the others. International investors are looking at 
Ukraine with a mixture of curiosity, growing interest and wariness. The FGCs are very large 
corporations and should eventually become prime investment targets. The adoption of a strong 
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corporate charter protecting minority shareholder rights should help to distinguish them from 
other former State Owned Enterprises. Given similar business prospects, investors interested in 
the energy sector in the Former Soviet Union, will prefer a company dedicated to guaranteeing 
shareholder rights. 

Ukraine's mass privatization program will probably lead to a significant dilution of ownership 
rights and the creation of many small investors. Individually, they cannot exercise much pressure 
on management. As a result, corporate governance enforcement will have to rely less on the 
direct monitoring of the boards and more on strict financial disclosure requirements. Small 
shareholders must have access to transparent and accurate financial statements so that they can 
easily make the decision to hold on to their investment or sell their shares. In the Ukraine, until 
capital markets become more liquid and sophisticated, in order to attract investors, it will be all 
the more important for the FGC's to make their financial statements transparent and ensure that 
all material information is released in a reliable and timely fashion. 

The managerial and accounting reforms we recommend will contribute to better management 
decisions and more credible relationships with the investment communities. In addition, the 
management of the FGCs should be given assistance on producing their first annual and quarterly 
financial statements for the public. 

The four generating companies have a pivotal role to play. They are leading the way in the 
reform of the Energy sector and of the economy of Ukraine in general. They are being closely 
watched by other company directors and will provide useful examples for the entire country in 
this difficult period of reform. Adopting sound corporate governance principles and setting new 
standards for corporate management will have an impact far broader than just at the individual 
level of these four companies. 
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I. FGC CORPORATIZATION PROCESS 

1. Legal Environment 

(i) Background 

On March 17, 1995, the President of Ukraine ordered the corporatization of four Fossil 
Generating power Companies (the "FGCs"), to be completed by August 4, 1995. In practice, by 
August 31, all FGCs had been legally incorporated into Joint Stock Companies by ministerial 
decree. Together they own 14 power plants with an aggregate capacity of almost 30,000 MWs, 
or about 60 % of current total Ukrainian electricity generating capacity. 

The creation of the FGCs is part of a comprehensive reform program, coordinated by the World 
Bank, which aims to introduce a competitive market environment for the generation and 
distribution of electricity in Ukraine. The old vertically integrated Energos are being dissolved 
and their assets and liabilities allocated amongst new commercial companies. 

The Presidential Decrees of March 17, 1 9 9 5 ~  (one for each future FGC) ordered that in the 
period prior to incorporation as Joint Stock Companies, the assets associated with power 
generation formerly belonging to the regional Energos, become part of one of four new "State 
Owned Enterprises" (SOEs) : Centrenergo, Donbassenergo, Dnirproenergo and Zaxhidenergo. 
An SOE is a legal structure inherited from the Soviet regime and has little in common with the 
modern limited liability corporation. An SOE is, however, a separate legal entity and served 
during the interim period of March to September 1995 as a first step in shifting decision making 
powers from the centralized ministry to independent corporations. 

All four newly formed SOEs are now "State Joint Stock Companies". These are hybrid "Joint 
Stock Companies" in which the State owns 75 % or more of the shares. In practice, and for the 
foreseeable future, the State owns 100 % of the shares. State Joint Stock Companies are subject 
to the Ukrainian law on Business Association dated October 1, 1991 which governs also all 
privately owned businesses. 

If or when the State sells more than 25 % of the issued shares, the Companies will become "Joint 
Stock Companies". They will be "open", which means that Shareholders will be free to dispose 
of their shares freely. The shares will probably be listed on the Stock Exchange of Ukraine. 
None of this will involve a change to their current legal status, governed by the Law on Business 
Association. There are therefore up to three identifiable stages in the legal formation of the 
FGCs : (i) Individual assets are grouped together to form an SOE. (ii) The SOE is transformed 

See for instance the "Plan for Donbassenergo", adopted by the Deputy Minister of 
Energy of Ukraine, Mr. Sheberstov on April 3, 1995 (annex C) 
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into a State Joint Stock Company. (iii) - optional - The State Joint Stock Company becomes a 
Private Joint Stock Company. Each step requires (or will be the opportunity to adopt) a new 
corporate charter. This study focuses on step (ii) the "corporatization" process that transforms 
an SOE into a State Joint Stock Company. The analysis did not focus on the initial charter 
governing SOEs because it differed so much from usual corporate governance standards and only 
covered the transition phase ending in September, 1995. 

Our recommendations for this corporatization process are based on the application of generally 
accepted corporate governance standards, a careful review of Ukrainian corporate law and the 
experience to date of neighboring countries. In addition, a study conducted recently in Russia by 
the World ~ a n k ~  and co-financed by USAID, offered useful recommendations for corporate 
governance in a similar environment to the one faced by Ukraine today. The analysis highlights 
the importance for corporate governance, of introducing self-enforcement mechanisms in 
countries characterized by rudimentary corporate laws, an absence of prior case history on which 
to base judgments, generally poor law enforcement and widespread corruption. 

(ii) The SPF Standard Charter 

The Ukrainian State Property Fund has prepared a standard corporate charter that all SOEs are 
supposed to use as a model in the Corporatization or Privatization process. A detailed critical 
evaluation of this document appears in Annex B, along with a copy of the model, used by 
Dniprogidroenergo one of the two hydro-electric generating companies formed in parallel with 
the four fossil fuel generating companies. 

The SPF standard charter contains several major deficiencies. It is not focused on protecting 
shareholder rights and too often gives management the benefit of the doubt in their decision 
making process. The two general comments are that the drafting is sloppy and imprecise (some 
provisions are not relevant, some are ambiguous, others are simply missing) and that the Charter 
lists rights and obligations already required under Ukrainian law. Many of these are archaic 
provisions inherited from the communist days. See Article 7 for a typical example. It specifies 
the various reserve funds and exact percentage of allocation to which net profit should be paid 
to. Decisions on how much should be reinvested in the company, how much distributed to 
shareholders, how much paid to the various social institutions owned by the company, etc., 
should best be left to managerial discretion. At the very least, they do not need to appear in the 
body of the Charter, since they are any way legal requirements under current Ukrainian law. The 
day the law is changed to give management more flexibility in their financial decisions, a General 
Meeting of Shareholders and a 75 % majority vote will be needed to amend the Charter. 

'Corporate Law from Scratch", by Bernard Black, Reinier Kraakman and Jonathan 
Hay - World Bank conference December 15, 1994 
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There are many more specific criticisms to this model document. For instance, the goal of the 
company is not focused on maximizing shareholder value, but, as a remnant of the Soviet system, 
on "meeting the requirements of the national economy.. . " . Article 3.1 I . ,  mentions that all staff 
remuneration must be based on the pay scale of civil servants. Another paragraph goes on to 
stipulate that a 1.5 % tax should be paid to the Government. The members of the Executive 
Board and of the Supervisory Council are both appointed and removed by the Shareholders. The 
Supervisory Council is supposed to "oversee the activities of the Executive Board" and the 
"Executive Board is responsible for day to day operations". Large transactions must be 
specifically approved by the Council. But since the Supervisory Council does not appoint the 
Executive Board members, it is not really accountable for their results. All the Council members 
are supposed to do is to monitor the performance of the Board and report their findings annually 
to the shareholders. If corporate governance is to be effective, it is important not only to define 
the rights and responsibilities of each level of corporate institutions, but also to give them the 
means to enforce their role. The Supervisory Council defined in the SPF model charter is no 
more than a paper tiger. 

Another criticism, is that management is not given much leeway in terms of increasing the share 
capital, as this is left to the exclusive competence of the Shareholders. The Ukrainian law on 
Business Association does not mention the concept of "authorized, but un-issued" shares. It does 
however allow an increase of up to 1/3 of the statutory capital to be decided by the directors (at 
the Supervisory Council or Executive Board level), as long as the Charter provides this right 
explicitly. 

The document is also deficient in its omissions. In its definition of shareholders, in Article 4, the 
Charter forgets to mention individuals who acquire shares through secondary trading. Minority 
shareholders have no guarantee of being represented at either the Council or Board level, since 
there are no provisions for any form of proportional representation (through cumulative voting 
for instance). Article 8 gives a long list of shareholder rights that are almost verbatim from the 
Law on Business Associations. Others imply shareholder intervention at a level of detail that is 
not reasonable. The General Meeting of shareholders is for instance required to adopt internal 
procedures and organizational charts, but omits to provide an automatic mechanism requiring 
shareholder intervention for strategic decisions that can alter the nature of their investment. 

There are no provisions detailing the logistics of holding the meetings. Notice requirements, 
quorum conditions, rules for proxy voting are never mentioned. The law is silent on most of 
these matters and, as has been seen in Russia, the SPF charter gives management the potential 
to hold secret or extremely inconvenient meetings, change the agenda at the last minute, trick 
uneducated shareholders into granting unlimited voting rights to the management, etc. 

There is no mention of how "self-interested transactions", between company officials and the 
company should be dealt with. Nor is the level of responsibility of directors to the company and 
its shareholders defined. Annex B lists in greater detail many more issues raised by the SPF 

page 14 



Standard Charter. 

In short, the possibilities for quite legally ignoring shareholder rights is huge. This means that 
economic efficiency of these large corporations may be undermined by unscrupulous managers. 
Price Waterhouse strongly recommended to the FGC General Directors that they not follow the 
SPF model and proposed an alternative document that would be credible for future private 
investors. 

2. Role and Importance of the Establishment ~ o a r d ~  

The purpose of the Establishment Board was to act on behalf of the owner or Founder (i. e . ,  the 
State) in the creation of the new Company. Its members were chosen by Minenergo from 
representatives of the Founder, the main banking institution servicing the enterprise, the 
appropriate state privatization body and the workers collective. The criteria for their selection 
should have been a clear understanding of their role as representatives of the interest of the State 
as sole owner and Founder and of the interests of future private shareholders. Price Waterhouse 
was not involved in their selection and was never a part of their deliberations. Their role is now 
all but over, since the corporatization process was completed in August 1995. 

The Establishment Board had two months to prepare for the Founder two important documents 
: (i) a valuation of the assets of the property based on book value, from which the starting capital 
is derived, and (ii) a draft company charter. Our analysis focuses exclusively on the draft charter. 
It is worth noting, however, that the method used to value the assets of the FGCs bears little 
relationship to the market values of the underlying business concerns. In terms of the drafting 
the Corporate Charter, it is important to recognize that the vested interests of the management 
are in theory different from those of the Founder, represented by the members of the 
Establishment Board. In particular, management may not be an active proponent of increased 
accountability of their own actions or of self-enforcement mechanisms designed to protect the 
interests of minority shareholders against larger shareholders, management or Directors. It seems 
in practice that the Establishment Board was little more than a rubber stamp committee. The draft 
charter was prepared by the management of the FGCs and the valuation performed by their 
accounting department. 

3. Role of the Executive Board and the Supervisory council5 

Ukrainian law provides for a two tier management system similar to the one existing in Germany. 
Day to day operations in theory remain at the executive level (the Executive Board) and broad 

3.1.1.3 - Criteria for Establishment Board Members 

3.1.1.1 - Specifications designed to recruit future members 
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supervision is conducted by outside directors (the Supervisory Council). 

After incorporation the Supervisory Council replaces the Establishment Board in representing the 
interests of the owners. Their official role is to monitor the activities of the Executive Board. The 
first Supervisory Council members may be chosen from the same pool as the members of the 
Establishment Board. These individuals are referred to hereafter as the Council Members. The 
Founder submits a list of candidates to the Ministry of Finance and Economics and to the State 
Property Fund a couple of weeks before final registration takes place. As far as we know, this 
process has not yet taken place. After the initial corporatization process, the role of the 
Supervisory Council is regulated by the Regulation on Supervisory Council adopted by the 
Cabinet of Ministers on July 19, 1993, the Law on Business Association of October 1, 1991 and 
the Charter of the Company. 

The Executive Board is composed of representatives from management and according to the Law 
on Business Association are responsible for the day to day operations of the Company. It is 
useful to bear in mind that Supervisory Councils are by no means mandatory under the Ukrainian 
legal system. A company may choose to have only an Executive Board. For instance, 
Dniproenergo FGC has already expressed a preference for this option. However, the general 
practice and State Property Fund model Charter seem to favor large corporations adopting a two 
tier management system. 

11. CORPORATE GOVERNANCE PRINCIPLES 

1. The purpose of Corporate Governance 

Ultimately, the goal of corporate governance is to maximize the value of the enterprise to its 
investors and therefore to reduce the cost of capital. Good corporate governance can achieve this 
goal by providing a smooth and predictable framework for operating the business. 

No system of corporate governance in the world is perfect. Successful industrial countries such 
as the USA, Germany, Japan, the UK and France each have their own typical style for 
organizing companies. Ukraine can usefully learn from all these models, but no one is clearly 
better than any other. This is because they have each resulted from an evolutionary process, very 
closely linked to each country's customs, culture, history and legal traditions. We hope that this 
study will help the reader to understand the tradeoffs linked to the formation of a large public 
corporation. Our recommendations are designed to achieve a specific result, the protection of 
shareholder rights, which in turn should lead to an efficiently managed corporation. There are 
many ways to achieve this result and the Charter we propose for the FGCs is but one example. 

There are, however, two universal criteria which must be met for a corporation to function 
effectively. The first is dynamism : a company must continually adapt in an ever more 
competitive environment. This means that management must be able to drive the business 
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forward without undue governmental and bureaucratic interference, fear of litigation, or fear of 
displacement. To ensure this flexibility of operations, we have applied the principle of 
subsidiarity in the proposed Charter, allowing each decision to be taken at the lowest possible 
level. 

The second is accountability : the greater the freedom of action allowed, the more important 
vigilant supervision becomes. Each institution within a company (shareholders meeting, 
Supervisory Council, Executive Board, Independent Auditors, etc.) has a precisely defined role 
and is responsible for performing a function. Success or failure can then be measured, sanctioned 
or rewarded against stated objectives. Accountability is meant to guarantee certain standards of 
competence and behavior. In case of crisis, the system must be able to take appropriate remedial 
action. 

What differs in each country is the balance of power vested in the Supervisory Council Members 
and Executive Directors (to use Ukrainian terminology - see section 3 (i) on definitions for 
equivalent words used in other countries). Each country also has its own approach for 
shareholder oversight of the Supervisory Council and Supervisory Council oversight of the 
Executive Board. For example, the Anglo-Saxon systems favor an open and more transparent and 
confrontational approach, under the leadership of a powerful CEO. While Germany and Japan 
prefer a collegiate two tier management system which favors a more informal and private system 
of decision making. 

In countries like Ukraine, it would be relatively more important to emphasize self-enforcement 
mechanisms, which reduce the need to rely on a fully developed legal system, a (non-existent) 
history of legal precedent, or reliable law enforcement. 

Each institution of a corporation needs to be analyzed separately, in order to understand its role 
and purpose within the corporate governance system. We have listed them individually and 
explored how they should interact with one another. Our recommendations on the drafting of the 
Corporate Charter are based on this analysis. 

2. Shareholders 

(i) Role of Shareholders 

The shareholders' meeting is always the highest decision-making body in any corporation. The 
shareholders are the owners and it is to them and their designated representatives that Council 
Members, Executive Directors, employees and outside consultants ultimately report. In the 
private sector, the owners (whether they are proprietors, institutional investors or a large and 
anonymous pool of private shareholders) usually set, as a clear priority : to maximize the return 
on investment, within a certain level of risk. For publicly traded companies, market forces ensure 
that only those companies that achieve this objective will get access to needed capital. 
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In extreme cases, when corporate assets are not put to the most efficient use, the corporation may 
be subject to a hostile take over. Share prices act like an approval rating. Shareholders who are 
unhappy with the performance of the company or the management may exercise their primary 
right to exit their investment by selling their shares. Eventually, this causes downward pressure 
on the share price. If management does not modify its performance, share prices may become 
cheap enough for an outsider to decide to buy a majority stake in the company, and launch a 
hostile takeover bid. The new majority owner would then be in a position to force a change of 
Directors and officers and alter major corporate policy. Managers know, therefore, that to keep 
their jobs, they must please their shareholders. Share price movements can have an even more 
direct impact on management behavior when their compensation is linked in some way to the 
financial performance of the company or to stock prices. 

The effectiveness of this mechanism in influencing management behavior in favor of 
shareholder's interests depends on the existence of a reasonably efficient and liquid capital 
market. Ukraine is not yet at this stage in its reform process. But the principle remains valid and 
may start having an effect as soon as a significant proportion of the shares are no longer in the 
hands of the State. 

In other countries, such as Germany and Japan where capital markets have historically not been 
as developed as in Anglo-Saxon countries, investors have mitigated their investment risk by 
monitoring management more closely and by having more representatives on the Boards of 
Directors. A disadvantage with this approach is that monitoring management is expensive and 
time consuming. This level of effort can usually only be justified by large institutional investors. 
Ukraine's mass privatization program will probably lead to a significant dilution of ownership 
rights, with many small investors who individually are not able to bear such costs. In the United 
States, where historically there have also been many small investors, the system has adapted by 
insisting on more stringent financial disclosure rules than Germany, for instance. With such strict 
reporting requirements, the financial results of company operations are much more transparent. 
Small investors therefore find the cost of monitoring management less prohibitive and find it 
easier to exercise their right of exit (ie the right to dispose of their shares). In the Ukraine, until 
capital markets become more liquid and sophisticated, in order to attract investors, it will be all 
the more important for the FGC's to make their financial statements transparent and ensure that 
all material information is released in a reliable and timely fashion. 

(ii) The State as a Shareholder 

When the State is the only shareholder (or holds a controlling stake) the message from owners 
to Managers may be less straightforward. The State holds assets for two different kinds of 
reasons: (1) as a tool to carry out specific government policies or (2) and more simply, as a 
privileged source of funds. Where public utilities are concerned, the argument in favor of State 
ownership has often been made. The logic seems compelling. The services provided by public 
utilities are unique, and close substitutes are generally not available. They are natural 
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monopolies; operating most effectively when they are the only seller in the marketplace, they 
avoid an unnecessary and wasteful duplication of facilities. To prevent monopolistic pricing and 
to guarantee equal access to all potential customers, State ownership and control seems to be an 
easy solution. 

Historically, many public utilities tended to be owned by the State in most of the world. This 
logic has recently been challenged in countries such as the United Kingdom, Australia, Chile and 
Argentina. Most economists agree today that utilities are not always the natural monopolies they 
appeared to be; that even if they are, State ownership may not be the best way to prevent 
monopolistic pricing; that on the contrary, consumers may be better served by privately owned, 
competing service providers, closely monitored by an independent regulatory body. 

The Ukrainian Power Restructuring Program is setting up a framework for private ownership. 
Initially, the State will be the only shareholder of the FGCs, but the intention is to attract private 
investors in order to finance future capital investments, including urgently needed rehabilitation 
of existing facilities. The message to future FGC Managers should therefore be unambiguous : 
maximize the company's profitability, within the prevailing legislative and regulatory framework. 
It is only by giving Managers a clear mandate to operate their company under purely commercial 
principles that it will be possible to measure their performance objectively and hold them 
accountable for the results. 

This will not be easy. There are many interest groups that will try to influence the resolve of the 
State as owner of the FGCs. These groups include the employees, who may loose their job 
security and subsidized social programs; the neighboring communities, who may suffer from 
pollution resulting from lower than present environmental standards caused by stricter concern 
with cost; and the consumers, who want a reliable supply of energy at a reasonable price. This 
last group is particularly likely to jeopardize the government's resolve to let market forces dictate 
operations in the electricity industry. Ukrainian consumers (industrial and private) have never 
paid for their electricity at its true cost of supply. Liberalizing prices is likely to cause much 
hardship to members of the population who can least afford it. All these stakeholders have 
interests that conflict with those of other groups and even more so with those of any private 
owner. 

The State, though, is a special kind of owner and the government has a duty as a responsible and 
accountable political body to address the concerns of all these constituents. There are two 
reasons, however, why the State should not attempt to solve these issues through its control of 
the management of the FGCs. Instead, where necessary, the State should use its broader 
executive powers. 

First, it would be impossible to require the newly appointed Directors to maximize the 
profitability of the FGCs, minimize social unrest, address environmental issues and reduce prices. 
These objectives are contradictory and sometimes mutually exclusive and it would become 
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impossible to measure the success of a management team based on such criteria. Second and 
perhaps most importantly, the ultimate purpose of all these reforms is to optimize the cost of 
capital and the allocation of resources in the economy. Eventually, when this is achieved, it will 
be in the best interest of all the constituents and stakeholders the State is responsible for. 

By using its executive powers however, the government should attempt in the short term to 
manage the transition of the economy as smoothly as possible and provide social safety nets to 
its more vulnerable constituents. How this should be done, is beyond the scope of this analysis 
and although we do not wish to minimize the issues at stake, our only point is that they should 
not be addressed by influencing the decisions of the Executive Directors and Council Members. 
Rather, the companies should strive to maximize profits subject to legislative and regulatory 
constraints, imposed by the State, including for instance : environmental laws; labor laws; 
consumer laws; anti-monopoly regulations and tax laws. 

(iii) Rights of Shareholders 

Shareholders have a number of rights with which they can exercise control over FGC 
management. These include : 

The right to vote : Shareholders can participate annually at the general meeting and vote in 
particular on the composition of the Supervisory Council and Executive Board (unless 
Shareholders delegate this function to the Supervisory Council as recommended in our draft 
Charter. See Section 111.3 .iii, below, on Council Members). 
The right to fair and eaual treatment of shares of the same class : one share = one vote. 
(Preferential shares may have no voting powers). 
The right to sell or transfer shares : Shareholders can sell or transfer their stock without prior 
approval or unreasonable cost and procedures, if they are not satisfied with the return on their 
investment. In a market economy, this drives the price of the shares down and increases 
companies' cost of financing (i.e. cost of capital). Inversely of course, a successful company will 
see its share price increase and find raising new equity a cheaper way to finance future growth. 
The right to dividends : Shareholders are entitled to receive dividends. 
The right to information : Shareholders are entitled to obtain all relevant information concerning 
the enterprise in a timely and regular basis. 
The right to sue : In the US for instance, Shareholders have the right to sue their Council 
Members and Executive Directors (to use Ukrainian terminology) to enforce loyalty and 
adherence to the Company Charter, if for instance they think corporate assets are being wasted 
or if they suspect management wrong doing. They may sue on behalf of all the other 
shareholders in a class action suit or on behalf of the corporation in a derivative suit. Ukraine 
will probably have to develop the legislative framework for such actions in the near future. 
The right to limit liability to the initial investment : A Shareholder is not personally responsible 
for the liabilities of the Company he/she has invested in. The most a creditor can lay claim to 
is the value of the Company's net equity. The personal property of shareholders cannot be 
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included. This limits the amount of money an investor may lose (the downside potential). The 
amount of money an investor may gain because the value of his or her shares has increased (the 
upside potential) is, however, unlimited. 
The right to residual ownership of the corporation in case of liauidation : Shareholders are 
entitled to the proceeds resulting from liquidation of a company after all obligations have been 
met. 
The right to amend the Charter : Shareholders can vote on important matters such as capital 
increases, changes of goal, liquidation, acquisitions and any other issue that may alter the nature 
of their initial investment. 

3.  Directors : Members of the Supervisory Council and the Executive Board 

(i) Definition 

The use of the word "Director" may be ambiguous. In its broad definition, in the U.S., it may 
loosely refer to any Member of the Board of Directors, composed of a mixture of Executive 
Directors (or Managing Directors) and Non-Executive Directors (or non-Managing Directors). 
In Ukraine, the equivalent broad definition would refer to both Members of the Executive Board 
and of the Supervisory Council. 

In order to avoid confusion, the word "Director" has in general not been used alone, especially 
in reference to the Ukrainian system. When referring to the US system, a Director is a member 
of the Board of Directors and may be an Executive or a Non-Executive Director. When referring 
to the Ukrainian system, we call members of the Supervisory Council, "Council Members" and 
members of the Executive Board, "Executive Directors". This terminology is consistently used 
in the Charter in Annex A. In Ukraine, the Law on Business Association, Article 46, specifies 
that Members of the Supervisory Council may not also be Members of the Executive Board. A 
"Director" in Ukraine is therefore either a member of the Supervisory Council or of the 
Executive Board and one should specify which. The word "President" or "General Director" are 
used interchangeably to refer to the person appointed by the Presidential Decree of March 17 
1995, to head each of the four FGCs and become the Chairman of the Executive Board. 

(ii) Respective Role of Council Members and Executive Directors 

The Law on Business Association (Article 46) simply states that the Supervisory Council is 
responsible for "controlling the activities of the Executive Board" and that it may be delegated 
functions which the law mentions to be of the competence of the general shareholder meeting. 
Article 47 goes on to mention that the Executive Board "decides all matters relating to the 
activity of the company, except those that are specifically reserved to the meeting of shareholders 
or the Supervisory Council. " 

This is a typical pattern of governance where the Executive Directors leads the action, and the 
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Council Members supervise and monitor. Although the responsibilities appear to be clearly 
delineated by law, in practice, many details need to be spelled out more clearly in the Company 
Charter. 

The relationship between Executive Directors and Council Members should not be conflictual but 
collaborative. Although tensions can arise from time to time, it is intended that the proposed 
model will permit management to function in a consensual environment. Oversight through 
Standing Committees (see paragraph viii of this section) as well as full Supervisory Council 
meetings must be allowed to be performed with independent judgment, but also with the 
recognition that the Executive Board has the primary responsibility for initiating and 
implementing the corporation's objectives and policies. A literal interpretation of Article 46 
should be avoided. The law says that the Supervisory Council "controls" the Executive Board. 
The idea is not that Council Members should be the policemen monitoring the Executive 
Directors on behalf of the Shareholders. In fact, if that were their function, then the law does 
not give them enough powers to enforce it meaningfully. 

Instead, the purpose of having a two tier management system (as in Ukraine : Council Members 
and Executive Directors), or the two types of Executive and non-Executive Directors of a one 
tier management system (as in the U.S.), is to provide an appropriate decision-making process. 
The goal is to avoid errors in corporate strategy as much as possible and, where errors do occur, 
to correct them quickly. The focus should therefore be on the respective roles of the Executive 
Board and Supervisory Council as defined by the internal procedures of the company. 

Some large corporations in the United States have been leading the way in using their non- 
Executive Directors as an invaluable resource and provide interesting examples of how corporate 
attitudes can be influenced in a constructive fashion. The key to their philosophy is to increase 
debates, communication and sharing of information and encourage decisions based on broad 
consensus. Useful examples include General Motors, Home Depot, Lockheed, IBM, 
Westinghouse and Time Warner. 

(iii) Role of non-Executive Directors 

Most large corporations in the world have non-Executive Directors. The primary reason has been 
mentioned earlier. Shareholders rely on them to monitor what the Executive Directors are doing 
and to ensure that their interests are protected. Their independence and non involvement in day 
to day operations is supposed to guarantee a certain level of objectivity. A minimum (but not 
sufficient) role of a non-Executive Director is to provide ex-post control and monitor the past 
performance of the company. If the Executive Directors are incompetent or dishonest, they 
should not be able to continue undetected for any significant period of time. We recommend that 
the Council Members should appoint the members of the Executive Board and be allowed to 
remove them if their performance is unsatisfactory. The Law on Business Association formerly 
gives this responsibility to the Meeting of Shareholders, but also adds that the Shareholders may 
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choose to delegate any of their rights to the Supervisory Council. We believe this solution is 
better, because if things go wrong the Supervisory Council should be clearly responsible for 
replacing management and acknowledging that the Council Members may have failed in their task 
of monitoring the performance of the Company and its Executive Directors and preventing errors 
from being committed. The Council Members should not be given the excuse to say that the 
Shareholders chose the Executive Directors and got what they deserved. 

A second reason for having non-Executive Directors is that some decisions have a serious 
potential to see a divergence of interests between Executive Directors and Shareholders. Some 
clear examples include the selection of key senior company officials, the level of remuneration 
of the Executive Directors and the audit of the internal procedures. In the US, Members of the 
Board of Directors organize themselves into "Standing Committees", responsible for various 
specific tasks. The Selection Committee, the Remuneration Committee and the Audit Committee 
are all examples of traditional groups formed exclusively of non-Executive Directors, in order 
precisely to avoid any possible conflict of interest and ensure objectivity of the decisions. An 
Executive Committee is usually made up of both Executive and non-Executive Directors in order 
to share information and together review strategic decisions and corporate policy. Sub-section 
(viii) deals with Standing Committees specifically. 

(iv) Internal Corporate Guidelines for non-Executive Directors 

The minimal and traditional role for non-Executive Directors described above, ignores the much 
greater potential they have to participate in the governance of a corporation. Having a group of 
experienced independent professionals at their disposal should help Executive Directors develop 
strategy and make better decisions, not just ensure that past failures are made public. The large 
US corporations that make the most of their non-Executive Directors do so by actively involving 
them in the decision making process. We recommend that the FGCs also organize their internal 
rules to ensure that the relationship between the Members of the Executive Board and the 
Supervisory Council is one of constructive cooperation, not confrontation. The following 
paragraphs were written with Supervisory Council Members in mind. But the paragraphs on 
selection criteria, debate and compensation apply also to Executive Directors. It is assumed that 
Executive Directors work full time for their companies and that the paragraph on time is 
therefore irrelevant and that they have unrestricted access to company information. 

a) Selection Criteria 
The first rule should be that Council Members be chosen for their expertise and broad 
business perspective. They can only contribute positively to the decision making process 
if they are considered experts in their field and their opinion is widely respected. Areas 
of expertise could include finance, law, engineering, experience in international utility 
deregulation, Western management or marketing techniques, etc. Specialists should be 
considered for Membership of the Supervisory Council to optimize the quality of the 
debates. Together, the Council Members should represent a broad and deep pool of 
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knowledge and experience that can help the company and the Executive Directors make 
the right decisions. 

b) Encourage Debate 
The internal procedures governing activities of the Supervisory Council should be 
designed to encourage debate. Some companies in the US do not elect a chairman for the 
meeting, but for each proposal that comes to the attention of the board, a Council 
Member is specifically appointed to lead a constructive debate and critique the proposal. 
That way criticism is not only accepted; it becomes institutionalized and expected. All 
strategic decisions and important corporate policies are exposed to the same stringent 
process. Just like politics at the national level, the process ensures that decisions are open 
and transparent and that they have been constructively debated. An internal policy should 
also ensure that large shareholders, Council Members and Executive Directors meet 
regularly, either informally or formally to exchange information and develop consensus 
on current issues, particularly with respect to capital markets and to propose candidates 
for nomination to the Executive Board or Supervisory Council. In the long term, such 
rules encourage stability and reduce the likelihood of convulsive and contentious change. 

c) Access to Information 
If Council Members are to contribute meaningfully to the decision making process, they 
must have unrestricted access to information on the corporation. This means that they 
should not have to rely solely on prepared packages from the Executive Directors before 
starting a Council meeting. Such packages are of course necessary and must be 
encouraged. But Council Members also should be empowered to make their own 
investigation and obtain independent professional council if necessary. For instance, they 
should be free to request information from any employee. In order to foster the formation 
of independent opinion, Council Members should also be required to visit each of the 
FGC's power plants and other significant business units, at least once a year, and 
interview first hand employees and Managers. 

d) Time 
In order to be effective, Council Members must devote time to their Company. Non- 
executive Directors are not supposed to be full time employees. But the idea that a 
director's obligation is fulfilled by only attending four board meetings a year for a few 
hours each, followed by a good meal should be abolished from modern corporate 
governance. For companies of the size and complexity of the future FGCs, a minimum 
of 10 full board meetings a year and numerous committees and partial meetings should 
be expected. 

e) Compensation 
Finally, the company must compensate their Council Members adequately. That is the 
only way that the shareholders are going to ensure that they get quality service from their 
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Council Members. Aligning the interests of the Council Members with that of the 
shareholders is fairly straight forward. Compensation packages have been developed in 
the West to help non-Executive Directors take a longer term view of the company and 
worry less about their immediate job security. They should be given company shares and 
options to purchase more on favorable terms if the company achieves certain financial 
goals or the share price reaches a certain level. The Council Members should feel that 
their reputation and their income are linked to the fate of their company. They should 
believe that their own personal fortunes hinge on their ability to create value through their 
services. Future research on incentive compensation schemes for both non-Executive and 
Executive Directors as well as other senior staff of the FGCs needs to be conducted. 

(v) Other influencing factors 

There are some other factors which influence Council Members' and Executive Directors' 
behavior and which shareholders should keep in mind in terms of corporate governance : 

Fear of losing their iob : shareholders vote on the composition of the Supervisory Council and 
(indirectly) the Executive Board. 
Fear of lawsuit : Council Members and Executive Directors are bound to follow the governing 
laws and respect their fiduciary duties to the shareholders and the corporation. 
Fear of governmental intervention : arbitrary action by the State may impact business decisions. 
Fear of competition : the prosperity of the enterprise and the success of Executive and non- 
Executive Directors depend on how well they do relative to their competitors. The discipline of 
the market is the strongest motivator to ensure that Directors are always doing their best for the 
corporation and its owners. 
Fear of adverse publicity in the media : this may prompt self-restraint above and beyond strict 
legal requirements. 
Fear of labor unrest : again, this may explain conservative decisions which go beyond legal 
obligations. 
Cultural norms : each country has its own particularities and expected standards of conduct. 

(vi) Fiduciary Responsibilities of Council Members and Executive ~ i r e c t o r s ~  

Under the proposed Ukrainian system both Council Members and Executive Directors should 
have the same stringent standards of conduct applied to them. They include a duty of loyalty, 
care and attention to the company and the shareholders. The Courts may, however, with time, 
establish different standards of responsibility for Members of the Executive Board and the 
Supervisory Council. In this sub-section on fiduciary responsibility, the term Director is used 
broadly and refers to both Council Members and Executive Directors. 

3.1.1.1.5. second point : Fiduciary Duties of Directors 
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a) Duty of loyalty 
While performing their function (which is to promote the interest of the owners and the 
corporation), the Directors have a duty of loyalty and of care. The duty of loyalty of a 
Director means that the interest of the corporation and its shareholders must always 
prevail over his own individual interest. This implies that he may not personally gain 
from his position and must abstain from voting and from quorum calculation requirements 
in any board decision which may concern him personally. Specifically, any conflict of 
interest should be fully disclosed to other board Members. While considering a transaction 
on behalf of the corporation, which would personally benefit one of its Directors, the 
voting Members also have a duty of fairness : the proposed transaction must be at least 
as favorable as one available from other sources. The duty of loyalty also means that any 
business opportunity coming to a Director's attention by virtue of his position must first 
be reported to the corporation. Finally, all information that a Director may obtain while 
performing his functions must be presumed confidential. 

b) Duty of care and attention 
The duty of care implies a certain standard of conduct. A Director must always act in 
good faith and in a manner he reasonably believes to be in the best interests of the 
corporation. He must perform his duties with such care "as an ordinarily prudentperson 
in a like position would use under similar circumstances". The exact meaning of these 
words has evolved over time in the United States and Western Europe. The standards 
expected of Directors have increased, and it will take time for the courts of this country 
to define where Ukrainian Directors stand. In the US, courts apply the "business 
judgment rule", which is designed to let Directors run businesses without having to worry 
about shareholders with the benefit of hindsight suing them for mistakes. Judges recognize 
that making a profit invariably implies evaluating risks and that decisions may later prove 
to be erroneous. Directors are therefore not expected ever to make mistakes, but to have 
a reasonable basis for believing that the action authorized was lawful and legitimate. 

With the duty of care, comes the duty of attention. A Director has a duty to participate 
actively in the oversight of the company activities. This implies for instance regular 
attendance to meetings, the review of information and documentation sufficient for him 
to make informed judgements. If a Director feels that he has not been given enough time 
to form an opinion or that he has not gotten sufficient information, it is his duty to request 
that the decision be delayed. If the board decides to ignore his request, the dissenting 
Director should have his objection recorded in the minutes of the meeting, abstain from 
voting and depending on the seriousness of the circumstances, consider resigning. Relying 
on prepared information does not violate the duty of attention, as long as the Director 
reasonably believes the person presenting the information to be reliable and competent. 
If the Director has knowledge that causes this reliance to be unwarranted, he would no 
longer be considered to be acting in good faith. 

page 26 



c) Fiduciary Duties in Practice 
Fiduciary duties serve a very important role in corporate governance for US and UK 
companies by defining certain expected standards of conduct. These standards have been 
set after hundreds of years of judicial interpretation. The reality is that in countries such 
as Ukraine, judicial interpretation is unavailable and there is no shared cultural 
understanding to take its place. The result is that defining fiduciary duties will be of little 
practical help to protect shareholders in the short term. They do nevertheless serve a 
useful purpose today in defining expected standards of behavior for Council Members and 
Executive Directors and in inculcating a culture of duty to shareholders. 

But it is more realistic in the short term to rely on so called "bright line rules", rather 
than broad standards, to define proper and improper behavior for Council Members and 
Executive Directors. This has been done extensively in the proposed Corporate Charter. 
We require non-interested Council Members to approve many decisions in order to 
protect minority shareholders from potential opportunistic exploitation of the com any's 
resources by Executive Directors, Council Members or controlling shareholdersP. The 
idea is that shareholders, sometimes with a qualified majority vote, and/or the Council 
Members, should monitor important decisions (precisely defined in the Charter) to check 
that they do potentially increase the value of the company and are not simply designed 
to transfer wealth from the company to interested parties. The annotated version of our 
proposed charter is enclosed in Annex A, highlights these self-enforcement provisions and 
bright line rules (relevant paragraphs appear in italics). 

(vii) Selection Criteria and Terms of office8 

We have already mentioned that Council Members should be primarily chosen because of their 
general business perspective and technical expertise and ability to contribute constructively to 
corporate decisions. They should also have a sufficient amount of time to devote to the affairs 
of the company. This implies that they should not cumulate too many other Directorships and 
other full or part time occupations. In general, an effective Director should combine strength of 
character, integrity, an inquiring and independent mind, practical wisdom and mature judgment. 

One of our principle recommendations is that Council Members be elected each year by the 
General Meeting of Shareholders, for one year, on the basis of a cumulative vote. The principle 
of cumulative voting is particularly important to protect minority shareholders, as it provides 
some element of proportional representation which does not exist if each vote is distributed 

See for instance Article 8.3.4.4. of the PW proposed draft Corporate Charter on pre- 
approval of any "self-interested" transactions. 

3.1.1.1.1. sixth and seventh point : Recommended length of term of board Members 
and conditions of removal 
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amongst as many candidates as there are positions to be filled. Instead each vote is in effect 
multiplied by the number of future Council Members and the shareholder can use the total 
number of votes on as many candidates as he likes. This way, minority shareholders may, 
without controlling 50 % of the company ensure that they are represented at the Supervisory 
Board, by using all their votes for instance on a single candidate. 

Another important recommendation is that the shareholders be allowed to remove the entire 
Council without cause, or individual Council Members with cause. Cause for removing individual 
Council Members should be interpreted restrictively as it could otherwise potentially nullify the 
effect of cumulative voting by allowing a majority shareholder to remove a Council Member 
elected by a minority shareholder. But clear causes for individual removal include physical 
incapacity (certified medically), death, personal bankruptcy, resignation and conflict of interest. 
Some companies limit the maximum age a Council Member may reach before he must retire (70 
seems to be the norm). 

As far as the Executive Board is concerned, the proposed charter recommends that the 
Supervisory Council (through the Nomination Committee - see sub-section (viii) on Standing 
Committees) appoint members of the Executive Board for longer periods than the members of 
the Supervisory Council. Three years appears to be an acceptable compromise between 
accountability and the need for stability in the leadership of the company and long term planning 
needs. A system of rotation of terms of office would further ensure stability : one third of the 
board is initially elected for one year, one third for two years and only one third for the full three 
year period; thereafter, each year, one third of the board is appointed for three years. This does 
not mean however that the Supervisory Council cannot terminate the employment of any member 
of the Executive Board at any time with or without due cause. A severance arrangement can be 
contractually arranged in advance which would provide to compensate any senior executive 
removed before the expiry of his term of office. Such compensation would not be paid in case 
of willful and continued failure of an executive to devote his full business time and efforts to the 
business affairs of the Company or if he has been grossly negligent in the conduct of his 
corporate duties. 

(viii) Role of Standing committeesg 

The need for Standing Committees : 

Standing Committees were mentioned briefly above. It is common practice in the West, for 
Boards of large companies to divide themselves into specialist committees that report to the full 
board in order to perform certain tasks. This enables individual Directors to specialize and 

3.1.1.1.1. third and fifth points : Definition of Standing Committees and proposed 
operational rules and procedures 
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contribute to the firm some of their specific strength and expertise. The roles, responsibilities and 
internal procedures of each Standing Committee are defined in the Company's by-Laws, adopted 
by the Shareholders' Meeting with a simple majority. 

Different t y ~ e s  of Standing Committees 

We specifically recommend that the FGC Supervisory Councils form the following Committees. 

a) Nomination Committee 
The Nomination Committee identifies candidates for senior management positions. The 
Ukrainian Law on Business Association mentions that Members of the Executive Board, 
the company's most senior Managers, should be elected by the General Meeting of 
Shareholders (Article 41 (d)). This is unfortunate, because it shifts responsibility for 
choosing the right Executive Directors from the Supervisory Council back to the 
Shareholders. If the Executive Directors do a bad job, the Supervisory Council cannot be 
directly blamed. Article 46, second paragraph does add however that the General Meeting 
of Shareholders may chose to delegate to the Supervisory Council some specific functions 
that are of their competence. Therefore, it is possible for the Charter to specify that the 
Supervisory Council shall be responsible for electing the Executive Board Members. This 
is one of our recommendations. It makes the Council Members directly accountable for 
their choice of Executive Directors. That does not mean to say that Shareholders and 
existing Executive Directors should not be able to give their input to these important 
decisions. Submission of alternative candidates for nomination should in fact be actively 
encouraged in the same spirit of collaborative decision making discussed above. The 
eventual appointments, should be made by the full Supervisory Council, with a simple 
majority vote. The Chairman of the Executive Board should continue to be confirmed at 
the annual shareholder's meeting. The Nomination Committee should propose one 
candidate. Shareholders should have an easy procedure by which they can add alternative 
candidates to the agenda of the Annual Meeting of Shareholders. 

In between Annual Meetings of Shareholders the Nomination Committee should also 
propose to the full board, interim Directors to the Supervisory Council in case of vacancy 
of one of the directorships. 

b) Personnel and Remuneration Committee 
The Personnel and Remuneration Committee is responsible for analyzing remuneration 
levels for the Executive Directors and other senior company officials and generally the 
pay policy of the firm. Special incentive compensation schemes can be developed and 
proposed. Final decisions should also be taken by the full Council, with a simple majority 
vote. Remuneration of the Supervisory Council members should remain the sole 
prerogative of the Annual Meeting of Shareholders. The Personnel and Remuneration 
Committee should however be allowed to submit recommendations and studies to the 
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shareholders. 

c) Executive Committee 
The Executive Committee is usually given most of the powers of the full Council and is 
convened when the Supervisory Council is not in session or if it is not practical to 
convene the full board. Sometimes decisions must either be taken in a hurry or have 
already been agreed in principle on a previous meeting of the Council Members and only 
the implementation needs to be approved. Some companies make more use of their 
Executive Committee than others : some meet very exceptionally; others use them on a 
regular basis as operational and planning committees. 

d) The Audit Committee 
The Audit Committee (sometimes called the "Audit and Compliance Committee") fulfills 
a very important function. All companies should perform two kinds of audits, internal and 
external. The internal audit committee's main purpose is to provide shareholders some 
reassurance about the effectiveness and integrity of the systems of financial control and 
information. It is a means of providing both internal and external auditors with a 
privileged and private forum in which to express doubts and concerns even (and perhaps 
especially) about Company procedures or top management; and a way of getting the 
Council Members closer to the business. The internal audit department reports directly 
to the audit committee (and not to the Executive Directors in order to avoid conflicts of 
interest and to preserve independence of judgment) and monitors whether Company 
policies and procedures are complied with, assets are safeguarded, and transactions are 
executed in accordance with appropriate corporate authorization and recorded in a manner 
which permits management to meet its responsibilities for the preparation of financial 
statements. 

An internal audit function very similar to that conducted in Western style businesses is 
common practice in large State Owned Enterprises of the Former Soviet Union. The audit 
committee of the future FGCs, should be formed by at least four non-Executive Directors 
from the Supervisory Council. Since 1978, it has been one of the conditions for listing 
under the New York Stock Exchange that four "independent" Directors of the Board 
(broadly defined as not being employees of the company) form an internal audit 
committee. The selection criteria of the audit committee Members is primarily an 
inquiring attitude, objectivity, judgement and a sound understanding of the company's 
business. Audit committee Members do not necessarily need to possess special financial 
reporting expertise. However, a financial background on the part of at least one Member 
is probably helpful. An audit committee charter should be written, defining clearly the 
committee's responsibilities. In general the terms of reference include at least the 
following : 

Recommending the independent auditors; 
Reviewing the scope of the external audit; 
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Reviewing the results of the external audit with the auditors; 
Reviewing the results of the internal audit with the internal 
auditors; 
Reviewing the adequacy of the companies' accounting policies, 
practices, and systems of controls; 
Reviewing the adequacy of the internal audit. 

The head of internal audit department has the responsibility to examine and evaluate the 
adequacy and effectiveness or the organization's system of internal control and the quality 
of performance in carrying out assigned responsibilities. This person reports to the 
internal audit committee. The audit committee should be satisfied with the scope and 
performance of the work done by the internal audit department. The head of the internal 
audit department should have direct and unrestricted access to the audit committee on a 
regular basis and should meet privately with the audit committee at least annually. The 
audit committee should review the appointment or dismissal of the head of the internal 
audit department. The purpose, authority and responsibility of the internal audit 
department should be defined in a formal charter, which should be reviewed by the audit 
committee. As soon as these individuals have been identified, future help in drafting this 
document shall be provided. 

e) Coordination Committee 
A fifth Coordination Committee could be envisioned given the two tier management 
system proposed under the Ukrainian system, to provide a formal link between the 
Supervisory Council and the Executive Board. Its Members would come equally from 
both boards and their role would be to ensure that information flows freely between 
management and shareholder representatives. 

f) Other Committees 
Other Committees can be imagined for specific purposes. A Committee on Corporate 
Governance, designed to concentrate on good corporate governance practices for the 
Company is a good idea in the initial years of corporatization, until all players become 
more familiar with the concepts. A Corporate Governance Committee (or if it does not 
exist, the Nomination Committee) could also make recommendations to the full board 
regarding the memberships and functions of the Standing Committees and their structure. 
Monitoring possible conflicts of interest and reviewing the outside activities of Executive 
Directors and Council Members will also probably be necessary. Some companies in the 
West also have a "Pricing and Finance Committees" that deal with all matters relating to 
the raising of capital and issuing of new securities. 

(ix) Standing Committees Operational Rules and Procedures 

Examples of Operational Rules and Procedures adopted by the Board of Directors of Pacificorp 
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for their standard committees are included in Annex E. Pacificorp is the third largest electric 
utility in the West of the United States. An example of the by-law providing for the creation of 
the standing committees is also presented in Annex E. 

4. Independent Auditor 

By definition, internal audits lack independence and all companies whose shares are publicly 
traded in the West require that their financial statements be audited independently. One of the 
conditions of operation of the license issued to future FGC's currently envisages that they must 
conduct their business operations in accordance with internationally accepted accounting practices 
and any other guidelines specified by the National Electricity Regulatory Commission. This is 
necessary, not only to attract future outside investors or creditors, but also to ensure the success 
of the electricity bidding rules designed to guarantee a fair and competitive environment for the 
supply of electricity. 

An Independent Audit is a series of procedures followed by an experienced independent, 
professional accountant, to test, on a selective basis, transactions and internal controls in effect, 
all with a view to forming an opinion on the fairness of the presentation of the financial 
statements for a specified period. The responsibility of the independent auditor is to design the 
audit to provide reasonable (but not absolute) assurance of detecting errors and irregularities that 
are material to the financial statements. The independent accountant's resulting opinion on the 
financial statements is expressed in the audit report. As part of the audit, the independent 
accountant reads the company's entire annual report, but is not required to perform any additional 
procedures to corroborate the information outside the financial statements. If reading the annual 
report reveals any material inconsistency or other apparent misstatements or omissions of fact, 
the independent accountant will discuss the matter with the Executive Board and the Audit 
Committee of the Supervisory Council. 

The independent accountant is also required to report significant deficiencies in the internal 
control structure to the Supervisory Council (or the Audit Committee). These deficiencies involve 
matters which in his opinion could have a significantly adverse effect on the organization's ability 
to record, process, summarize and report financial statement information. 

Ultimately, the Executive Board of the Company, not the independent external auditor, has the 
primary responsibility for the preparation and integrity of the consolidated financial statements 
and all other information included in the Annual Report. The internal Audit Committee has 
primary responsibility for maintaining direct lines of communication among the Supervisory 
Council, the independent accountant and the internal audit department. 

5. Corporate Secretary 

Each corporation must have a corporate secretary, specially appointed by the Supervisory Council 
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to be responsible for maintaining the minute books and records (other than financial records) of 
the company and to ensure compliance with all procedural requirements imposed on the company 
by applicable laws, the articles of the company's charter and any other internal rules set up by 
the Executive Board and Supervisory Council. The final important function of a company 
secretary is to maintain up to date a registry of shareholders. As long as the State is the only 
shareholder, this will not be a particularly important function. But if the State decides to sell 
some of its shares, or issue some new ones to outside investors, keeping an up to date record of 
the registry becomes a strategic task. 

The Ukrainian government may introduce legislation, as several other countries of the Former 
Soviet Union (FSU) have done, that when a company has a certain number of employees or 
shareholders, the company share registry must be kept by an independent third party. Until this 
issue is decided, the FGCs should appoint someone responsible for creating and up dating the 
share registry. 

6 .  Other Stake Holders 

As briefly mentioned in the section on having the State as only shareholder, other stake holders 
may include the employees (present and past) and their dependents, the workers collective, the 
bankers, other creditors, the suppliers, the general public and the closer neighboring 
communities. It is necessary to take the needs of these groups into account whenever the law 
requires it or whenever it makes good business sense. In particular, labor laws in the countries 
of the FSU appear specially complex and often cumbersome. The extent to which they will 
influence the management and corporate governance of the future FGCs must be further 

10 researched . 

IV. LEGAL & FINANCIAL REPORTING REQUIREMENTS 

1. Financial ~ e ~ o r t i n ~ '  ' 
Financial records are kept for three broad different purposes and audiences. First "Statutory 
Accounting" is what companies have always done to comply with dozens of Ukrainian 
governmental agencies, administrations and tax authorities. Second, "Regulatory Accounting" will 
be performed in conformity with instructions laid out by the NERC (National Electric Regulatory 
Commission) and defined in the electricity generation license. These are likely to include the 
adoption of some internationally accepted accounting standards. Finally, "Managerial 
Accounting" will be the internal records and analysis developed to give management and 

''TO be coordinated with Latham & Watkins 

3.1.1.1.5 first point - Need to have 2 parallel systems for tax purposes and to comply 
with terms of the license and to raise international capital covered under 3.1.2.1.2 
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investors the best possible up to date knowledge of the company's financial situation. 

The data used to compile these three sets of books will be the same of course. A good integrated 
financial management system, such as the one Price Waterhouse has conceived, would 
automatically generate all three. The focus of each of these three audiences explains the subtle 
different reporting requirements each one may have. For tax purposes for instance, the 
company's interest is, within authorized legal boundaries, to minimize yearly recorded profits. 
In practice this will for instance mean recording revenues only when actually collected and not 
when generated, as accrual accounting would demand. 

The regulatory authorities on the other hand need to protect consumers and ensure that the 
generating companies are providing a safe supply of electricity at a reasonable cost. Regulatory 
reporting requirements are influenced by this longer term interest in the "prudence, safety and 
sufficiency" of operations and the need to determine that consumers are charged a fair price for 
their electricity. The rules required under the licenses have not yet been finalized but are likely 
to include the adoption of a certain number of internationally accepted accounting principles. 
Apart from accrual accounting, the new rules will probably include more detailed record keeping 
for different cost units, so that the regulator can be satisfied that the FGCs are bidding their 
generating units at close to marginal cost. 

Accounting for internal management purposes will be even more detailed and operations oriented 
than regulatory accounting. In order to reflect the current economic reality as closely as possible 
and to attract private financing, all internationally accounting standards should be adopted. Price 
Waterhouse has prepared an accounting manual and new chart of accounts designed to facilitate 
this transition. Accounting training courses financed by USAID complement the work done so 
far. Reports generated for internal purposes can be infinitely varied in their time focus and level 
of detail. They are not subject to any legal requirements and their purpose is solely to contribute 
to sound management and investment decisions. Contrary to tax purposes, revenue generation 
is not minimized but prudent management practice requires statements to remain conservative. 

2. Disclosure Requirements for Issue of shared2 

Although the legal framework in this area is still rudimentary, all the basic capital markets 
institutions and laws are present in Ukraine. The disclosure requirements for the issue of 
securities (shares, bonds and debentures) are subject to the Securities & Securities Exchange Law 
of June 1991. The relevant implementing regulation was adopted by the Ministry of Finance on 
November 23, 1993 and is entitled : On Procedures for Registering Shares of Open Joint Stock 
Companies formed from State Enterprises in the Process of Privatization and for Providing 

l2 3.1.1.1.5. third point : Sale of equity 
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Information Regarding the Offering, otherwise known as the "Joint Stock Company Order". 

(i) Pre-qualifying conditions : 

State Owned Enterprises which have not yet been transformed into Joint Stock 
Companies are not allowed to carry out public offerings of shares. Furthermore, 
an existing Joint Stock Company may only increase its charter fund if all 
previously issued shares have been paid in full at a price which is not less than 
their nominal value. This is presumably assumed to be the case at the date of 
corp~rat izat ion~~,  which for the FGCs took place before September 1, 1995. 
Finally, open Joint Stock Companies are only allowed to make public offerings 
of shares and may not offer shares for private placement. The issuance of 
debentures and bonds on the other hand may be carried out by both open and 
closed joint stock companies, by public offering or private placement. Existing 
shareholders of an open Joint Stock Company may be granted preferential share 
purchase rights. 

(ii) Relevant Institutions : 

The issuance of securities is principally regulated by the Ministry of Finance at 
the national level and local financial governmental bodies (the "Registering 
Bodies") at the regional level. The Securities Commission of the Cabinet of 
Ministers currently reports to the Ministry of Finance, but there are plans to 
create an independent self-regulated Securities and Exchange Commission, 
modeled on the SEC of the United States. A Stock-Exchange has been in existence 
since 1991. Its Governing Council regularly issues economic and financial criteria 
which issuers must fulfill in order to be allowed to list their securities on the 
Exchange. 

(iii) Basic Requirements for Offering Shares to the Public : The Prospectus 

A public offering is defined as an offer to sell securities to an "undetermined 
group" of potential investors, whether corporate or individual. The term 
"undetermined group" is not defined under Ukrainian law and the distinction 
between a public offering and private placement is therefore nebulous. All public 
offerings must be accompanied by a Prospectus which contains all information 
necessary for investors to obtain "a fair assessment of the issuer's financial 

l3 As opposed to the date at which the shares are offered to the public for sale through 
public auction in the context of the mass privatization program. Further research on this 
technical point is necessary. 
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condition". The Issuer and underwriter (if one is used) are both responsible for 
the accuracy of the information in the prospectus, but the Issuer bears primary 
liability for damages incurred by investors as a result of misleading or inaccurate 
information, which influences the ability of an investor to evaluate fairly the 
securities being offered. In particular, the Joint Stock Company Order provides 
that "information regarding the issuance of shares must be accurate and must 
permit the potential investor to assess the economic and financial status of the 
issuer. " The Order also prohibits the publication of any information which cannot 
be confirmed by documents or substantiated by an audit. The information which 
must be contained in the Prospectus is regulated by the Ministry of Finance. A 
summary appears in Annex F. 

(iv) Listing on the Stock Exchange 

The terms and conditions for listing on the Stock Exchange are defined by the 
Governing Council and regularly amended. Criteria for listing include the size of 
the issuer's charter fund, the number of shareholders, the nominal value of the 
shares, the ratio of net profit to total assets, the minimum rate of return, etc. For 
more detail, refer to Annex F on various reporting requirements. Listings can be 
"official" if the issuer meets all or most of the conditions or "unofficial". There 
are three types of security categories : 

K1 : are securities of issuers who meet certain economic and financial criteria and 
who file regular reports concerning their activities with the Governing Council; 
K2 : are securities of issuers who meet most but not all of economic and financial 
criteria. They are also required to file regular reports; 
K3 : are the unofficial securities of issuers who do not comply with the criteria; 

(v) Foreign Participation in Ukrainian Share Subscriptions 

The Ukrainian foreign investment legislation permits foreign investors to purchase 
shares and other securities in Ukrainian enterprises subject to Ukrainian currency 
regulations (which are notoriously complex and contradictory). The securities 
legislation also does not impose restrictions on the sale outside of Ukraine of 
securities issued by Ukrainian entities. However the proceeds of such a sale would 
also be subject to regulation by the National Bank of Ukraine under the currency 
regulations. Furthermore, the Ukrainian enterprise would have to comply with the 
disclosure requirements of the country where the securities were issued. This area 
obviously will require much more extensive research. 
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1. General Provisions 

1.1. The open joint stock company "CENTRENERGO" Generating Company, hereinafter 
referred to as the "Company" is founded in accordance with the executive order from 
the Ministry of Energy of Ukraine dated March 17, 1995 No 49, by means of 
restructuring corporatization of the state-owned enterprise "CENTRENERGO" in 
conformity with the Decree of the President of Ukraine No 244/94 as of May 21, 1994 
"On measures about market transitions in the energy system of UkraineUand the Decree 
of the President of Ukraine No 834/94 as of December 30, 1994 "On the amendments 
to the Decree of the President of Ukraine No 699 as of November 26, 1994". 

1.2. The Company is composed of its separate subdivisions, namely: Uglegorsk, Zmiev and 
Tripolye thermal power plants. 

1.3. The Company registered name is as follows: 

The open joint stock company - CENTRENERGO Generating Company, briefly, 
OJSC CENTRENERGO. 

1.4. The address of the initial registered office of the Company is Square Ivan Franko, No. 
5, Kiev 252001, Ukraine. 

2. Goal and Subject of the Company's Activity 

2.1. The goal of the Company's activity is : 

- To conduct business in Ukraine as a public service company providing its services to 
residents and other customers which is involved in the manufacturing, production, 
purchasing and sale ( wholesale or retai)l, leasing, dealing in, transmission, and 
distribution of 

(i) power, light, energy and heat in the form of electricity or otherwise, 
(ii) by-products thereof and 
(iii) appliances, facilities and equipment for use in connection therewith. 

- to make profits; 

- to meet social and economic needs of the Company's Shareholders and the need of the 
Ukrainian economy for power, heat, services, etc. 
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The subject of the Company's activity is : 
- generation, purchase and sale of electricity and heat, including the acquisition (by 
construction, purchase, lease, or otherwise); 
- use, maintenance and operation, of electric power plants; 
- conducting commercial operations and mediatory activities; 
- disposal of power plants, dams, substations, office buildings, service buildings, 
transmission lines, distribution lines, and all other buildings, machinery, property (real, 
personal or mixed) and facilities (including water power and other sites), and all fixtures, 
equipments and appliances, necessary, appropriate, incidental or convenient for its 
corporate purposes; 
- foreign trade activities; 
- public services; 
- other activity not prohibited by the law of Ukraine. 

3. Legal Status of the Company 

3.1. The Company is a legal person since the date of its state registration. 

3.2. The Company shall execute its activity in conformity with the laws of Ukraine and this 
Charter. 

3.3 The Company is the legal successor of the State Owned Enterprise 
"CENTRENERGO". 

3.4 The property of the Company consists of its basic funds and working assets and all 
other assets, indicated in the Company's opening balance sheet. 

3.5 The Company is the owner of: 
3.5.1 the property passed from its Founder (as defined hereinafter) and participants in 

its ownership; 
3.5.2 received income; 
3.5.3 products manufactured by the Company in the course of its operation; and 
3.5.4 all other property obtained on the basis allowed by the present law. 

3.6 The Company undertakes the responsibility for risks of casual loss or damage of 
property that is the Company's property or the property passed into its ownership. The 
Company owns, uses and disposes of its property in conformity with its goal and 
permitted activities. 

3.7 The Company shall possess and may exercise all of the powers and privileges granted 

DRAFT NO 3 3 JULY 12, 1995 



by law and this Charter, together with any powers and privileges incidental thereto, in 
so far as such powers and privileges are necessary or convenient to the conduct, 
promotion or attainment of the Company's goals set forth in Article 2 of this Charter. 

3.8 Subject to Article 2 of this Charter and the laws of Ukraine, the Company shall have 
the power to: 

3.8.1 exist in perpetuity, unless and until the winding up and dissolution of the 
Company by the Shareholders pursuant to the terms of this Charter; 

3.8.2 wind up and dissolve in the manner provided in this Charter; 
3.8.3 have a corporate seal, trademark and logo registered with the Chamber of 

Industry and Trade; 
3.8.4 sue and defend itself in a court of law, arbitral proceedings, administrative 

proceedings (including but not limited to proceedings in front of the National 
Electricity Regulatory Commission and the Anti-Monopoly Commission); 

3.8.5 enter into contracts and other legally binding agreements, including but not 
limited to, contracts for the sale of electricity, construction contracts, insurance 
contracts, storage contracts, trade commission contracts and loan agreements; 

3.8.6 acquire, own, hold, lease, improve, employ use and otherwise deal in and with 
real and personal property or any interest therein; 

3.8.7 sell, convey, lease, exchange, transfer, mortgage, pledge or otherwise dispose 
of any of the property, real or personal, of the Company, including but not 
limited to, the means of production and other assets of material value; 

3.8.8 maintain settlement, hard currency and other accounts in the banks; 
3.8.9 appoint such officers and agents as the business of the Company requires and to 

pay provide such officers with suitable compensation; 
3.8.10 adopt, amend and repeal this Charter or any of its terms; 
3.8.11 conduct its business, carry on its operations in connection therewith, and have offices 

and exercise its powers within, and outside of, Ukraine; 
3.8.12 to found associations and enter into associations with any other entity for any 

transaction or undertaking which the Company would have the power to conduct by 
itself; 

3.8.13 to create divisions, subsidiaries, affiliates, regional branches and offices within, and 
outside of, the Republic of Ukraine, and to allot to such entities main funds and 
working assets of the Company; 

3.8.14 lend money for its corporate purposes, invest and reinvest its funds and take, hold and 
deal with real and moveable property as security for payment of funds so loaned or 
invested; 

3.8.15 incur liabilities and obligations, including the borrowing of money, and secure such 
obligations by mortgage, pledge or other encumbrance; 

3.8.16 to increase its capital through the issue of additional equity shares, including both 
common and preferred stock and to enact stock splits; and 
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3.8.17 to take any other lawful actions in furtherance of its stated goal. 

4. The Company's Founder and Shareholders 

4.1. Definition of Founder, First Shareholder and Subsequent Shareholders (such 
shareholders hereinafter referred to as the "Shareholders"): 

4.1.1. The Company's Founder is the State in the name of the Ministry of Energy of Ukraine. 
After the registration of the Company, the Founder shall have no legal rights in the 
Company, other than those rights it enjoys in its capacity as a Shareholder of the 
Company. Notwithstanding other provisions of this Charter, if the state continues to 
own all shares of the Company, then the Founder shall have the exclusive right to 
determine any increases or decreases in the Statutory Fund, and any issuance or 
repurchase of shares. 

4.1.2. The First Shareholder is the State Property Fund, representing the State in the 
ownership of shares. 

4.1.3. Subsequent Shareholders are the physical persons and legal entities and government 
bodies who lawfully obtain ownership of the Company's shares. 

The Shareholders have the right, subject to the laws of Ukraine: 
to be inscribed in the Company's Share Registry; 
to participate and vote in person or by proxy in the General Meetings and Special 
Meetings of Shareholders; 
to cast one and only one vote for every one share of common stock and preferred stock 
(if the terms of issuance of such preferred stock so provides) that they own; 
to elect by cumulative vote and to stand for election to the Supervisory Council, and to 
elect the Revision Commission and to the other administrative bodies of the Company; 
to participate in the Company's profit and dividend distributions, if any, in accordance 
with the terms of this Charter and the class of stock which such Shareholder owns; 
to obtain information about the Company's activity; at the request of its Shareholders, 
the Company must submit copies of its annual balance sheets and other officially 
reported documents, Company's reports, and minutes of all meetings, for their first- 
hand view; photocopies will be provided at the Shareholder's request without 
unreasonable delay and subject to the Shareholder paying no more than the actual cost 
of their reproduction; 
to obtain a share of the residual property of the Company proportional to the amount of 
shares of that class of shares held by each Shareholder in case of liquidation, but in 
accordance with the terms of the class of stock which such Shareholder owns; 
to freely dispose of the ownership of their shares; 
afer new shares are issued, and within 30 days of the close of the new subscription, to 
elect to buy at the same price as the initial ofering price an amount of shares equal or 
less to the amount necessary to maintain the proportional ownership the Shareholder 
had prior to the issue; if the new subscription required a Shareholder vote authorizing 
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it, the participation right is limited to those Shareholders who did not vote to approve 
the issziance; the calculation as to the number of shares such prior Shareholder is 
entitled to purchase in order to retain its proportional interest in the Company shall be 
made after the expiry of the 30 day period provided above and simultaneously with the 
adjustment to the share of all other Shareholders exercising such a right of purchase. 

4.3. The Shareholders have the obligation: 
4.3.1 to adhere to the founding documents of the Company, this Charter and all other 

governing documents of the Company; 
4.3.2 to execute the decisions of the Company's General Meeting and its other management 

bodies; 
4.3.3 not to disclose the commercial secrets and confidential information about the 

Company's activity which they acquire in their capacity as Shareholders; and 
4.3.4 to fulfill any other obligations required of them pursuant to the laws of Ukraine. 

4.4. The Shareholders are financially responsible for the Company's obligations within the 
limit of their shares, and they shall not bear any further responsibility for any financial 
losses, responsibilities, liabilities or obligations of the Company. 

5. Statutory Fund of the Company 

5.1. The Statutory Fund of the Company equals 8,557 billion KBV. This is the initial 
authorized capital of the Company. 

5.2. The Statutory fund is divided into common shares, each at the 
nominal and fully issued value of KBV. Each common share will be 
entitled to one vote. Other classes of shares may be authorized and issued by vote of 
Shareholders having 75 % or more of the voting shares represented at a duly 
constituted Meeting of the Shareholders. The terms of issuance of such shares shall 
specify the voting and financial rights of such shares, but in no event shall such shares 
be ascribed more than one vote per share. 

5.3.1 The Company 's General Meeting of Shareholders may decide with a 75 % majority of 
voting shares represented at a duly constituted Meeting of the Shareholders to increase 
or decrease the amount of authorized capital. However, the Company may not issue 
shares to cover losses linked with its economic activity. The Supervisory Council may 
decide to issue new shares in an amount not in excess of 33 % of the Statutory Fund, 
subject to existing Shareholders' participation rights described in Article 4.2.9. The 
Supervisory Council may delegate this power to the Executive Boar&. A decision of 
the Shareholders to decrease the authorized capital may, at the election of the 
Shareholders, be carried out by either a decrease in the nominal value of such shares or 
an offer to repurchase outstanding shares. Upon any such repurchase of shares by the 
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Company, those share shall be deemed invalid and will no longer carry any voting or 
financial rights, and the Statutory Fund shall be reduced to reflect this fact.3 
I f  the newly-issued or reissued shares are sold by the Company to a Supervisory 
Council Member (a "Council Member"), a member of the Executive Board (a "Board 
Memberf'), key employee or Shareholder holding 20% or more of the outstanding 
shares (voting and/or non-voting), the transaction will be considered a "Self-Interested 
Transaction" as defined in article 8.3.4.3. and will require a unanimous approval by 
non-interested Council Members as well as a simple majority vote of all non-interested 
Shareholders if the amount of shares sold exceeds 5 % of all outstanding voting shares. 
If the newly-issued or reissued shares are voting shares, and either ( I )  such shares sold 
equal 20 % or more of all previously outstanding voting shares and are sold to one 
single Shareholder or group of Shareholders, or (2) such sale, in whole or part, gives 
any individual or group of Shareholders more than a total of 20 % of the outstanding 
voting shares, the sale will require the approval by a simple majority of outstanding 
voting shares represented at a duly constituted Meeting ofthe Shareholders, excluding 
shares held by the proposed acquirer of the new  share^.^ 

6. Shares of the Company 

6.1. The Company initially issues shares in an amount equal to its Statutory Fund and 
registers them according to the procedure envisaged by the acting legislation. If such 
shares are not purchased within one year of the issuance, then those share shall be 
deemed invalid and will no longer carry any voting or financial rights, and the 
Statutory Fund shall be reduced to reflect this fact. Prior to the sale of any such 
shares, the Company may not exercise any of the voting or financial rights associated 
with such  share^.^ 

6.2. With the exception envisaged in item 6.3. of this Charter, the Shareholders of the 
Company have the right to dispose of the Company's shares in any way without any 
restrictions, in particular to sell them to other persons, to alienate them in favor of 
other legal entities or physical persons. 

6.3. The Founder, who initially owns 100 % of the Company's shares, cannot alienate his 
shares before the decision on the Company's property privatization is taken. 

6.4. After the decision on the Company's privatization property is taken the Founder shall 
hand over its shares to the state body of privatization in the order determined by the 
Ministry of Finance of Ukraine and the State Property Fund of Ukraine. 
Simultaneously with such transfer, the privatization body shall assume and thereafter 
bear all the responsibilities and obligations in its capacity as the Company's 
shareholder. 
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7. Procedure for Profit Distribution and Cost Recovery 

The Supervisory Council decides by resolution whether to declare a dividend out of any 
net annual profit if the Council Members, in consultation with an internationally 
recognized banking, law or auditing fiwn, determine, in accordance with generally 
accepted accounting principles, that:6 
the Company will be able to satisfy its liabilities as they become due in the ordinary 
course of business; and 
the realizable market value of the assets of the Company will not be less than the sums 
of its actual total liabilities. 

7.2 The Company shall establish a reserve fund of not less than 25 % of the Statutory 
Fund, and shall establish such other funds as are required by the laws of the Ukraine. 
Payments to the reserve fund must equal or exceed 10 % of the annual net profit of the 
Company until such time as the reserve fund equals not less than 25 % of the Statutory Fund. 
In the event that the reserve fund does not equal 25 % of the Statutory Fund five years after 
the establishment of the Company, then payments to the reserve fund shall increase to 20% of 
the annual net profit of the Company until the minimum reserve requirement is satisfied. 

8. Administrative Bodies of the Company 

8.1. The institutions of the Company are: 
8.1.1 General Meeting of the Shareholders; 
8.1.2 Special Meeting of the Shareholders; 
8.1.3 the Supervisory Council; 
8.1.4 the Executive Board; and 
8.1.5 the Revision Commission. 

8.2 Meetings of Shareholders: 
8.2.1 The Shareholders, as constituted at the General Meeting or a Special Meeting (each, a 

"Meeting"), constitute the highest decision making body of the Company; 
8.2.2 Until other Shareholders obtain share ownership through the privatization process, the 

Founder shall be the single shareholder and be the highest decision making body of the 
Company. The Founder, in the name of the Shareholders, is authorized to manage 
State property and run the Company by taking decisions on the matters within its 
competence. 

8.2.3 The legal status of the General Meeting and its decisions, order and terms of its 
convention, and the legal status of the Special Meetings and its order and term of its 
convention, shall be determined according to applicable law: 

8.2.3.1 Meetings of Shareholders shall be held in Ukraine. General Meetings shall be 
convened every first Monday of the month of March. If that day shall be a 
legal holiday, the General Meeting shall be held on the next business day. At 
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the General Meeting the Shareholders vote on approving the Company's 
financial statements, annual report from the Supervisory Council and votes to 
appoint, renew or replace (with or without due cause) each member of the 
Supervisory Council and Revision Commission, the compensation of the 
Supervisory Council and such other matters specified by the laws of Ukraine, 
including the requirements of paragraphs 41 and 42 of Article 1 of the Law on 
Business Associations. The President, being the Chaimzan of the Executive 
Board, is appointed by the Supervisory Council prior to such General Meeting, 
and is confirmed (or not, as the case may be) by the Shareholders every third 
year and at the time of initial appointment of such President. Unless indicated 
to the contrary by the Shareholders by vote at the General Meeting (or at a 
Special Meeting), the Shareholders delegate their right to appoint the other 
Board Members to the Supervisory Co~nc i l .~  All other issues shall be discussed 
at Special Meetings of Shareholders, which can be convened at any time during 
the year, including at a time immediately prior or subsequent to the General 
Meeting, subject to proper notification of Shareholders. 

8.2.3.2 Notification: For General Meetings, Shareholders shall be deemed notified if 
the date and place of the Meeting are published in three major national 
newspapers at least 45 days in advance and is not scheduled on a different date 
than the one defined in Article 8.2.3.1. For all Special Meetings and General 
Meetings scheduled on different dates, all Shareholders must be notified of the 
date, place and agenda of the Meeting. Notice will be considered duly given if 
the Company publishes all information in three leading national newspapers at 
least 45 days before the date and sends a least 45 days in advance the same 
information by postal mail, hand delivery or telefax, to each Shareholder 
individually at the address of such Shareholder registered with the Company. In 
case the Meeting is not called by the Company's management, the Company 
shall nevertheless bear all the costs related to notification of all Shareholders 
and shall make available to the organizers of such a Meeting a current list of 
Shareholders and their addresses. The Company may take all reasonable 
notification actions, and incur reasonable expenses, to ensure attendance of a 
Quorum (as defined hereafter) at any Meeting of the Company. 

8.2.3.3 Ouorum: More than 60 % of all voting shares must be present or represented 
for the Meeting to be valid. If the capital required is not represented at the 
Meeting, a second Meeting shall be called and held not later than one month 
after the first. The same rules concerning quorum representation and voting 
requirements shall apply to the second Meeting and any subsequent meeting held 
thereafter until a minimum quorum is achieved. The Meeting shall be dissolved 
within one hour of being convened if the quorum is not met. 

8.2.3.4 Voting;: Except where otherwise provided for by the laws of Ukraine or by this 
Charter, all decisions will be taken by a simple majority of the voting shares 
present or represented. In the case of equality of votes, the Chairman of the 
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Meeting, elected before every Meeting, shall be entitled to a second or tie- 
breaking vote. Votes will be counted by a Counting Commission, appointed at 
the beginning of each Meeting by the Supervisory Council. All votes will be 
kept confidential. Where voting rights are exercised by a representative holding 
a valid proxy power the Counting Commission shall verify that the proxy is 
authentic and that the proxy holder voted in accordance with the instructions 
contained in the proxy, but shall in all other respects keep confidential such 
proxies. Where voting rights are exercised in relation to a transaction described 
in articles 8.2.4.1 to 8.2.4.7 and 4.2.9 giving non-approving Shareholders 
participation or redemption rights as defined in article 4.2.9, the Counting 
Commission shall not disclose any voting results except at the request of the 
dissenting Shareholders in connection with such Shareholder's exercise of such 
rights they have under Sections 4.4.9 and 8.2.5. Voting for the Council 
Members shall be based on the principle of cumulative voting as defined in 
Article 8.3.2.5 below. 

8.2.3.5 Proxv Rules 
- Shareholders may cast their votes either personally or by proxy. Any solicitation of 

proxy shall state the proposals to be voted upon, with provisions to allow the 
Shareholder to vote yes, no or to abstain. 

- In case the matter to be voted upon is the reappointment of a slate of Council Members 
for the Supervisory Council, the proxy solicitation shall allow the Shareholder to vote 
for the entire slate or by individual. The proxy form shall include the names of all 
candidates known to the Supervisory Council 30 days prior to notification of the 
Shareholders of a General Meeting (see Article 8.3.2.6). 

- The proxy may not be open-ended and leave any discretion to the proxy holder, save to 
decide upon matters incidental to the conduct of the meeting. 

- Proxies are valid only for one Meeting and cannot be irrevocable; voting trusts and any 
other means of ceding voting rights, are prohibited. 

- At the date, time and place of the convened Meeting, all duly appointed Shareholder 
representatives must show original signed proxy documents to the Counting 
Commission. 

- Appointed representatives must exercise their voting rights in the manner specified on 
the proxy. The Counting Commission is responsible for ensuring compliance. Votes 
exercised by proxy will be kept confidential. 

- Signatures on proxies are presumed valid. If the Chairman of the Meeting, the 
Counting Commission or any Shareholder representing 10 % of the votes, has 
reasonable doubts concerning the validity of a proxy, he can call for a notarially 
certified copy of the proxy which must be produced within seven days of being so 
requested or the vote or votes cast by such proxy shall be disregarded. The Company 
shall pay for the cost of obtaining such a notarized document. If the cancelled vote or 
votes do not affect quorum or majority requirements, the decision will be unaffected. If 
the quorum or majority requirements are not met because of the cancelled vote or 

DRAFT NO 3 10 JULY 12, 1995 



votes, then the Shareholder's decision will be declared null and void by the Counting 
Commission and the Supervisory Council shall reconvene a new General Meeting 
following the notification rules set out in Article 8.2.3.2 above. 

- The proxy document shall be in writing, signed by the registered Shareholder or the 
Shareholder's duly authorized representative if the Shareholder is a corporation. 

8.2.4. The Shareholders must authorize any transaction that transforms the nature of the 
Company or involves a substantial risk of abuse for Shareholders. A majority of the 
Council Members or any Shareholder holding or representing more than 20 % of the 
votes, may call for a Shareholder vote on any transaction that it believes will transform 
the nature of the Company or poses a substantial risk of abuse to the Shareholders. 
The following types of transactions are assumed to be within the exclusive competence 
of the  shareholder^:^ 

8.2.4.1 a merger or other business combination involving the Company and one or more 
other companies, except where such merger or business combination relates 
solely to the Company and one of its wholly-owned subsidiaries; 

8.2.4.2 a liquidation of the Company; 
8.2.4.3 a transformation of the Company into a legal entity of another type; 
8.2.4.4 a sale of assets, directly or through subsidiaries, equal to at least 33 % of the 

book value of the Company's assets (excluding assets sold in the regular course 
of business such as electricity); 

8.2.4.5 a purchase of assets or other transaction that will result in the Company 
owning, directly or through subsidiaries, additional assets equal to at least 33 
% of the book value of the Company's assets; 

8.2.4.6 a purchase or sale of asset involving between 15 % and 33 % of Company 's 
value, that has not been unanimously approved by all the members of the 
Supervisory Council; and 

8.2.4.7 a "self-interested" transaction as dejined in article 8.3.4.4 below (which 
requires approval by a majority of non-interested Shareholders). 

8.2.4.8 Book value calculated in 8.2.4.4, 8.2.4.5 and 8.2.4.6 above will be adjusted for 
inflation. 

8.2.5. Redemption Rinht~:~  
8.2.5.1 Any Shareholder who does not vote in favor of any transaction referred to in 

Section 8.2.4. above may demand payment by the Company of the fair market 
value of his shares, as determined with the assistance of an internationally 
recognized banking, law or auditing firm appointed by the Supervisory Council, 
estimated without regard to value added (or decreased) by the transaction or 
dissemination of information about the transaction. This right of redemption 
must be exercised within 30 days of the vote by the Meeting of Shareholders. 

8.2.5.2 The fair market value shall mean the price at which a seller, who is fully 
informed about the value of the property and is not obligated to sell the 
property, would be willing to sell, and which a buyer, who is fully informed 
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about the value of the property and is not obligated to b y  the property, would 
be willing to b y .  

8.2.5.3 The determination of fair market value shall be made with the assistance of an 
internationally recognized law, banking or auditing firm appointed by the 
Supervisory Council. 

8.2.5.4 the property to be valued is publicly traded common stock or other securities, 
the person or persons making the decision shall consider, in making their 
valuation, the market price of the common stock or other securities over a 
period of time of no less than 2 weeks prior to the date of the decision as to fair 
market value, but only to the extent that he (or they) decide that the market 
price of common stock or other securities is a reliable measure of its value. If 
the property to be valued is stock of the Company, the "value" of a share is to 
be understood as a pro rata claim on the underlying value of corporate assets, 
as these are presently organized and managed. In setting a price for this value, 
the person (persons) making the decision may also consider the capital of the 
Company, the price that a willing, fully-infonned b y e r  would be willing to pay 
for all, or a controlling portion of, the Company's shares, and other factors that 
they consider important. 

8-2.7 The General Meeting of Shareholders shall determine the payments to remunerate the 
labor of the key Company officials, its subsidiaries, branches and representative 
offices. Salary levels are proposed by a Remuneration Commission appointed from the 
Supervisory Council and made up of independent Council Members. 

8.2.8. The Shareholders may also consider all other issues related to the Company's activity. 
8.2.9." Each of the Council Members, the Revision Commission and any number of 

Shareholders representing jointly not less than 20 % of the voting shares of the 
Company have equal authority to call a Special Meeting of Shareholders. Any 
such entity may submit an agenda item for such a Meeting 40 days prior to such 
schedule Meeting. 

8.3. The Supervisory Council 

8.3.1. Until the first General Meeting of Shareholders is held, the Supervisory Council is the 
body that protects the interests of the Shareholders and the State. Its election and 
activity order and questions within its competence are determined in conformity with 
the laws of Ukraine and by articles 8.3.2 to 8.3.11 of this Charter. 

8.3.2.1 The Supervisory Council shall consist of no less than 7 and no more than 12 
members. The initial Supervisory Council may, until the first General Meeting 
of Shareholders is held have less than 7 members. 

8.3.2.2 Each member shall be "independent" - that is, free of any relationship which 
would interfere with the exercise of his independent judgment. A Council 
Member may not also serve on the Executive Board (and vice versa). 

DMFT NO 3 12 JULY 12, 1995 



8.3.2.3 The first Council Members are: 

8.3.2.4 At the first Meeting to be convened after the initial sale of state owned shares, 
the Shareholders shall review the composition of the Supervisory Council. 

8.3.2.5'' The Council Members are elected jointly for one year, following a rule of 
cumulative voting. Each share of voting stock is attributed one vote per position 
to be filled. The total number of votes for each share therefore equals the total 
number of Council Members to be elected. Any number of the votes allowed for 
each share of voting stock may then be assigned to one or more candidates. 
Each year all members of the Supervisory Council must be re-confirmed in their 
position by the Shareholders. They may be replaced with or without due cause. 

8.3.2.7'' Notwithstanding Section 8.2.9, any Shareholder representing more than 5 % of 
the votes may present a candidate for election at the General Meeting of 
Shareholders. This candidate must either be ident@ed and made known to the 
Chairman of the Meeting at least half an hour before the beginning of the 
General Meeting; or be made known to the Supervisory Council at least 30 days 
before notzpcation of the General Meeting is sent to the Shareholders (defined in 
Article 8.2.3.2). In such a case, the Company shall include the name of the 
proposed candidates in the oficial agenda and universal proxy ballot form sent 
to all Shareholders (see 8.2.3.5 on proxy rules). 

8.3.3. The first Council Members are appointed by a joint commission of the Ministry of 
Economy of Ukraine and the State Property Fund, according to the laws then in effect. 

8.3.4. Responsibilities of the Supervisorv Council: 
8.3.4.1 The Supervisory Council appoints the members of the Executive Board and 

supervises its activity, subject to the Shareholders' veto and their right to 
discontinue the delegation to the Supervisory Council of the Shareholders' 
power to appoint the Executive Board. The Chairman of the Executive Board 
must be approved by the Shareholders at the General Meeting. 

8.3.4.2 The Supervisory Council shall review the financial statements, audits, reports 
and annual statement prior to submitting such items for Shareholder approval. 
However, the Supervisory Council may not withholdfrom the Shareholders any 
material informution concerning the Company. 

8.3.4.3 The Supervisory Council must pre-approve any "self-interested" transaction. A 
"self-interested" transaction is defined as any transaction in which one party is 
the Company and the other is either a member of the Supervisory Council, a 
Shareholder representing more than 5 % of the outstanding shares (whether 
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voting, non-voting or a combination thereof), a member of the Executive Board 
or a senior Company official or is a company or third party in which one such 
interested party and/or his immediate family members owns, directly or 
indirectly an interest of greater than 5 %. The interested party must disclose 
hidher interest to the Company before the transaction takes place and if he/she 
is a member of the Supervisory Council, will be excluded from the quorum and 
vote calculations, authorizing/denying the transaction. Non-interested Council 
Members may only approve the transaction i f  the consideration for any property 
or services transferred by the Company, as determined by an internationally 
recognized accounting fimz, equals or exceeds the market value of the property 
or services, and the consideration paid by the Company in exchange for 
property or services does not exceed the market value of the property or 
services.13 

8.3.4.4 The Supervisory Council must pre-approve any purchase or sale of asset 
involving between 15 and 33 % of the Company's value. 

8.3.4.5 The Supervisory Council shall elect a Chairman from its Members. 
8.3.4. 614 The Council Members will exercise due diligence in their duties of supervision 

over the activities of the Executive Board. The Council Members owe a duty of 
loyalty to the Shareholders and a duty to act with due care in the best interests 
of the Company. Pursuant to the duty of loyalty, a Council Member (i) shall not 
take advantage of any business opportunity falling within the sphere of the 
Company's goal and activities without notzDing the Supervisory Council and 
receiving approvalfiom a majority of non-interested Council Members and (ii) 
shall disclose all material information relating to the Company when it proposes 
to issue or repurchase Company stock or debt (in the form of bonds or similar 
instruments). 

8.3.4.7 The Supervisory Council organizes working commissions made up of its 
members to deal specifically with internal audits of the Company, remuneration 
and selection of key Board Members. Other working commissions may be set 
up on an ad hoc basis. 

8.3 -5.  Rights of the Su~ervisory Council: 
8.3.5.1 The Supervisory Council has the right to obtain any information on the 

Company's activity. It can order members of the Executive Board, Company 
officials and members of the Revision Commission to appear in front of the 
Supervisory Council for hearings or to present reports. 

8.3.5.2 Any Council Member may attend a meeting of the Executive Board but may not 
vote. 

8.3.5.3 The Supervisory Council may order the Revision Commission to conduct 
specific inquiries. 

8.3.5.4 l3e  Supervisory Council shall convene Special Meetings of Shareholders 
whenever required by law, this Charter, or in order to protect Shareholders 
interests (see Article 8.2.4.). 
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8.3.5.515 Within the authorized capital limit (that is, within 33% of the Statutory Fund), 
the Supervisory Council may decide to issue new shares. The Supervisory 
Council decides the amount of the issue, the timing and the offering price 
subject to the provisions of Articles 5.3. I ,  5.3.2 and 5.3.3. f ie  offering price 
must not be less than fair market value, as determined by the Supervisory 
Council in consultation with a firm of internationally recognized accountants. 

8.3.6. The Supervisory Council has no right to interfere with the ordinary operational activity 
of the Company's Executive Board. 

8.3.7. The Supervisory Council presents an annual report to the General Meeting of 
Shareholders (or to the Founder until the first General Meeting is held). 

8.3.8. Meetings of the Supervisory Council: The sittings of the Supervisory Council are held 
not less than once per quarter and are considered valid as long as no less than 2/3 or its 
members are present or represented within half an hour of the appointed time. All 
Council Members must be notified in writing at least 3 days in advance. If all the 
members are present or represented at a meeting they can validly waive the notice 
requirements. Extraordinary sittings of the Supervisory Council are convoked at the 
request of the Chairman or 1/3 of its members. A Council Member may appoint a 
representative to attend a Supervisory Council meeting and to vote and deliberate on 
matters in such Council Member's place, so long as such a representative is also a 
Council Member. Such a delegation of authority can not be granted for more than one 
Supervisory Council meeting at a time, and may only be made by a Council Member 
twice within any 12 month period. 

8.3.9 The decisions of the Supervisory Council are adopted by a simple majority of votes, 
unless the law or this Charter requires otherwise. In case of equality of votes, the 
Chairman of the Supervisory Council is entitled to a decisive vote. 

8.3.10 A vacancy in the Supervisory Council may be filled by a resolution of the remaining 
members until a Shareholder's Meeting is held. 

8.3.11 Remuneration for the Council Members is voted by the Shareholders at the General 
Meeting. 

8.4. The Executive Board 

8.4.1. The Executive Board is the executive body of the Company that manages the 
Company's current activity. 

8.4.2. Subject to Section 8.3.4.1, all powers of the Executive Board are delegated by the 
Shareholders. 

8.4.3. The Board is appointed by the Supervisory Council subject to Shareholder veto. The 
Chairman is appointed by the Shareholders at the General Meeting. 

8.4.4. The Company's Board consists of at least 3 members and no more than 12. The first 
Chairman of the Board, who is also the Company's President is Mr. Nickolai Syaber. 

8.4.5.1 The Chairman of the Board runs the Board's activity. The Chairman is 
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authorized to act on behalf of the Company; helshe is authorized to run the 
current activity of the Company, implement the decisions of the Company's 
highest body and Supervisory Council, represent the Company in its relations to 
other physical persons and legal entities, to conduct negotiations and complete 
agreements on behalf of the Company and arrange for the minutes. 

8.4.5.2 Issues of authority, terms of activity and material maintenance of the Chairman 
of the Board are determined in the contract which is completed between the 
Shareholders and the Chairman. 

8.4.6. The First Deputy Chairman assists the Chairman in exercising his power, replaces him 
in case he is absent, performs the decisions of the Company's Shareholders and 
Supervisory Council. 

8.4.7. The sittings of the Company's Executive Board are held not less than once a month and 
are considered authoritative as long as 112 of its members are present or represented, 
within half an hour of the appointed time. All members must be notified in writing at 
least 3 days in advance. All Board Members can validly waive the notice of the 
meeting. Extraordinary sittings of the Executive Board are convoked at the request of 
the Chairman or 1/3 of its members. 

8.4.8. The decisions of the Executive Board are adopted by a simple majority of votes, unless 
the law or this Charter requires otherwise. In case of equality of votes, the Chairman 
of the Executive Board is entitled to a decisive vote. 

8.4.9. The Chairman issues decrees and other regulating documents concerning the 
Company's activity on the basis of decisions which were adopted by the Executive 
Board. 

8.4. 10l6 The Board Members owe a duty of loyalty to the Shareholders and a duty to act 
with due care in the best interests of the Company. Pursuant to the . 

duty of loyalty, a Board Member (i) shall not take advantage of 
any business opportunity falling within the sphere of the 
Company's goal and activities without notzfiing the Supervisory 
Council and receiving approval from a majority of non-interested 
Supervisory Council Members and (ii) shall disclose all 
substantial information relating to the Company when it proposes 
to issue or repurchase Company stock or debt (in the form of 
bonds or similar instruments). 

8.4.11 Conflict of Interest: I f  a Board Member has an interest in any corporation or 
enterprise or activity which the Company is involved in a business relationship, helshe 
must disclose this interest to the other members of the Executive Board and the 
Supervisory Council and shall be excludedfrom the quorum and vote calculations of 
any decision involving the Company and this other corporation or third party as per 
Article 8.3.4.3. above. 

8.4.12 Companv Secretarv: 
The Board Members shall by resolution of the Executive Board, appoint a Company 
Secretary who shall be responsible for maintaining the Shareholders registry (unless a 
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licensed professional agent is used), minute books and records (other than the financial 
records) of the Company and ensure compliance with all procedural requirements 
imposed on the Company by applicable laws and this Charter. 

8.5. The Revision Commission 

8.5.1.1 Verification of the economic/financial activity of the Company, its subsidiaries, 
affiliates and representation offices is exercised by the Revision Commission 
which is approved by the Shareholders. 

8.5.1.2 Verifications are conducted annually or at the demand of the Revision 
Commission's own initiative or at the demand of the Shareholders who own in 
total not less than 10 % of the voting shares. 

8.5.2.1 The Revision Commission reports only to the Shareholders as constituted at a 
Meeting. The Commission submits verification documents to the Shareholders 
as constituted at a Meeting and the Supervisory Council. The first Commission 
comprises of three members, until the first Meeting. 

8.5.2.2 The Revision Commission has the right to invite experts, auditing companies to 
provide assistance. The Revision Commission and its duly appointed agents 
shall have unrestricted access to the premises of the Company, its books, 
records and correspondence. 

8.5.3. The Revision Commission members have the right to take part in Meetings of the 
Executive Board, with the right to deliberate on issues. 

8.5.4. The Revision Commission completes conclusions on the basis of annual reports and 
balances. The Company's highest body can only approve the financial statements if the 
Revision Commission's conclusions are included. 

8.5.5. The Revision Commission shall demand a Special Meeting of the Shareholders or a 
Supervisory Council sitting if its investigations reveal a threat to the interests of the 
Company, or it has revealed abuses or misconduct on the part of Company officials. 

9, Accounting and Reporting 

9.1 The Company keeps operation and accounting records as well as statistical accounting 
and submits them to the state statistical authorities in accordance with the established 
procedure. 

9.2 The first fiscal year begins at the date of the Company's registration and ends on the 
31st day of December of the same calendar year. The next fiscal years shall 
correspond to the calendar year. 

9.3 The Company's activity shall be exercised in conformity with the goal of the Company 
and any Company plans developed by the Supervisory Council and/or Executive Board. 

10. Procedure of Introducing Changes into the  company!^ Charter 
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10.1 The right to introduce any changes in the Company's Charter is within the exclusive 
competence of the Shareholders. 

10.2 Any revisions to the Charter must be approved by Shareholders representing 75 % or 
more of the voting shares present at a duly constituted Meeting of the Shareholders. 

11. Suspension of the Company's Activity 

11.1 The Company's activity may be terminated by its restructuring (takeover, merger into 
another entity, or similar transformation) or liquidation. 

11.2 In the event of such restructuring of the Company, all Company's rights and liabilities 
of the Company shall be passed to its legal successor. 

11.3 The Company may be liquidated: 
11.3.1. by a decision of the Company's Shareholders by approval of Shareholders 

representing 75 % or more of the voting shares present at a duly constituted 
Meeting of the Shareholders; or 

11.3.2. by the judgement of a court of law or arbitration. 
1 1.4 The Liquidation Commission: 
11.4.1. The liquidation of the Company shall be conducted by the Liquidation 

Commission appointed by the Shareholders, or, similarly, by the court of law or 
arbitration in the event of liquidation decided by a court of law or by 
arbitration. 

11.4.2. From the date of appointment of the Liquidation Commission, all management 
powers shall be transferred from the Executive Board to the Liquidation 
Commission. The Liquidation Commission will announce the commencement 
of the liquidation process and the period of time during which application claims 
may be filed against the Company, in a leading official newspaper. 

11.5 The Liquidation Commission evaluates the available assets of the Company, identifies 
its debtors and creditors and provides settlements with them, undertakes actions to pay 
out the Company's debt to the third persons and Shareholders, completes the 
liquidation balance and presents it to the Shareholders or to the relevant court of law or 
arbitration. The Company's assets and funds, including proceeds from sales of the 
Company's assets, shall be shared between the Shareholders in accordance with the 
preference order for distribution of assets established, in proportion to their respective 
holdings within a particular class of stock, and in conformity with applicable law. 

11 -6 The liquidation of the Company shall be deemed completed and the Company 
terminated from the date of corresponding entry made in the State Register. 

N.O. Syaber 
President of OJSC "CENTRENERGO" Generating Company 
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1. Provides shareholders with an ex-post participation right to purchase shares at the same 
terms and conditions as new purchasers, thereby preventing dilution of ownership for minority 
shareholders as long as they can afford to pay the market price. 

2. The decision to issue new shares belongs to the shareholders. But within a reasonable limit 
(113 of the statutory fund), the shareholders delegate this function to the Executive Board. This 
gives the company flexibility to take advantage with short notice of market conditions in order 
to raise private equity. 

3. Treasury shares have no voting rights and the management cannot use them to further their 
own interests. 

4. If the Company sells a quantity of shares sufficient to to shift the control to a group of 
shareholders, then the other shareholders must approve the sale. 

5. Authorized and un-issued shares do not carry voting rights. 

6. The Company may pay a dividend only if it can afford it, according to International 
Auccounting Standards. 

7. Executive Board Member appointments are delegated by the Shareholders to the 
Supervisory Council Members. This makes Council Members more accountable to 
Shareholders on how the Company is managed. The President of the Company is elected for 3 
years. 

8. If the nature of the Shareholder's investment can be altered by a decision or if there is a 
substantial risk of abuse, the decision must be approved by the General Meeting of 
Shareholders (simple majority). the Supervisory Council or 20 % of the vote of shareholders 
can call a meeting of Shareholders. Article 8.2.4 follows with a list of decisions which are 
presumed to fall under the category of either significantly altering the nature of the investment 
or presenting a significant risk of abuse for Shareholders. 

9. Redemption rights for dissenting minority Shareholders who feel that their investment is 
jeopardized by a decision of the majority of Shareholders. They can insist that the Company 
indemnify them. 

10. Shareholders can rely on knowledge that important issues will automatically be braught to 
their attention. 

11. Council Members are accountable to Shareholders yearly. Cummulative voting ensures a 
measure of proportional representation for minority shareholders. 

12. Right to submit candidates for election at the Supervisory Council. 

DRAFT NO 3 19 JULY 12, 1995 



13. Any "Self-Interested" transactions and situations where conflicts of interest exist must be 
specially approved by non interested Council Members. 

14. Defines fiduciary duties of care, loyalty and attention for Council Members.. 

15. See footnote Number2 

16. Defines fiduciary duties of care, loyalty and attention for Executive Directors. 
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PROPOSED CHARTER OF "DNIPROGIDROENERGO" 

1. General Provisions 

1.1 The open joint stock company " DNiPROGiDROENERGO" lllereinafter- 
Companylis founded in accordance with the decision of the Ministry of Energy 
of Ukraine dated " " 199 N by means of restructuring of state- 
owned enterpriseISOE1 "DNiPROGiDROENERGOW is an open joint stock 
company in conformity with the Decree of the President of Ukraine dated May 
21, 1994 N 244194 "On measures about market transitions in the energy system 
of Ukraine " . 

1.2 The name of the open joint stock company: Open joint stock company 
" DNiPROGiDROENERGO " abbreviated form- open joint stock company 
" DNiPROGiDROENERGO " 

1.3 The location of the company - Kiev oblast, town of Vyshgorod, 255240. 

2. Goals of the Company's Activity 

2.1 Goals of the company's activity: to meet the requirements of the national 
economy in production output, work and services on the basis of the received 
profit and to satisfy the economical and social interests of its shareholders. 

2.2 The matter of activity of the company is the production of electric energy; the 
increase of technical level of production output; maintenance of equipment, 
premises and constructions; consumer services; commercial and intermediary 
activity; foreign economic activity; performance of other activity allowed by the 
present law of Ukraine. 

3. Legal Status of the Company 

3. 1 The Company is a legal person since the date of its state registration. 

3.2 The Company executes its activity in conformity with the present law of 
Ukraine and this Charter. 

3.3 The Company is a legal successor of SOE "DNiPROGiDROENERGO" . 



3.4 The property of the Company is consisting of its basic funds and working assets 
and the other values as well, indicated in the Company's balance. 

3.5 The Company is the owner of: 
The property passed from its founder and participants into its ownership; 
Received income; 
The other property obtained on the basis allowed by the present law. 

The Company undertakes the responsibility for risks of casual loss or damage 
of property that is the Company's property or the property passed into its 
ownership. The Company owns, uses and disposes of its property in conformity 
with the aim of its activity. 

3.6 The Company has the right to sell and to hand over free of charge, exchange 
and lease to the other legal and physical persons the means of production and 
the other material values, use or alienate them by other means if it is adequate 
to the present law and his Charter. 

3.7 The Company has its own balance, settlement and hard currency accounts and 
some other accounts in the banks; trademark and logo adopted by the Executive 
Board and registered within the Chamber of Trade and industry; seal with its 
name. 

3.8 The Company has the right to conclude agreements/contracts, namely: contracts 
of purchase, turnkey contracts, property insurance contracts, storage contracts, 
trade commission contracts, etc., to gain the property and personal non- 
property rights, to bear obligations, to appear for the defense in court, in court 
of arbitration, etc. 

3.9 The Company has the right, in the established law order: 
To issue securities; 
To found the associations and to enter associations with the other 
subjects of business activity; 
To create on the territory of Ukraine and beyond its boundaries the 
regional branches, representative offices and subsidiaries; 
To act in the other ways adequately to the present law. 

3.10 The Company may allot its subsidiaries, branches and representative offices 
main funds and working assets that belong to the Company. The management 
over its activity is performed by the persons appointed by the Executive Board. 

3.11 Making decisions on its staff remuneration and creating the consumer and 
alienation funds within the Company's fixed assets, the Company acts according 



to the law norms established for the state entities until the decision to sell the 
Company's shares is taken. 

4. The Company's Founder and Shareholdem 

4.1 The Company's founder is the state in the name of the Ministry of Energy of 
Ukraine. The Company's stockholders (participants) are: 

The State in the name of the body authorized to manage the State 
property (if 100% of shares belong to the State); 
Workers collective of enterprise with buy-out of State property according 
to the alternative privatization plan; 
The privatization body, upon receiving shares from the founder, 
according to the decision made on the Company's property privatization; 
The legal persons of different forms of property and physical persons of 
Ukraine and other countries that obtain ownership of he Company's 
shares through privatization process and subsequent secondary securities 
markets. 

4.2 The Shareholders (participants) have the right: 

To participate in the General Meeting of Stockholders; 
To elect and be elected to the Supervisory Council, the Revision 
Commission and to the other Company's bodies as defined in Art. 8.3.1 
of this Charter; 
To participate in the Company's management in order defined by the 
present Charter; 
To participate in the Company's profit distribution and be entitled to its 
share (dividends); 
To obtain information about the Company's activity; at the request of its 
member, the Company must submit copies of its annual balance sheets, 
Company's reports, and minutes of all meetings, for his first-hand view; 
To obtain a share of the property of the Company proportional to the 
amount of shares held by each one; 
To freely transfer to ownership of their shares in the order defined by 
the present law and this Charter; 

When new shares are issued, existing Shareholders have the priority right to 
subscribe to a proportion equal to their current holdings. 

The participants can have some other rights envisaged by the present law. 

4.3 The Company's Stockholders have: 



a To keep to the founding documents of the Company; 
To execute the decisions of the Company's General Meetings and its 
other management bodies; 
Not to disclose the commercial secrets and confidential information about 
the Company's activity; 
To carry out other duties envisaged by the law of the Ukraine; 
To deduct 1.5 % of the production cost from the net profit to the branch 
fund in order to finance branch programs and the activity of the central 
apparatus of the Ministry of Ukraine as a body authorized to manage 
State property and coordinate energy complex of Ukraine. 

4.4 The Shareholders are financially responsible for the Company's obligations 
within the limit of their shares. 

5. Statutory Fund of the Company 

5.1 The Statutory fund of the Company equals to KBV. 

5.2 The Statutory fund is divided into common shares, each at the 
nominal value of 25 000 KBV. 

5.3 The Company has the right to change (increase or decrease) the statutory fund. 

5.4 The Statutory fund after complete payment of all previously issued shares can 
be increased by: 

issuing and selling new shares in accordance with the current legislation, 
for additional money or material deposits; 
increasing the nominal value of the issued shares. 

The decision to increase the Statutory fund is passed by the highest body of the 
Company.. 

5.5 The Statutory fund can be decreased in agreement with the Company's creditors 
through: 

Reducing the nominal value of the issued shares; 
Canceling shares bought back by the Company from the Shareholders. 

The decision to decrease the Statutory fund is made by the Company's highest 
body. 



5.6 The decision on changing the size of the Statutory fund comes into power after 
the changes are amended into the State register. 

6. The Company's Shares 

6.1 The Company issues shares in an amount equal to its Statutory fund and 
registers them according to the procedure envisaged by the acting legislation. 

6.2 With an exception envisaged in item 6.3 of this Charter, the Shareholders of the 
Company have the right to dispose of the Company's shares in any way without 
any restrictions, in particular to sell them to other persons, to alienate them in 
favor of other legal entities or physical persons, in case there is nothing else 
determined by the acting legislation. 

6.3 The founder who owns 100% of the Company's shares, cannot alienate his 
shares before the decision on the Company's property privatization is taken. 

6.4 After the decision on the Company's privatization property is taken, the founder 
hands over its shares to the State body of privatization in the order determined 
by the Ministry of Finance of Ukraine and the State Property Fund of Ukraine. 
Simultaneously, the privatization body bears all the responsibilities and 
obligations of the Company's shareholder. 

7. The Profit Distribution and Expenses Cover Procedure 

7.1 The Company's profit is formed by the deductions from the business activity 
for covering material and other expenses including labor remuneration. The 
interest rates and obligations payments, taxes and other payments to the budget 
envisaged by acting legislation are made from the Company's balance profit. 
When all the mentioned above payments are made, the net profit is at the 
Company's disposal. 

7.2 The net profit distribution and covering losses procedure is determined by the 
highest Company's body. 

7.3 The Company creates: 

The reserve (insurance) fund; 
The dividends fund; 
The production development fund; 
The consumer and social fund. 



7.3.1 The Company's reserve fund equals KBV, that means 25 % of 
the Company's Statutory fund. The reserve fund is used for covering of 
expenses related to losses and incidental expenses. The decision to use the 
fund's means is made by the highest body of the Company. The reserve fund is 
created by means of annual deductions in the amount of 5 % of the Company's 
net profit (income) to make a necessary sum. The funds means enter a special 
account within the banking office and is not used in any other way. 

7.3.2 The dividend fund is formed from the Company's net profit (income). The 
amount of planned and deducted quarterly or annually sum of this fund is 
determined by the Company's highest body. 

The means from this fund are paid to the Stockholders proportionally to 
a total cost of their shares. The payment of dividends is made quarterly 
until 25th of the next month after each quarter by entering the 
Shareholders accounts or otherwise in conformity with the Company's 
highest body decision. 

The extra charging and dividends payment to a share owned by State are 
made quarterly according to the Decree of Cabinet Ministers of Ukraine 
dated April 30, 1993, N44-94. "About dividends payments (profit's 
share) by the subjects of business activity created with the participation 
of State entities and other organizations". 

7.3.3 The development production fund is formed by the deductions from the net 
profit. 

7.3.4 The social development fund is formed by the deductions from the net profit. 

8. Administsative Bodies of the Company 

8.1 The Company is managed by: 

The Company's highest body according to Art. 8.2 of this Charter; 
The Supervisory Council; 
The Executive Board; 
The Revision Commission. 

8.2 The Company's highest body 

8.2.1 The General Meeting is the Company's highest body. 

8.2.2 Until other Shareholders obtain share ownership rights through the privatization 
process, Founder shall be single share holder and be the Company's highest body 



The Founder, in the name of the body is authorized to manage State 
property, run the Company by taking decisions on the matters within its 
competency. 

8.2.3 The legal status of the General Meeting and its decisions, order and terms of its 
convention, are determined according to acting legislation and this Charter. 

8.2.4 Within the Company's highest body competence is: 

To set up key directions of the Company's activity, approve its plans and 
reports about their fulfillment; 
To set up organizational structure of the Company; 
To approve the Charter and to introduce the changes and amendments; 
To elect or recall, with or without due cause, members of the 
Supervisory Council (with the exception of cased envisaged in item 
8.3.1); 
To elect the Chairman of the Executive Board; 
To elect or recall the members of the Board and the Company's Revision 
Commission (except the cases envisaged in item 8.4.4); 
To adopt annual results of the Company's activity including its 
subsidiaries, reports and conclusions of the Revision Commission, profit 
distribution order; 
To determine the procedures of covering losses: 
To create, reorganize and liquidate subsidiaries, representative offices 
and branches; to adopt their Charters and regulations; 
To adopt decisions on property responsibility of the Company's officials; 
To adopt procedure rules and other internal documents of the Company; 
To set up organizational structure of the Company; 
To take decisions on purchase of the Company's own shares; 
To approve agreements, calculated for the sum exceeding the Statutory 
Fund by 5 times; 
To determine the payments to remunerate the labor of the Company's 
officials, its subsidiaries and branches, representative offices; 
To adopt decisions on suspending the Company's activity, appoint 
liquidation commission, adopt liquidation balance. 

The Company's highest body may deal with the other questions 
concerning Company's activity. 

8.3 The Supervisory Council 

8.3.1 Until the first General Meeting of Shareholders is held, which is convened after 
the decision being made to start the privatization of the Company's property, 



the Supervisory Council is the body that manages the Company's Executive 
Board activity in order to protect the interests of Shareholders and the State. its 
election and activity order, questions within its competence are determined in 
the conformity with the "Regulations about the Supervisory Council" adopted 
by the order of the Cabinet of Ministers of the Ukraine dated July 19, 1993, 
N556, and by items 8.3.2-8.3.9 of this Charter. 

The first General Meetings of Shareholders, convened after the decision 
being adopted about the privatization of Company's property, elect a new 
Supervisory Council and determine its competence. 

8.3.2. The Supervisory Council consists of 5 members. it has as its members: 
from the "Minenergo" of Ukraine : 1 person 
from Vyshgorod branch of"Prominvestbank" of Ukraine : 1 person 
from " Dniprogidroenergo " : 1 person 
from the State Property Fund of Ukraine : 1 person 
from Vyshgorod district rada of people's deputies of Kiev oblast (local 
parliament) : 1 person 

8.3.3 The Supervisory Council staff and its substitutions are adopted by current joint 
commission of the Ministry of Economy of Ukraine and the State Property 
Fund by the Founder's presenting. 

8.3.4 The Supervisory Council: 

Adopts the membership of the Company's officials by the Chairman's 
presenting; 
Approve transactions of the Company's fixed property the cost of which 
is not exceeding 50% of the Statutory Fund; 
Adopts annual and quarter reports which are submitted by the Executive 
Board and the Revision Commission; 
Makes analyses of the Board's acts concerning the Company's 
management and its investment; 
Technical and price policy, goods nomenclature support and services; 
In case of necessity initiates the conduction of extra revisions and 
auditors checks o f  financial and business activity of the Company; 
Presents to the Founder suggestions on the matters of the Company's 
activity; 
Executes other acts pertaining the supervision of the Company's activity; 
Submits to the privatization bodies suggestions concerning the 
peculiarities of the Company's property privatization. 

8.3.5 The Supervisory Council have the right: 



To obtain information about Company's activity; 
To hear the reports of the Board, the Company's officials on specific 
matters of their activity; 
To stop the power of the members of the Board adopted before; 
To invite the experts for analyses of specific matters of the Company's 
activity. 

8.3.6 The Supervisory Council have no right to interfere in the current Company's 
activity. 

8.3.7 The Supervisory Council presents its annual report to the Founder and reports 
to the first General Meeting of Shareholders that convened after the decision on 
the Company's property privatization is made. in the case when the work of the 
Supervisory Council is admitted to be unsatisfactory, the Founder submits to 
constantly working commission of the Ministry of Economy of Ukraine, 
Ministry of Finance and the State Property Fund the proposals about changes 
within its membership. 

8.3.8 The extra-ordinary meetings are held quarterly and are considered legal if the 
have 213 quorum. The decisions of the Supervisory Council are accepted by a 
simple majority of votes. in the case of equality of votes, the Chairman of the 
Meeting is entitled to a decisive vote. The extraordinary meetings are convened 
at the request of the Chairman of the Supervisory Council, of 113 of its 
members or the Company's Executive Board. 

8.3.9 The Supervisory Council members are the Company's officials and bear the 
responsibility within its competence. Remuneration of the duties of the member 
of the Supervisory Council equals to 6 minimal salaries to the Chairman and 4 
to the other members of the Board, a supplemental annual bonus equals to 10% 
of the Chairman's bonus received in the established order. 

8.4 The Company's Executive Board 

8.4.1 The Executive Board is the executive body that manages the Company's current 
activity. 

8.4.2 All the matters related to the Company's activity are within the Board's 
competency, besides those related to the competency of the other Company's 
body determined by acting legislation, this Charter or by the decision of the 
highest body of the Company. The highest body of the Company can make a 
decision to delegate its authority to the competence of the Executive Board. 



8.4.3 The Board is elected for 3 years and it should report its activity to the highest 
body and to the Supervisory Council of the Company. The Executive Board 
organizes the execution of its decisions. 

8.4.4 The Executive Board of the Company consists of 7 members. The first 
Chairman of the Board is Potashink Semen izrailovich. The next candidate's 
nomination is adopted by the Supervisory Council considering Founder's 
presenting. 

Such order of forming the personal membership of the Company's 
Executive Board is in power until the first General Meeting of 
Shareholders takes place and determines the new order. 

8.4.5 The Chairman of the Executive Board executes its power over the Board's 
activity. The Chairman of the Board has the right to act in the name of the 
Company without any instructions, he is authorized to tackle current 
Company's affairs, to execute the decision of the Company's highest body and 
the Supervisory Council, to represent the Company in its relations with the 
other physical and legal persons, negotiate and conclude agreements in the 
name of the Company, to organize someone to record the minutes. The highest 
body of the Company signs a contract that covers issues concerning 
competency, activity conditions and salary of the Chairman. 

8.4.6 The Company Board's meetings are held once in a month and become legal if 
1/2 of its members are present. The Board's decisions are taken by a simple 
majority of votes. in the case of equality of votes, the Chairman's vote is 
decisive. The extra-ordinary meetings are convened at the Chairman's or 1/3 of 
its members request. 

8.4.7 On the basis of the decisions made by the Board, the Chairman.. . . . 



ANNEX B : COMMENTS ON THE PROPOSED CHARTER FOR 
"Dniprogidmenergo" 

I. Geneml Comments 

The charter of a company should be kept as short, general and simple as 
possible. There is no reason for the charter to list rights that are already 
granted under Ukrainian law. The Charter can not create legal rights that 
contradict existing and future laws, so listing of rights is superfluous and will 
only promote confusion because some rights will be omitted or because the law 
will change but the charter will not. As an example, shareholders rights should 
simply refer to "all rights mandated by Ukrainian Law". 

Another advice to keep in mind is to organize sections logically and keep 
related topics together. The following specific comments follow the proposed 
outline of the Hydro-power Company charter. 

11. Specific Comments 

Hereafter, the numbering of paragraphs follows exactly the numbering of 
articles of the Charter of the Open Joint Stock Company "Dniprogidroenergo". 
Direct quotes appear in italics. 

2. Goals of the Company's Activity 

Section I11 of this corporatization plan describes at length that the fundamental 
principle of good corporate governance is the formulation of a clear goal by the 
company owners, which the managers and directors can then be held 
accountable for achieving. 

The proposed text reads as follows : 

"2.1. The goals of the company's activity is to meet the requirements of the 
national economy in production output, works and services on the basis of the 
received profit and to satisfy the economical and social interest of its 
shareholders. 
2.2. The matter of activity of the company is the production of electric energy; 
the increase of technical level of production output; maintenunce of equipment, 
premises and constructions; consumer services; commercial and internediary 
activity; foreign economic activity; peq5ornance of the other activity allowed by 
the present law of Ukraine. " 

Does this fit the requirements of a clear goal for management ? 



2.1. "The requirements of the national economy in production output, works 
and services" are typical concerns of the State as a sole shareholder, but 
would be irrelevant to private investors. Future private shareholders are 
also unlikely to reach a consensus on their "social interests". 

It would therefore be wise to narrow the goals of the company's activity 
to the following : 
"to satisfy the economic interest of its shareholders. " 

It should be noted that it is unnecessary to specify that company activities 
must be conducted "on the basis of the received profits". This matter 
does not directly concern the "goal" of the company, which must anyway 
always "be allowed by the present law of Ukraine." (see general 
comment on listing rights granted by the law). 

2.2. The "matter of activity of the company" should be kept as broad as 
possible, so that the future Gencos can easily adapt to a changing 
environment, which is difficult to predict today . For instance, they 
should not be constrained by the current wording of the licenses under 
which Gencos will operate initially (restricting Gencos exclusively to 
power generation activities). As an example, the POTOMAC 
ELECTRIC POWER COMPANY has the following broad purpose : 

(A) To manufacture, produce, generate, buy, sell, lease, deal in, transmit 
and distribute (i) power, light, energy and heat in the form of electricity or 
otherwise, (ii) by-products thereof and (iii) appliances, facilities and equipment 
for use in connection therewith; 

(B) To acquire (by construction, purchase, condemnation, lease or 
otherwise), use, maintain, operate, deal in and dispose of, power plants, dams, 
substations, office buildings, service buildings, transmission lines, distribution 
lines, and all other buildings, machinery, property (real, personal or mixed) and 
facilities (including water power and other sites), and all fixtures, equipments 
and appliances, necessary, appropriate, incidental or convenient for its 
corporate purposes; and 

(C) To conduct business as a public service company, which business is 
briefly described as the purchase, manufacture, generation, transmission, 
distribution and sale, both at wholesale and at retail, of electricity or other 
power or energy for light, heat and power purposes in the District of Columbia, 
the Commonwealth of Virginia, the State of Maryland and elsewhere. 

3. The legal status of the Company 



3.1 1. says st@ remuneration must be decided according to the law established 
for the state entities. 

If indeed the law fixes remuneration for state entities, then it is not necessary to 
mention it in the Charter (see general comment on listing of rights). Eventually, 
the Genco managers will want to be able to introduce some financial incentives 
in the remuneration of its key staff. When the law does allow that to happen, it 
would be a shame if the Company Charter expressly prohibited this option. 

4. The Company's founder and shareholders 

4.1. lists who the shareholders are. The last paragraph says : the legal persons 
of different forms of property and physical persons of Ukraine and other 
countries that obtain ownership of the Company's shares through privatization 
process and subsequent secondary securities markets. This general "catch all" 
statements forgets to include the owners of newly issued shares, ie beyond the 
privatization process. 

Rather than listing the State, the workers collective, the privatization body and 
the legal persons [...I as shareholders, it may be simpler to define shareholders 
generically in the following way : 

4.1. The shareholders are the physical persons and legal entities who obtain 
ownership of the Company's shares through the privatization process, the issue 
of new shares and subsequent secondary securities markets. 

4.2. to 4.4. then proceeds to list the rights and obligations of shareholders as 
defined in the law on open joint stock companies. As mentioned earlier, listing 
rights which are provided for by legislation is counterproductive. We suggest 
that these paragraphs simply be removed. 

One paragraph includes the following : To deduct 1.5 % of the production cost 
from the net profit to the branch fund in order to finance branch programs and 
the activity of the central apparatus of the Ministry of Ukraine as a body 
authorized to manage state property and coordinate energy complex of Ukraine. 

This particular provision is a form of tax imposed on the Gencos. This is a 
good example of the State as sole shareholder mixing up its roles. Taxation 
matters must not be dealt with at the Charter level, but in separate laws and 
regulations. This paragraph in particular should be deleted. 

5.  Statutory Fund of the Company 



The issue of how the statutory capital of the Gencos is going to be increased in 
order to attract new investors is probably one of the most critical for the future 
growth of the Gencos. Article 5.4. stipulates that the decision to increase the 
statutory fund is pmsed by the highest body of the Company (ie the general 
meeting of shareholders). Article 38 of the Law on Business Associations 
allows the decision to increase the capital by up to 1/3 to be taken by the 
Directors, if so specified by the Statute. The law does not say whether this 
decision should be taken at the executive or supervisory level. In the US such 
decisions are taken by the full board, including both managing and non- 
managing directors. 90 % of all board members of publicly quoted companies 
in the US are non-managing directors, so in practice, the decision to issue new 
shares is taken by outside directors, under the strong influence of the CEO. 

Under the Anglo-Saxon system of company law, the statutory capital can have 
different characteristics. First a certain amount is "authorized" in the Statute. 
Within the authorized amount, some shares may be "issued" and others "non- 
issued". The issued ones belong to shareholders, the non-issued ones are 
considered treasury shares and belong to the company. It is the non-issued 
authorized shares which the Directors can sell at any time without shareholder 
approval. Finally, issued shares can be "fully paid" or "partially paid", 
allowing shareholders to contribute their equity investment in the company in 
pre-determined stages. 

Attracting outside investors is a complex process in the best of cases. In the 
US, Directors can issue new shares within the "authorized" capital limit without 
prior consulting with the shareholders. This flexibility is important because 
Directors must be able to react to market opportunities (see section on 
"dynamism" as a fundamental corporate governance characteristic). Many 
uncertainties make it inappropriate for every public offering to be decided 
through a meeting of shareholders. Timing is crucial and so is the amount and 
pricing of an issue. Recent experiences in Russia with public offerings, 
highlighted the importance of providing a mechanism for Directors to respond 
quickly to changing market conditions for public offerings. Requiring each 
change in the number of shares to be offered to be approved by the 
shareholders has demanded a lengthy process which has made it more difficult 
for enterprises to raise needed capital quickly. 

Unfortunately, the Law on Business Associations does not deal in such detail 
with issuing new shares. However, article 38 does provide the basis for giving 
the Directors some discretion in this important matter. The Statutory Fund can 
be described as "authorized", "issued", "fully paid" shares. The 1/3 additional 
capital the directors can decide to increase the capital by, can be described as 
"authorized", " non-issued" shares. 



Article 5.4 could therefore read as follows : 

"The statutory fund after complete payment of previously issued shares can be 
increased by : 
- issuing and selling new shares in accordance with relevant legislation, for 

additional money or material deposits; 
- increasing the nominal value of the issued shares. 
The decision to increase the statutory fund is passed by the highest body of the 
Company if the increase is more than one third, otherwise the decision is made 
by the Supervisory Council after consultation with the Executive Board." 

6. Shares of the Company 

[no comments] 

7. Procedure of profit distribution and covering costs 

All the provisions from 7.1. to 7.3.4. are extremely restrictive and seem to 
only repeat current legal requirements. As mentioned earlier, it is understood 
that Directors must act within the law. Actually listing current rights and 
obligations in the Charter is not recommended since they are bound to change 
with time. An alternative, simpler and shorter wording for this section could be 
the following : 

- "The Supervisory Board, may by resolution, declare a dividend out of 
any net annual profit if the directors are satisfied that : 

7.1. the Company will be able to satisfy its liabilities as they become due in 
the ordinary course of business; 

7.2. the realizable value of the assets of the Company will not be less than the 
sums of its total liabilities; 

This should ensure at a minimum that dividends are not declared if the 
company is technically bankrupt or if its cash flow could become negative as a 
result of such a payment. As much as possible, the directors should have the 
discretion ("dynamism" aspect of corporate governance) to allocate funds as 
best serves the interest of the corporation. Some special funds may have been 
earmarked by legislation for the time being. These, the Directors will have to 
respect. But decisions on new investments, acquisitions and dividend payments 
are best left to their discretion. The shareholders of course monitor these 
decisions by supporting management or not at the annual general meeting of 
shareholders and exercising their other rights listed in section 111. 



8. Administrative Bodies of the Company - Title could be changed to " The 
Institutions of the Company", since the general meeting of shareholders for 
instance, is not an "administrative body". 

8 1 The Company is managed by :. . . 

We suggest alternatively, "The Institutions of the Company are : 
- The General Meeting of the 

Shareholders 
- The Supervisory Council 
- The Executive Board 
- The Audit Commission 

8.2.2 The Founder, in the name of the body authorized to manage state 
property, runs the Company by taking decisions on the matters 
within its competency. 

It may be useful in this paragraph to add a word to the effect that 
as long as the State is the only shareholder, the Company shall be 
run for commercial purposes, with a view to maximizing the 
return on investment (see section 2.2.1.1. of the issues of the State 
as a sole shareholder). 

For instance : "The Founder, in the name of the body authorized 
to manage state property, runs the Company by taking decisions 
on matters within its competency, with a view to maximizing the 
value of the Company, within the current laws, regulations and 
Company Charter. " 

8.2.3. The legal status of the General Meeting and its decisions, 
order and terms of its convention are deteimined according 
to acting legislation and this Charter; 

Thanks to this paragraph, most of article 8.2.4. can be excluded 
(see section on listing legislative rights). Article 41 of the law on 
business association clearly stipulates that the General Meeting of 
shareholders has all the rights and can discuss anything. Expressly 
included are : 

- to set up key directions of the Company's activity, approve its 
plans and reports about their fulfillment (art. 41 (a)); 

- to set up organizational structure of the Company; (art. 41 (h)) 



- to approve the Charter and to introduce the changes and 
am endm ents; (art 41 (b)) 

- to adopt annual results of the Company 's activity including its 
subsidiaries, reports and conclusions of the Revision Commission, 
prof it distribution order; (41 (e)) 

- to create, reorganize and liquidate subsidiaries, representative 
offices and branches; to adopt their Charters and regulations; (art. 
41 07 

- to adopt decisions on propem responsibility of the Company 's 
officials (art. 41 (g)) [NB this particular provision is difficult to 
understand. Maybe the Russian or Ukrainian original text is 
clearer .] 

- to adopt procedure rules and other internal documents of the 
Company (art. 41 (h)) 

Other items should be treated differently 
- to elect and recall with or without due cause members of the 

Supervisory Council (with the exception envisaged in item 8.3.1 .); 
This right is included in Article 41(c), but should nevertheless be 
included in the Charter because it adds that members of the 
supervisory council may be recalled with or without due cause. 
This is an important addition which gives shareholders more 
influence in the exercise of their power and on how the 
corporation is run. The following sections include the rights to 
elect the Chairman of the Executive Board, the other members and 
the Company's Revision Commission : 

- to elect the Chairman of the Executive Board; 
- to elect and recall the members of the Board and the Company 's 

Revision Commission (except in cases envisaged in item 8.4.4.) 
For these sections it would also be useful to add that these 
appointees can all be dismissed "with or without due cause1 l. 

In practice, the appointment of the Chairman and other members 
of the Executive Board, should be made through the Supervisory 
Council and only confirmed by the shareholders meeting. This is 
the work of the important Selection Committee, composed of 
outside directors, mentioned in Section 111 of this paper. This does 
not mean to say that shareholders cannot challenge the proposed 
nominations by submitting alternative candidates. On the contrary, 
the opportunity to do so is an important element of corporate 
governance. This can be done by introducing new items to the 
agenda, as permitted by article 43 paragraph 2. 



- to approve agreements, calculated for the sum exceeding the 
Statutory fund by 5 times; (article 41 (k)). Getting shareholders 
approval, even for big contracts may be too cumbersome to be 
practical. Business opportunity must not be lost because, while 
shareholders had first too be consulted, the process took too long 
to organize. Unfortunately, the Law on Business association 
does state: "approval of contracts made fr an amount which 
exceeds that indicated in the company charter is of the competence 
of the general meeting of shareholders". 

However just saying this amount is 5 times the Statutory Fund is 
dangerous and arbitrary. In general, it is best to use a multiple of 
the book value of the Company's fixed assets which is a slightly 
more relevant figure. The idea is that Shareholders should only 
interfere with the running of the Company if the nature of their 
investment is substantially affected. This would be the case for 
instance if the Directors were considering an investment that 
would double the generating capacity for instance. 
to determine the payments to remunerate the labor of the 
Company's ofSicials, its subsidiaries and branches, representative 
ocfjcices; 
This provision is very important for corporate governance and 
should not be changed. It should be noted however that in practice 
the ground work could be done by the Remuneration Commission 
of the Supervisory Council, with shareholders confirming their 
findings or if necessary, proposing modifications. In such a case, 
it would not be necessary to introduce a new line item to the 
agenda, as voting on the remuneration of key officers would 
automatically be included in each annual meeting. 

- The Company's highest body may deal with the other questions 
concerning Company 's activity; This last section could be 
reworded in the following way : "The Shareholders' Meeting may 
deal with any other question concerning the Company's activity, if 
not limited by law and this Charter". 

These comments apply to the text as proposed for the Hydro-power 
company. The Genco charters should however include some other very 
important provisions. The Law on Business Association very briefly 
mentions rules concerning notification of shareholders, quorum 
requirements, voting and proxy rules. Under Anglo-Saxon law, the 
mechanics of these procedures would be described in the company "By- 



Laws", a document attached to the "Memorandum of Incorporation". 
The Charter under Ukrainian law is supposed to be a more 
comprehensive and detailed document, encompassing both the 
memorandum and the by laws. The following text is the suggested 
amendment to the Genco charter, and is an excerpt of Annex C. It 
ignores the fact that for the time being the State is the only shareholder, 
on the assumption that this is a temporary situation. 

Notification : For Annual General Meetings, Shareholders shall be deemed 
notified if the date and place of the meeting are published in three major 
national newspapers at least 21 days in advance and is not scheduled on a 
different date than the one defined in Article 8.2.3.1. For all Special Meetings 
and General Meetings scheduled on different dates, all shareholders must be 
notified of the date, place and agenda of the meeting. Notice will be considered 
duly given if the Company publishes all information in three leading national 
newspapers at least 21 days before the date and sends a least 21 days in 
advance the same information by postal mail, hand delivery or telefax, to each 
shareholder individually. In case the Meeting is not called by the Company's 
management, the Company shall nevertheless bear all the costs related to 
notification of all shareholders and shall make available to the organizers of 
such a Meeting a current list of shareholders and their addresses. 

Ouorum : More than 60 % of all shareholders must be present or represented 
for the Meeting to be valid. If the capital required is not represented at the 
Meeting, a second Meeting shall be called and held not later than one month 
after the first. The same rules concerning quorum representation and voting 
requirements shall apply to the second meeting and any subsequent meeting 
held thereafter until a minimum quorum is achieved. The Meeting shall be 
dissolved within one hour of being convened if the quorum is not met. 

Voting : Except where otherwise provided for by the laws of Ukraine or by this 
Charter, all decisions will be taken by a simple majority of the shares present 
or represented. In the case of equality of votes, the Chairman of the Meeting, 
elected before every Meeting, shall be entitled to a second or casting vote. 
Votes will be counted by a Counting Commission, appointed at the beginning of 
each Meeting by the Supervisory Board. All votes will be confidential unless 
they are exercised by a representative holding a valid proxy power or relate to 
a transaction described in articles 8.2.4.1 to 8.2.4.7 and 4.2.9 giving non- 
approving shareholders an ex-post participation or redemption right as defined 
in article 4.2.9. Voting of the Directors of the Supervisory Council shall be 
based on the principle of cumulative voting as defined in Article 8.3.2.5 
below. 



Proxy Rules : 
- Shareholders may cast their votes either personally or by proxy. Any 

solicitation of proxy must state the proposals to be voted upon, with provisions 
to allow the shareholder to vote yes, no or to abstain. 

- In case the matter to be voted upon is the reappointment of a slate of directors 
for the Supervisory Council, the proxy solicitation shall allow the shareholder 
to vote for the entire slate or by individual. The proxy form shall include the 
names of all candidates known to the Supervisory Council 30 days prior to 
notification of the Shareholders of a General Meeting (see Article 8.3.2.7). 

- The proxy may not be open-ended and leave any discretion to the proxy holder, 
save to decide upon matters incidental to the conduct of the meeting. 

- Proxies are valid only for one Meeting and cannot be irrevocable. 
- At the date, time and place of the convened Meeting, all duly appointed 

shareholder representatives must show original signed proxy documents to the 
Counting Commission. 

- Appointed representatives must exercise their voting rights in the manner 
specified on the proxy. The Counting Commission is responsible for ensuring 
compliance. Votes exercised by proxy will not be confidential. 

- Signatures on proxies are presumed valid. If the Chairman of the Meeting, the 
Counting Commission or any shareholder representing 10 % of the votes, has 
reasonable doubts concerning the validity of a proxy, he can call for a 
notarially certified copy of the proxy which must be produced within seven 
days of being so requested or the vote or votes cast by such proxy shall be 
disregarded. The Company shall pay for the cost of obtaining such a notarized 
document. If the cancelled vote or votes do not affect quorum or majority 
requirements, the decision will be unaffected. If the quorum or majority 
requirements are not met because of the cancelled vote or votes, then the 
Shareholder's decision will be declared null and void by the Counting 
Commission and the Supervisory Council shall reconvene a new General 
Meeting following the notification rules set out in Article 8.2.3.2 above. 

- The proxy document shall be in writing, signed by the registered shareholder or 
the shareholder's duly authorized representative if the Shareholder is a 
corporation. 

Note that these provisions have been kept to their barest and simplest 
form and could be made significantly more detailed in an annex to the 
Charter. In practice, the power of a corporation generally lies with 
whoever controls the proxy process. Under Ukrainian law, that is the 
Executive Board. This is not something that needs to be modified. It 
must only be kept in mind that it must be realistically possible for other 
interested parties such as outside directors and significant shareholders to 
influence the voting process. In particular, getting access to the current 
list of shareholders, in order to notify them of a disagreement with 



management, or to call an extraordinary meeting of shareholders, or 
introducing an item to the agenda, must be guaranteed and protected. 

8.3. The Supervisory Council 

8.3.1. contains a reference to Regulations about the Supervisory Council, adopted by 
the Cabinet of Ministers of the Ukraine and dated July 19, 1993. This document 
contains worrying provisions in terms of corporate governance. Article 4 of the 
Regulation stipulates that the composition of the first Council is decided jointly by the 
Ministry of Economy, of Finance and the SPF. Article 12 seems to suggest that 
thereafter, the Supervisory Council submits annual reports to the Shareholders. If the 
shareholders are not satisfied with the work of the Supervisory Council, they must 
"submit proposals to the commission [that is the corporatization commission composed 
of representatives of the ministry of economy, finance and SPF, referred to as the 
"Establishment Board in Section IIJ as to changes in its composition". This would 
mean that the State and not the shareholders would ultimately always decide who the 
members of the Supervisory Council should be. 

The Law on Business Association expressly gives this right to shareholders, and the 
proposed hydro-power charter confirms this (see Article 41(c) and discussion above on 
the virtue of being able to dismiss members with or without due cause). It seems 
therefore that the Regulation on the Supervisory Council contradicts an Act of 
Parliament and is therefore probably invalid. Maybe, it is intended to be in force only 
during the transitional phase between the corporatization and the first meeting of 
shareholders, but that is not how it reads, at least not in the literal sense. Whichever 
way, this matter should be clarified and if necessary a new Regulation on Supervisory 
Boards should be proposed for adoption by the Cabinet of Ministers. 

8.3.2. The Supervisory Council consists of 5 members 

The Charter should not be so restrictive. It is better to fix a maximum, 12 being 
probably optimal according to international standards for a large corporation such as a 
Genco. It may not be possible to find 12 suitable candidates immediately, for each of 
the Gencos, but this should not affect the drafting of the Charter. The text of the 
Hydro-power plant goes on to list exactly who shall be appointed from where. Again 
this is counterproductive. The Charter should not worry itself with such details liable 
to change. The law may require certain people to come from pre-determined groups 
such as bankers, suppliers, representatives of the State, etc.. This also does not need 
to be repeated in the text of the Charter. At most, the Charter can perhaps mention 
who shall be the first non-executive Directors. A further step in the scope of work 
defined for the Team 3 advisors includes helping the Genco's identify and recruit 
suitable candidates to this position. 



8.3.4. The Supervisory Council.. 
- adopts the Chairman of the Executive Board by the Founders presenting (except 

for the Chairman of the Board according to item 8.4.4. of this Charter.) The 
Translation can obviously be improved, but this line contradicts a similar 
statement appearing under article 8.2.4., listing shareholders rights and 
expressly mentioning that the annual general meeting of shareholders would 
appoint the Chairman of the Executive Board. What this section should say is 
probably the following : "submits for approval by the General Meeting of 
Shareholders a candidate to the position of Chairman of the Executive Board 
(except 8.4.4.). 

- adopts the membership of the Company 's officials by the Chairman 's 
presenting; 

- approve transactions of the Company 's fiicedproperty the cost of which is not 
exceeding 50 % of the Statutory Fund. The comment on this section is the same 
as the one appearing for the General Meeting of Shareholders. Fixing the limit 
at 50 % of the Statutory Fund is arbitrary. If the Supervisory Council is to be 
the ultimate decision making body, it is much better to have it as a multiple of 
the book value of the company's assets. 

- adopts annual and quarter reports which are submitted by the Board of 
Directors and the Revision Commission; Should be "approves" rather than 
"adopts" the reports. The Charter should add that if the Council decides not to 
approve a report, such a decision will be put forward at the next shareholders 
meeting and may be the subject of an extraordinary shareholders meeting if 
warranted by the seriousness of the circumstances. 

- makes analysis of the Board 's acts concerning the Company 's management 
and its investment. 

- technical and price policy, goods nomenclature support and services; This may 
be considered involvement in day to day operations and should probably be 
confined to the Executive Board. 

- in case of necessity initiates the conduction of extra revisions and auditors 
checks of financial and business activity of the Company; 

- presents to the Founder suggestions on the matter of the Company's activity; 
This section should refer to the shareholders, not the founder. 

- execute other acts pertaining the supervision of the Company 's activity; 
- submit to the privatization bodies suggestions concerning the peculiarities of the 

Company 's property privatization. 

The following is a proposed amendment to this entire section on the responsibilities of 
the Supervisory Council : 

8.3.4. Responsibilities of the Supervisory Council 



The Supervisory Council appoints, subject to Shareholder veto, the 
members of the Executive Board and supervises its activity. The 
Chairman of the Executive Board must be approved by the Shareholders 
at the Annul Meeting. 
The Supervisory Council pre-approves all matters submitted to a vote of 
the Shareholders. 
The Supervisory Council may delegate to the Executive Board any 
function not specifically reserved by law or this Charter to the 
Shareholders or the Supervisory Council. 
The Supervisory Council must pre-approve any "self-interested" 
transaction. A "self-interested" transaction is defined as any transaction 
in which one party is the Company and the other is either a member of 
the Supervisory Council, a Shareholder representing more than 5 % of 
the outstanding shares, a member of the Executive Board or a senior 
Company official or is a company or third party in which one such 
interested party owns an interest. The interested party must disclose 
hislher interest to the Company before the transaction takes place and if 
helshe is a member of the Supervisory Board, will be excluded from the 
quorum and vote calculations, authorizing the transaction. Non-interested 
Directors may only approve the transaction if the consideration for any 
property or services transferred by the Company equals or exceeds the 
market value of the property or services, and the consideration paid by 
the Company in exchange for property or services does not exceed the 
market value of the property or services. 
The Supervisory Council must pre-approve any purchase or sale of asset 
involving between 25 and 50 % of a Company's value. 
The Supervisory Council elect a Chairman from its Members. 
The Supervisory Council Members will exercise due diligence in their 
duties of supervision over the activities of the Executive Board. They are 
responsible, jointly or individually, as the case may be, towards the 
Company, the Shareholders and third parties in case of negligence, fraud 
or incompetent behavior. They owe a duty of loyalty to the Shareholders 
and a duty to act with due care in the best interest of the Company. 
The Supervisory Council organizes working commissions made up of its 
members to deal specifically with internal audit of the Company, 
remuneration and selection of key officers. Other working commission 
may be set up on an ad hoc basis. 

8.3.5. The rights of the Supervisory Council: A more complete list of rights is 
proposed 

in our draft model : 



Rights of the Supervisory Council : 
The Supervisory Council has the right to obtain any information on the 
Company's activity. It can order members of the Executive Board, 
Company officials and Members of the Revision Commission to appear 
in front of the Supervisory Council for hearings or to present reports. 
Any member of the Supervisory Council may attend a meeting of the 
Executive Board but may not vote. 
The Supervisory Council may order the Revision Commission to conduct 
specific inquiries. 
The Supervisory Council convenes Special Meetings of Shareholders 
whenever required by law, this Charter, or in order to protect 
Shareholders interests (see Article 8.2.4.). 
Within the authorized capital limit, the Supervisory Council may decide 
to issue new shares. The Supervisory Council decides the amount of the 
issue, the timing and the offering price subject to the provisions of 
Articles 5.3.1, 5.3.2 and 5.3.3. The offering price must not be less than 
fair market value, as determined by the Supervisory Council. 
The Supervisory Council has no right to interfere with the operational 
activity of the Company's Executive Board. 
The Supervisory Council presents an annual report to the Meeting of 
Shareholders or to the Founder until the first meeting is held. 
Meetings of the Supervisory Council : The sittings of the Supervisory 
Council are held not less than once per quarter and are considered valid 
as long as no less than 213 or its members are present or represented 
within half an hour of the appointed time. All members must be notified 
in writing at least 3 days in advance. If all the members are present or 
represented at a meeting they can validly waive the notice requirements. 
Extraordinary sittings of the board are convoked at the request of the 
Chairman or 113 of its members. 
The decisions of the Supervisory Council are adopted by a simple 
majority of votes, unless the law or this Charter requires otherwise. In 
case of equality of votes, the Chairman of the Supervisory Council is 
entitled to a decisive vote. 
A vacancy in the Supervisory Council may be filled by a resolution of 
the remaining members until a shareholder's meeting is held. 
Remuneration for the duties of the members of the Supervisory Council 
are voted by the Shareholders at the Annual General Meeting. 

Deals with changing the Supervisory Council members if their work is 
unsatisfactory. This paragraph mentions again, as does the Regulation on 
Supervisory Councils the role of the ministries of Finance, Economics 
and SPF in appointing new members. It is important for this role to 



revert very clearly to the General Meeting of Shareholders, and not 
remain in the hands of the State. 

8.3.8. We suggest the following wording : 
"Meetinns of the Supervisory Council" : The sittings of the Supervisory 
Council are held not less than one per quarter and are considered valid as long 
as no less than 213 of its members are present or represented within half an 
hour of the appointed time. All members must be notified in writing at least 3 
days in advance. If all the members are present or represented at a meeting they 
can validly waive the notice requirements. Extraordinary sittings of the board 
are convoked at the request of the Chairman or 113 of its members. 

A vacancy in the Supervisory Council may be filled by a resolution of the 
Supervisory Council until a shareholders' meeting is held.: 

8.3.9 Experience in Eastern Europe has shown that for the Supervisory Council 
to have any meaningful role, it is very important to provide adequate 
remuneration of its members. The current proposal of a fixed 6 or 4 minimum 
salaries is again an arbitrary rule which does not leave a lot of room for 
manoeuvre. A future detailed analysis of what is possible in the Ukrainian 
context should be conducted in order to provide the basis for more specific 
recommendations. Such a study should also cover the issue of remuneration of 
the Executive Board members and other key company officers. 

8.4. The Executive Board 

8.4.3. The Board is elected for 3 years [. . .]. 
It may be interesting to consider rotating appointments for the sake of 
continuity. For instance, one third of the board would be initially elected for 
one year, one third for two years and one third for three years. Thereafter, 
each year, one third of the board would be reelected for three years. (This 
contrasts with our recommendation that the members of the Supervisory 
Council be elected each year for one year under a system of cumulative voting, 
at each annual shareholders meeting.) 
8.4.4. Replace the word "Founder" with "General Meeting of Shareholders " . 
The shareholders should make the ultimate decision on the composition of the 
members of the board, although the Supervisory Council, through the 
Nomination Commission should propose candidates. 

The following sections should be added : 
"Responsibilify of the Directors : 
(i)The Directors are responsible, jointly or individually as the case may be, 
towards the Company, the Shareholders and third parties, for any violation of 



any applicable laws, of any articles of this Statute or any fault committed in 
their administration and management of the Company. 
(ii) The Directors are personally liable to any damage incurred or loss caused to 
the Company, its Shareholders and third parties through fraudulent, negligent or 
incompetent behavior. " 

The wording of this section may need some more reflning in order to strike the 
correct balance between accountability of management and the need not to deter 
good people from taking on such responsibilities. The Business Judgment Rule 
which has been developed by the Courts in the West could be explicitly inserted 
in the Charter for instance. Alternatively, it could be included in a contractual 
agreement between the directors and the Company. 

"Duty of the Directors : 
The Directors owe a duty of loyalty to the Shareholders and a duty to act with 
due care in the best interest of the Company. 

Conflict of Interest : 
If a member of the Executive Board has an interest in any corporation or third 
party with which the Company is involved in a business relationship, helshe 
must disclose this interest to the other members of the Board and shall be 
excluded from the quorum and vote calculations of any decision involving the 
Company and this other corporation or third party. We have proposed extensive 
safeguard provisions in our draft charter dealing with "self-interested 
transactions " . 

Companv Secretary : 
The Directors shall by resolution of the Board, appoint a Company Secretary 
who shall be responsible for maintaining the shareholders registry (unless a 
licensed professional agent is used), minute books and records (other that the 
financial records) of the Company and to ensure compliance with all procedural 
requirements imposed on the Company by applicable laws and this Statute." 
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Adopted : 

Deputy Minister of Energy of Ilkrainc 
03.04.95 0-M.Shcberstov 

Plan 
of measures for creation of s h t c  joint stock company 

"DONBASSFNERGO" 

Measurw Person responsible Etc. 1 
1 .Adoption of Charter Dircctor of Energo 05-04.95 
of State enterprise 
"Donbass~ncrgo" 

2.Registration of Charter Diredor of Energo 27.04.95 
of" Donbassenergo"in 
local Kada 

3.Submitting of offers about Director of Energo 17.04.95 
members list of Commission 
on Corpuratization of entity 

4. Issue of order about Department of forms 24.04.95 
memberslist of Commission of properties and organizational 
on Corporatization of state structures 
enterprise "Donbassenergo" 

S.Issue of ordcr about members Director of Energo 25.04.95 
list of Colnmission on inventa 
rization of entity 

6. Canduction of auditing check 
of "Donbassenergo" Wi rector of Encrgo 15.05.95 

7. Conduction of inventrimtion 
of propcrly of "Donbassenergo" Director of Energo 15.05.95 

8. Preparmlent of act of tlsscssinent 
of value of propcrty,CharIer Draft, 
plan of' selling of shares Cornmissio~~ on 
of oopen joint stock company Corpo~atir~tion 

c* 
"Do~lbas~energo~' of entcrpri se 

''Donbassenergo" 
9.Adoption of act of assessment 
ol'property ,issue of order about Minenergo 27.06.95 .I SC "Donbassenergo" 
creation of JSC "Uonbasse~~ergo", 
submittance of offers on members 
list of Observation Board, 
agreement on shares selling plan 
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THE LAW OF UKRAINE 
ON BUSINESS ASSOCIATIONS 

(with included changes and supplements in accordance to 
the laws of Ukraine 
No. 2692-12 of October 14, 1992, 
No. 3709-12 of December 16, 1993, 
No. 3710-12 of December 16, 1993, and 
the Decree of the Cabinet of Ministers of Ukraine 
No. 24-92 of December 31, 1992) 

(Explanation business associations officially registered 
before the Law "On Introduction of Changes and Supplements 
to the Law of Ukraine "On Business Associations" (3709-121 
came into force should not to reregister in accordance to 
the Resolution of the Verkhovna Rada of Ukraine No. 3711-12 
of December 16, 1993) 

This Law determines the concept and kinds of business 
associations, regulations as to their establishment and 
activity, as well as the rights and duties of their 
participants and founders. 

Part I 
GENERAL PROVISIONS 

Article 1. Business associations. 
This law herewith determines enterprises, organizations 

and establishments founded on the basis of agreement of 
legal entities and citizens, through the unification of 
their assets and entrepreneurial activity with an aim to 
gain profit as business associations. 
Business associations are joint stock companies, limited 

partnerships, companies with additional liability, full 
associations, and member associations. 
The associations are legal entities. 
The associations can carry any entrepreneurial activity 

that dose not contradict with Ukrainian legislation. 
Business associations can enjoy property and individual 

non-property rights, make commitments, speak in a court, 
arbitration tribunal ... and court of arbitration on their 
o m  
behalf. 

Article 2. The name of the associations. 
The name of the association should include the 

specification of the kind of the association; for full and 
member associations - surnames (naming) of participants of 
the associations, as well as other necessary 
identifications. 
The constituent documents should include the name of the 

association. 
The name of the association should not indicate 

correspondent ministers, departments and public 
organizations under which jurisdictions the associations 
act. 
The residence (location) of the association should be with 

in the territory of Ukraine. 

Article 3. Founders and participants of the association. 
(The first and the second paragraphs are. suspend in 

accordance to the Decree of the Cabinet of Ministers of 
Ukraine No. 24-12 as to the right of state enterprise,s to be 
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The associations is obliged to inform in five day term the 

body which registered it on changes in constituent documents 
to introduce necessary changes into the state register. 

Article 8. Consequences on agreements made before the 
registration of the association. 
The association can open settlement and other accounts in 

banks, as well as conclude agreements and other contracts 
only after its registration. The agreements made on behalf 
of the association before the moment of registration are 
considered as those made with the association on condition 
of their further adoption. 
The agreements made by the founders before the moment of 

the registration of the association and not approved 
afterwards have legal consequences only for the founders 

Article 9. Subsidiary enterprises, branches and 
representatives of the association. 
The association has the right to create its branches and 

representatives on the territory of Ukraine and beyond its 
borders in accordance to the current legislation of Ukraine. 

Article 10. Rights of the participants of the association. 
The participants of the association have the right 
a) to take part in management of the association within 

the limits determined by the constituency documents with 
exception foreseen by this Law; 
b) to take part in division of profit of the association 

and to receive their share (dividends); 
c) to leave the association in an established order; 
d)  to get an information on association activity. The 

association is obliged to provide annual balance sheets, 
activity reports of the association, and minutes of the 
assemblies on request of the participant of the association. 
The participants can also enjoy other rights foreseen by 

the legislation and constituent documents of the 
association. 

Article 11. Duties of the participants of the association. 
The participants are obliged 
a) to follow the constituent documents of the association 

and to implement the decisions of general assemblies and 
other management bodies of the association; 
b) to carry out their duties before the association 

including those that are connected with ownership 
participation, as well as to make contributions (to pay the 
shares) in amount, order and by means foreseen by the 
constituent documents; 
c) not to divulge commercial secrets and confidential 

information on association activity; 
d) to carry other responsibilities if it foreseen by this 

Law, other legislative acts of Ukraine and constituent 
documents. 

Article 12. Property assets of the association. 
The association is the owner of 
- the property assigned to it by the founders and 

participants; 
- the products produced by the association in the result 

of business activity; 
- the gained prof it; 
- and other assets acquired by means not prohibited by 

law. 
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Article 19. Discontinuation of association's activity. 
Discontinuation of the activity of the association takes 

place by means of its reorganization (merging, acquisition, 
split, separation, and conversion) or liquidation. 
Reorganization of the association takes place on decision 

of the highest body of the association. 
On the reorganization of the association, all rights and 

duties of the association transfer to its successors. 
The association is liquidated 
a) on expiring of the term of its activity, or after 

fulfillment the aim of its foundation; 
b) on decision of the highest body of the association: 
c) on the ground of the decision of court or arbitration 

tribunal on application of bodies that conduct the control 
over the activity of the association in case of its 
systematic or gross violation of the legislation; 
d) on the ground of the decision of arbitration court in 

order established by the Law of Ukraine "On Bankruptcy"; 
e) on other grounds foreseen by the constituent documents. 

Article 20. Committee on liquidation. 
The liquidation of the association is carried out by an 

appointed committee on liquidation, in case of bankruptcy 
and discontinuance of activity of the association on the 
decision of the court or arbitration tribunal - by committee 
on liquidation appointed by above mentioned bodies. 
The committee on liquidation takes all the authority in 

management of the association from the day of its 
appointment. The committee on liquidation in three day term 
from the moment of its appointment should publish the 
information on the association in one of the official 
(republican or local) newspapers with indication of the term 
of submitting creditors' claims, evaluates the assets of the 
association, finds its creditors and debtors and settle the 
accounts with them, takes measures to pay debts of the 
association to the third parties, as well as to its 
participants, makes liquidation balance sheet and submits it 
the highest body of the association or to the body appointed 
by the committee on liquidation. 

Article 21. Division of association's costs on its 
liquidation. 
The association's money supply including the gains on 

selling of its assets on the liquidation, after settling the 
accounts with the hired staff and execution the obligations 
before the budget, banks, owners of bonds issued by the 
association, and other creditors, are divided between the 
participants in the order and under conditions foreseen by 
this Law and constituent documents in six month term after 
the publication of the information on its liquidation. 
The assets assigned to the association by the participants 

should be returned in a natural form without any 
compensation. 
In case of disagreement on payments of debts of the 

association, the money supply is not allocated for division 
between the participants till the settlement of disagreement 
or till the creditors receive necessary guarantees. 

Article 22. Time of discontinuation of association's 
activity. 
The liquidation of the association is considered not 

finished, and the association - as that suspended its 
activity, from the moment of written note in the state 
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foreseen by the legislation on securities and stock 
exchange, and through the introduction of changes into the 
statutory of the association. 

Article 26. Founders of the joint stock company. 
Any legal entity and separate citizen can be a founder of 

the joint stock company. 
The founders of joint stock company make an agreement 

which defines the order of their joint activity on 
establishment of joint stock company, accountancy before 
individuals subscribed for shares and third parties. 
The founders carry joint responsibility for the 

commitments made before the registration of j oint stock 
company. 
For the establishment of joint stock company the founders 

should make announcement about their intention to establish 
a joint stock company, to open a subscription for shares, to 
conduct constituent assembly and state registration of the 
joint stock company. 

Article 27. Issue of securities of joint stock company. 
The joint stock company has the right to issue bonds and 

other securities in accordance to the legislation of Ukraine 
on securities and stock exchange. 

Article 28. Purchase of shares, 
Shares are purchased by the participants on establishment 

of joint stock company on the basis of agreement with its 
founders, and on case of additional issue of shares with the 
aim to increase the equity fund - with the association. 
If otherwise is not foreseen by the statutory of the 

association, share can be purchased on the basis of 
agreement with its owner or holder on a price determined by 
sides or on a price in stock exchange, as well as in order 
of succession of citizens or succession of rights of legal 
entities. The order of sale of shares is determined in 
accordance to the legislation of Ukraine. 

Article 29. Distribution of shares. 
On establishment of joint stock company the shares can be 

distributed by means of open subscription (for public joint 
companies) or division of all shares between the founders 
(for limited partnerships). 

Article 30. Open subscription to shares. 
The open subscription to shares on establishment of joint 

stock company is organized by the founders. The founders in 
all cases are obliged to be the holders of shares in the 
amount not less than 25% of equity fund and for the term not 
less than 2 years. 
The founders of joint stock company publish an 

announcement on next open subscription, where should be 
indicated the name of the firm, object, aim and terms of the 
association's activity, the composition of founders, date of 
conducting constituent assemblies, an expected amount of 
equity fund, nominal value of shares, their number and 
kinds, advantages and privileges of the founders, place of 
conducting, the beginning and end of subscription term, 
structure of assets that is assigned by the founders in a 
natural form , identification of bank institution and 
accountant number where to should be allocated initial 
contributions. According to the decision of the founders the 
announcement can include other identifications as well. The 
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the loses. 
The joint stock company is prohibited to issue shares with 

the aim to cover loses that are in consequence of its 
business activity. 

Article 35. Constituent assemblies of joint stock company. 
The constituent assemblies of joint stock company are 

called on term mentioned in the announcement, but not later 
than 2 months from the moment of discontinuance of 
subscription to shares. 
If the term was exceeded, an individual subscribed to 

share has the right to demand the returning of paid value of 
the share. 
The constituent assembly of joint stock company is 

considered competent if individuals who subscribed to 60% of 
shares take part in it. 
If the constituent assembly was not hold because of 

absence of quorum, during next two weeks the constituent 
assembly should be called again. If the repeated calling of 
assembly failed to gather quorum, the joint stock company is 
considered not to be established. 
The voting at constituent assembly is carried out on the 

principle one share, one vote. 
The decision on establishment of joint stock company, its 

subsidiary enterprises, branches and representatives, on 
election of the council of joint stock company (observation 
council), executive and controlling bodies of joint stock 
company, and on giving privileges to the founders at the 
account of joint stock company should be supported by the 
majority of 3/4 votes of individuals present at the 
constituent assembly, who subscribed to shares, as to other 
issues - by simple majority of votes. 
Article 36. Competence of constituent assemblies of joint 

stock company. 
The constituent assemblies of the joint stock company can 

decide on the following issues 
a) to adopt the decision on establishment of joint stock 

company and adoption of its statutory; 
b) to adopt or decline the proposal for subscription for 

shares that exceed the number of shares to which it was 
announced the subscription (in case of adoption of the 
decision on subscription, that exceeds the amount to which 
it was announced the subscription, the equity fund is 
increasing correspondingly); 
C) to reduce the equity fund when the subscription to 

shares did not cover all the necessary sum mentioned in the 
announcement within the established term; 
d> to elect the council of joint stock company 

(observation council), executive and controlling body of 
joint stock company; 
e) to confirm the agreements made by the founders before 

the establishment of joint stock company; 
f) to determine privileges for the founders; 
g) to approve the evaluation of contributions assigned in 

natural form; 
h) other issues in accordance to the constituent 

documents . 

Article 37, The content of statutory of joint stock 
company. 
The statutory of joint stock company, except of 

identifications mentioned in the article 4 of this Law, 
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f) date of beginning or end of subscription to shares that 

are additionally issued or annulled; 
g)  order of reimbursement of loses to the owners of ehares 

that are connected with changes in equity fund. 

Article 41. The highest body of joint stock company. 
The highest body of the joint stock company is general 

assembly of the association. All share holders have the 
right to take part in general assembly disregard the number 
and kind of shares they hold. Members of executive bodies . 
who are not share holders can take part in general assembly 
with a deliberative vote. Share holders (their 
representatives) taking part in general assembly should be 
registered with notifying the number of votes each 
participant has. This list should be signed by the chairman 
and secretary of assembly. 
The competence of general assembly is 
a) to define main directions of joint stock activity, to 

approve its plans and reports on their fulfillment; 
b) to introduce changes into statutory of the association; 
c) to elect and recall members of the council of joint 

stock company (observance council); 
d) to elect and recall members of executive body and 

revision commission; 
e) to approve annual results of joint stock activity 

including its subsidiaries, to approve reports and 
conclusions of revision commission, and order of division of 
profit, to define the order of covering of loses; 
f) to establish, re-organize and liquidate subsidiary 

enterprises, branches and representatives, to ratify their 
statutories and resolutions; 

g) to decide to draw for the propertial responsibility of 
association's officials; 
h) to approve procedure rules and other internal documents 

of association, to define the structure of association; 
j) to decide on purchasing by joint stock company of its 

own shares; 
i) to determine conditions of payments of wages of joint 

stock officials , and officials of its subsidiary 
enterprises, branches and representatives; 
k) to ratify agreements (treaties) made on sum that 

exceeds the amount determined by statutory of association; 
1) to adopt the decision on discontinuance of association 

activity, appointment of committee of liquidation, to 
approve liquidation balance. 
The statutory of the association can also presume other 

issues of competence of general assembly 
The general assembly is recognized as competent when share 

holders who have more than 60% of votes in accordance to the 
statutory of the association take part in it. 

Article 42. Competence of general assembly's decisions. 
The decisions of general assemblies of share holders 

should be adopted by the majority of 3/4 votes of share 
holders who take part in assembly on the following issues 
a) change of association's statutory; 
b) adoption of decisions on discontinuance of association 

activity; 
c) establishment and discontinuance of activity of 

subsidiary enterprises, branches and representatives of 
association. 
The rest of issues are decided by simple of majority of 

share holders who take part in assembly. 



Article  47. Executive bodies of jo in t  stock company. 
The executive body of jo in t  stock company which d i rec t  i ts  

current ac t iv i ty ,  is a management o r  other body foreaeen by 
the statutory. 

The work of management board is supervised by a chairman 
of board, who is appointed o r  elected i n  accordance t o  the 
s tatutory of joint  stock company. 

The management board solves a l l  issues connected with 
association's ac t iv i ty  except those are under the competence 
of general assembly and council of jo in t  stock company 
(observation council). The general assembly can make a 
decision t o  t ransfer  par t  of i ts competencies t o  the 
management board. 

The management board accounts t o  the general assembly of 
share holders and t o  the  council of jo in t  stock company 
(observation council) and executes t h e i r  decisions. 

The management board ac t s  on behalf of joint  stock company 
within the l i m i t s  foreseen by t h i s  Law and the s tatutory of 
jo in t  stock company. 

The chairman of management board supervise the work of 
management board, who is  appointed o r  elected in  accordance 
t o  the s tatutory of jo in t  stock company. 

Art icle  48. Chairman and members of management board of 
jo in t  stock company. 

The chairman of management board of joint  stock company 
has the r ight  t o  a c t  on behalf of association without a 
authorization. Other members of management board can be 
given t h i s  r igh t ,  a s  well,  i n  accordance t o  the statutory. 

The chairman of management board of association organizes 
the keeping of minutes of s i t t i n g s  of the board. The minutes 
book should be always on disposal t o  every share holder a t  
any time. Certified ext rac ts  from the minutes should be 
provided on t h e i r  request. 

The chairman and members of management board can be 
individuals who are i n  labor re la t ions  with the association. 

Art icle  49. Revision committee of jo in t  stock company. 
Control over f inancial  and business ac t iv i ty  of management 

board of joint  stock company is carr ied out by revision 
committee which is elected among the share holders. 

The order of ac t iv i ty  of revision committee and i ts 
quantitative s tructure should be confirmed by general 
assembly of share holders i n  accordance t o  the  s tatutory of 
association. 

Revision of f inancial  and business ac t iv i ty  of management 
board is carr ied out by revision committee on authority of 
general assembly, council of 3 oint  stock company 
(observation council),  and on its own i n i t i a t i v e  o r  on 
request of share holders who own i n  t o t a l  more than 10% of 
votes. The revision committees of joint  stock company can 
obtain a l l  the documents, accounting o r  any other 
documentation, and personal explanations of the o f f i c i a l s  on 
i ts  demand. 

The revision committee reports  on r e su l t s  of conducted 
reviews t o  the general assembly of jo in t  stock company or  t o  
the council of the association (observation council). 

The members of revision committee have the r ight  t o  take 
par t  a t  the s i t t i n g s  of the management board with a 
deliberative vote. 

The revision committee presents conclusions on annual 
reports and balance sheets. The general assembly of share 
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the equity fund of the association or in any other agreed 
order. 
The concession of the share (part of it) to the tkrd -+. , . 

party is possible only after full payment of the --T. 
contribution by the participant who cedes it.. 
On concession of the share (part of it) to the third party 

takes place simultaneous transfer of rights and duties of 
its successor who ceded it completely or partially. 
The share of the participant of limited partnership after 

his full payment of contribution can be purchased by the 
association itself. In this case the association is obliged 
to transfer the share to other participants or thi.rd parties 
within the term that does not exceed one year. During this 
period the division of profit, as well as voting and 
determination of quorum in the highest body are carried out 
without taking into account the share purchased by the 
association. 

Article 54. Payment of assets value on the leaving of the 
participant the limited partnership. 
The limited partnership on the leaving of the participant 

should pay the value of the part of association's assets 
proportionally to his share in equity fund. The payment 
takes place after adoption of annual report for the year he 
left, and within 12 months form the day of his leaving. On 
request of the participant and on agreement with the 
association the contribution can be reimbursed fully or 
partially in the natural form. 
The participants who left the association is paid his 

share in the income gained by the association in the given 
year before the moment of his leaving. The assets assigned 
by the participant to the association for use only should be 
returned in the natural form without compensation. 

ArticIe 55. Successors (beneficiaries) of the participant 
of limited partnership. 
The successors (beneficiaries ) enjoy the priority right to 

joint the association in case of re-organization of legal 
entity of the participant of the association or death of the 
citizen, participant of the association. 
In case of decline of the successor (beneficiary) to joint 

the limited partnership or on decline of the association to 
accept the successor (beneficiary) the latter is given the 
share in assets in the form of money or property that 
belonged to re-organized or liquidated legal entity 
(beneficiary), the value of which is determined by the day 
of re-organization or liquidation (death) of the 
participant. In this cases the amount of equity fund of the 
association should be reduced, 

Article 56. The term in which the decision on reduction of 
equity fund of limited partnership come into force. 
The decision of limited partnership on reduction of its equity 

fund comes into force no sooner than 3 months after state regis- 
tration and publication of the fact in the established order. 
Article 57. Proceeding for recovery of the share of limited 

partnership participant. 
Proceeding for recovery of the share of limited partnership 

participant for his personal commitments is not allowed. In case 
of insufficiency of participant's property for covering his 
debts, the creditors have the right to demand the separation of 
the share of participant-in-debt in order foreseen by the article 
5 of this Law. 
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Extraordinary assembly. 
The assembly of limited partnership partici~ants is called not 

less than twice a year if otherwise is not foreseen by the con- 
st ituent document s. 
The extraordinary assembly is called by the head of the 

association on the circumstances mentioned in the constituent 
documents, in case of non-solvency of the association, as well as 
in any other case when the interests of the association as a 
whole demand it, particularly if there is a danger of drastic 
reduction of equity fund. 
The assembly of partnership's participants should be also 

called on demand of executive body. 
The participants of the association who own in total more than 

20% of votes have the right to demand the calling of an eztraor- 
dinary assembly of participants at any time and on any reason 
concerning the association's activity. If in 25 days the head of 
the partnership have not fulfilled the above mentioned demand, 
they have the right to call the assembly themselves. 
The participants should be informed on the holding of the 

assembly of the association in a way foreseen by the statutory 
notifying the time, place and agenda of the assembly. The 
announcement should be made not less than 30 days before the 
calling the general a~sembly. Any of the association's partici- 
pants have the right to demand the consideration of the issue on 
assembly of the participants under condition he came forward with 
it not later than 25 days before the beginning of the assembly. 
Not later than 7 days before the general assembly the 
participants of the association should be given an opportunity to 
get acquainted .. with the documents that are included into the 
agenda of the assembly. The decisions on issues not included into 
agenda can be made only on agreement of all of the participants 
present on the association. 
Article 62. Executive body of limited partnership. 
Within the limited partnership it is created the executive body 

collegial- (board of directors) or one-member (director). The 
board of directors is headed by general director. The members of 
the executive body can be individuals who are not participants of 
the association. 
The board of directors (director) decides on all issues of 

partnership's activity except for issues that are under exclusive 
competence of assembly of the participants. The assembly of asso- 
ciation's participants can make a decision to transfer part of 
its authorities to the competence of the board of directors 
(director). 

The board of directors is accountable to the assembly of the 
participants and ensure the implementation of its decisions. The 
board of directors (directors) has no right to make decisions 
obligatory for the participants of the association. 
The board of directors (director) acts on behalf of the 

partnership within the limits determined by this Law and the 
statutory documents. 
The general director has the right to act on behalf of the 

partnership without warrant. Other members of the board of 
directors can also be given such right. 
The general director (director) can not be the head of the 

assembly of association's assembly at the same time. 
Article 63. Control over the activity of the board of directors 

(director) of limited partnership. 
The control over the activity of the board of directors 

(director) of limited partnership is carried out by the revision 
committee which is established by the assembly of the associa- 
tion's participants out of their ranks, in number foreseen by the 
constituent documents, but not less than 3 persons. The members 
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participants or by one or several of them who act on behalf of 
the association. In the latter case the amount of authorities of 
the participants is determined by the authorization signed by the -.' 
rest of the participants of the association. 
If the constituent agreement determines several participants ' ' 

who are authorized to manage the association it is foreseen that 
each of them can act on behalf of the partnership independently, 
The constituent agreement can also point out that those 
participants can take certain actions only jointly. 
The participants who are authorized to manage the full associa- 

tion are obliged to provide the rest of the participants on their 
demand the complete information on actions that are performed on 
behalf and for 
the sake of the association. 
The authority of the participant to manage the association is 

fully or partially canceled along with discontinuance of the ac- 
tivity of the association itself in connection with the refusal 
of the participant 
form the authorities or cancellation of the authorization on 

demand at least of one of the rest of the participants. 
The part.icipant who acted for the common welfare not having the 

authority, in cases when his actions were not approved by the 
rest of the participants, has the right to demand form the asso- 
ciation to cover the expenses, under the condition that it is 
proved that as the result of his actions the association pre- 
served or gained assets the value of which exceeds the expenses 
taken by the association. 
Article 69. Concession of the share (its part) of the 

participant of full partnership. 
The concession of the share (its part) by the participant of 

the full partnership to other participants of this association or 
to third parties can be carried out only on agreement by all of 
the participants. 
With the concession of the share (its part) to the third party 

the transfer of all the number of the rights and commitments of 
the former participant who left the association or ceded the part 
of hisher share takes place simultaneously. 

On the re-organization of the legal entity, the participant of 
the full partnership, or death of the citizen, the participant of 
the full partnership, hisher successor (legatee) enjoys the pri- 
ority in becoming the participant of the association on agreement 
of the rest of the participants, 
The successor (legatee) carries the responsibility for debts of 

the participant to the full partnership, as well as debts of the 
association to the third parties appeared in result of activity 
of the association. 
In case of refusal of successor (legatee) to joint the full 

partnership or of association's refusal to accept the successor 
(legatee), he/she is paid the value of the share that belongs to 
re-organized legal entity (successor) the amount of which is de- 
termined on the day of re-organization (death) of the partici- 
pant. In such cases the amount of the association's assets deter- 
mined by the constituent documents is reducing. 
Article 70. On prohibition the participants of full partnership 

to compete with full partnership. 
The participants of the full partnership has no right to make 

agreements on their behalf and in their interests, that are simi- 
lar with the aims of activity of the association, as well as to 
take part in any associations (except joint stock companies) 
which has aim homogeneous ... with the one their own full partner- 
ship. 
In case of violation regulations established by this article, 

the participants of the full partnership are obliged to 
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assets of the association . 
If there are two or more participants with full responsibility 

within the partnership, they carry out joint responsibility for 
the debts of the association. 
Article 75. The content of constituent agreement of mix 

partnership. 
The constituent agreement on mix partnership must include in 

addition to conditions foreseen by the article 4 of this Law the 
amount of shares of each of the participant with full responsi- 
bility, amount , kind and order of making contributions, as well 
as form of their participation in association's activity. 
As to the investors, only total amount of their shares in the 

assets of the association, as well as the amount, kind and order 
of making their contributions are notified in the constituent 
agreement. 
Article 77. Application of the norms for full partnership to 

mix partnership. 
The norms of the articles 67 - 74 are applicable to the mix 

association taking into account the peculiarities foreseen by the 
article 78 - 83 of this Law. 
Article 78. Join of investor the mix partnership. 
The investor can join the mix partnership making contribution 

in money or in assets. 
Article 79. Rights of investors of mix partnership. 

The investors of mix partnership have the right 
- to act on behalf of the mix partnership only having the 

authorization and within its limits; 
- to demand the priority in returning of their contributions 

(before the participants with full responsibility) in case of 
liquidation of the association; - to demand m u a l  reports and balance sheets, as well as the 
guarantee of the possibility to review them as to their correct- 
ness. 
Article 80. Obligations of mix partnership investors . 
The infiestors of the mix partnership are obliged to make 

contributions and additional payments in the amount, though the 
means and in the order foreseen by the constituent documents. 
The total amount of shares of the investors should not exceed 

50 % of the assets of the association mentioned in the 
constituent documents. 
On the moment of the registration of the mix partnership each 

investor should pay not less than 25% of their contributions. 
Article 81. Management of mix partnership. 
The management of the mix partnership is carried out only by 

the participants with full responsibility. 
The mix partnership where there is only one participant with * 

full responsibility, the management can be carried out by this 
participant on his own. 
The investors has no right to interfere with the activity of 

the participants with full responsibility in management of the 
mix partnership. 
Article 82. Responsibility of investor of mix partnership. 
If the investor of the mix partnership settles an agreement on 

behalf and within the interests of the association without corre- 
spondent authorization for it, than in case of approve of his ac- 
tions by the mix partnership he together with participants with 
full responsibility answers to the creditors id accordance to the 
agreement with all hisher property, which can be preceded for 
recovery in accordance to the legislation. 
If the approval is not received, the investor is responsible to 

the third party alone with all of his/ her property, which can be 
preceded for recovery in accordance to the legislation. 
The investor of the mix partnership is responsible for the 
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DECREE OF TIC P R E B I D E W  Or u x ~ f ~ g  

ON COWORATIZATXON OF ENTERPRISES 
5 .. ' * 

w i t h  t h e  view to r0forUIin9 Cha adminiotrrtion of t h e  state- 
awned sector of the economy, to increas. the rasponsibillty 
stata-owned enterprises for the result6 of economic a a t i v i t y  and 
t o  prepare such enterprises for privatization, 1 heroby RESOLVE: 

. 1, That corporatitation is tha  transformation .of stat. 
enterpriesam, closed joint atock companier in which more than 7 5 ~  
of .the charter fund i6 owned by the state, 8s velL sa industrial 
and ocientlfic-production ansociations, the legal  atatus of which 
was n o t  brought i n t o  conformityvith applicable legislatian prior 
hereto (hereinafter referred to collectively as want~rprises~}, 
i n t o  o & a m ~ U & s t o ~ ~ ~  

C 
Enterprises with ti book value of capital assets .titimated 

as of  Januar I, 1993 or not lasa than 70 nillion karbovanets 
shall be HubJect to  E O T P O ~ ~ C ~ Z . ~ ~ O ~ .  

This becree e h a l l  not'apply to enterprises which are not 
subject to privatization according ta applicable Lavj to 
e n t e r p r i s e s  w i th  respect to which a decision has been taken to 
privatize; to natural rnonopoLiee; and to tho ancarprimee vhich 
ace subjeuf  t o  Decree of the Cabinet of Xinisterc of Ukraine NO. 
51, dated Hay 17, 1993, l n ~ n ' t h a  Particulars of Privatization of 
Property i n  the  groind dust rial C~rnplex*~ and Decree of the Cabinet  
of Ministers ol Ukraine No. 5 7 ,  dated Hay 20, 1993, *on the 
privatization of Complete Property C ~ m p l e ~ e ~  of State-Omed 
~nterprisas and the Leased Structural SubdivieFon8 Thereofw, 

2 .  That he founder of open joint ntock companies which 
shall ba emtablib +-- ed pursua~i t  hereto on the ba6is of atats-auned 
property from the s i d e  of t h e  Ukreini-an State 

( inistries and other bodies of the state executiva 
a d i n a t *  co the Cabinet of Ministers of Ukraine and which 
are agrthorized to manaqe such propertQ 

\ 
3. To recormand to' the organa authorized to tPana e 

oomunaX property to carry our corporatiz~tion secordkrig to t h y s  
Decree. .-*...... ...-_, I .. ---. 

4 .  That members of the q V i l i G r y  councile; ok ths open 
jo inc stock companies formed 3=ilnaer, 3 f i a l l  conoist of 
representatives o t  the jo in t  8tock company, 
banking institution of the company, the 
representatives of t h e  privatization b d y ,  each of which ehall 
be approved by t h e  ninistry of Economics of rrlctsine, the Ministry 
o f  Finance of Ukraine and the S t a t e  Property Fund of Ukraine. . 



5. That the  foundero of the open j o i n t  8tock company @hall 
impose the obligations of tha chsirman'or the mana r m e n t  OF the  
join? ~tock company upon the  ditectcr of +hi e e a a  subject 
to cocporatizat ion. 

upon the n o r n i n s t i ~ n  of the chairman of the manag*ment, the 
councLl shall approve the member. o f  the management 

OL tha jo in t  stock campany from t h e  ofriaera ot the ontorpriss 
subject to corporatitstion. 8 

6, That the Cabinet o f  Minlstars o f  Vkraina shall: 

- . w i t h i n  o n e  week approve the Regulation0 on t h e  rocodure 
9 w r p o r a t i z a t i o n  of e n t e r p r i s e r  l: L 

. - within one month agprovm tl\rr Ragulationm of the 
Supervi~lng counc51. __ ___ 

*: 
7 .  That the organa authorized to manage state property 

LoyaLltcrr w L L I I  L l r c  M ; , r i m t c l  v C  8 t a L i o L i r m  vf Vk~'&Lao oftall, r i l l i l r a  
one month, submit to the HinLstty of Eaonosiao of Ukraine the 
list of enterprises eubject t o  corporatfeution and th. schsdulr 
thereof. Within two veaka on the receipt 02 the rbovr mentionad 
documrnta the Ministry of economics of Ukraine s h a l l  mubniC the 
drafts of the agreed upon documents for the approval of the 
cabinet o f  Minifatare of Ukraine. 

Thrr Ministry a$ stari6tias of Ukraine together with the 
Hinlsrtry of Economics of Ukraine shall, within tan days, approve 
the  apprepriate form for creating the list8 of onterpriaeo 
aubjeot to cocporatizatlon. 

8 .  That the founder6 of open jo in t  etoak oompanSes s h a l l ,  
upon the  decieton to privatlzr tho open j o i n t  stock companies, 
t k a n s f e r  t h e  aharee of- such companies-to stat* privatleatio- 
or ane according t o  rn-atermined by rha m n l s t r y  o  

nance of Wraine and the Grata Property Pund of Ukralnr. + 
9. That during the prtvatiration zf the entarpriaaa which 

were corporatized in accordance with the echedule sot forth  I n  
A r t i c l e  7 hereof t h e  directors, the deputy directors and the 
chief specialLsts of such enterprises am well 88 the directors 
of their structural s u b d f ~ i s i ~ n ~  bhall 

l e a s t  301 of the value  of the acquired ahares hbo been 
contributed. , 

10. That tht responsibility Zor implementing 
corporatization shall be placed on the ministers and on the heads 
of the other organs of the s t a t e  executive branch which ara 
subordinate to the Cabinet of Hinisterr of Vkraino. 

1 That superviaion over the implenentrtion of thir  Decrea 
shall be carried out by the Cabinet of Winirtrrs of Ukraine. 
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12. That this Decree shall come into  force as of the d a t e  
of it. executioh. 

The ' C i t y  of Kyiv 
June 15. 1993 

P r e a f d s h t  or U k r a i n e  
. L.Kxavchuk 



ce Wa terhouse PHUNE NO. : +229 6155 . . . . . . . . .  .. . . . . . . . . . . . . . . . . .  .> ... 2:.  . . .  ..., ....I.... May. 17 1995 1Q:56RM P5 
..... . . . . . . . . . .  . : .  . . . . . . .  . . . . . . .  . . .  . . .  , ; . . . . . . .  . . . . .  ;!. ! :'. ,:-,, . . ....,.. . .  . . . . .  ..... .. , 

. , . _ _  . . . .:- . _.. . . .  _..... _ . .  ... ._-  *_ I....... ...:........ . . . . . . . .  ......... . . . . . . . . . .  
~ a ~ ' l d  ark. K i e v  7 644 293 4284 07-12-94 18: 12 ( 9 3 1  a5 

RtBOLUTXOU NO. S 0 8  I 
L OP TEE CABINET OP HINIGTERB OP U K R X I N ~ '  

ON THE APPROVAL OF THE REGULATIO~~S 
ON THE PROCEDURE FOR CORPORATIZING EN RPRISES =if 
In order to implement the Decree of thr ~residmht  of Ukraine 

of! June 15, 1993 "On the corporatization of Enterprise.", the 
Cabinet of Hlniaters of Ukraine hereby Zosolva8: 3 

9 
To approve the attachad n l R e g u l s t i o n ~  On the rocadure for 

Corporatizing Enterpriseam. ! 

July 5 ,  X993  1 
Prime Hlnist r of Ukraine q .. xu,, 

2: 
Minister of tha Cabinet  of  Ministers of Ukraine 

V f"'I'OVOITWK0 

REGULATIONS !! 
ON TIXE PROCEDURE FOR CORPORATIZING ENlZRPRISES 

1. Theee regulations met forth th* p 
corporatieing state enterpriser, closed joint etock.companleo  i n  
which mora than 7 5 2  02 thr aharter fund is ownod by tho m k n t o ,  
as well as i n d u e t r i a l  and scientific-production assopiation., the 
legal statue of, which was not brought i n t o  conformity w i t h  
applioable legislation prior hereto [hereinafter referred to as 
nenterpriseam). 

2.  Within a tvo.week a r i d  Cram the coqenooment  of 
corpora+ization, as described En rrriole- 7 or the ~esro* of the 
P r e s i d e n t  of Ukraine "On the cbrporatitation OF Enterprisese 
dated June 15, 1993, t h e  director of the enter r1.r *hall submit 
proposals to the founder of the open joPnt-.tos~ company 
(hereinafter refrrred to as the aPoundara) on the Lndividual 
members of the '(-&poratization cvwnLesl fhereinaftsr roferred 
t o  as the " 0  sann), which shall in de r e p r e s e n t a t t v e ~  
t h e  F o u n d e r ? b a n k i n g  lnutltutiog-rarvking..thg eqt.rprlgp, 
t h e  -bppropriate stdnrcpriva-€izaf i o n  body and the workers 
collec'triVe'~6f'tfie"'c~,fpoP~(r~iz~ng en~orprise. In the event of the 
coFp-rtaa'rl-dn-of monopolist enterptirrr, the Comroiselon shall 
inc lude  a representative Iron tha Anti-~onopaly committee. The 
Commission may also include representativae of other bodies and 
organleations. I 

The Founder shall approve the members of the Commiosion 
w i t h i n  one w e a k  period Thb rnamh~rc nf thp  C n m m i ~ ~ l n n  Pihall 
preserve their  p o s i t i o n s  and average wages per month for the 
duration of the period o f  work i n  the Comission. 

S 
1 

BEST AVAILABLE C W $  
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3 .  The chairman 0f tha CoInmios~on o h a l l  organize the work 
of the Comrnisaicn and shall be personally l i a b l e  for it,, 
activity. 

4. A Commission meetihg s h a l l  be deemed legally convened 
if  not  less than tvo thirds o f  its members aka present. 2 

5 .  ~ e c h i o n s  taken by the commissian ah411 bs adopted by 
a simple majority. In t h e  e v e n t  Of a t i e  in the voting, the 1 _ 
chairman shall have the c a s t i n g  vote. A C o m l s s i o n  member who I 
does not agree vith a decision adopted by the Commission, may . 
aubmlt h i s  comments in vriting and such written comments shall 
be entered into :he minutes. 9 

6. Thm minutes  of the C O I ~ ~ S S ~ O ~  me.ting sha l l  be prepared f 
wi th in  three ( 3 )  days and eigned by the ahairman of 
Commiesion. 

1 .  m e  administration of the sor oratizing enterprim 1 
a be obliged to provido the C o m h a i c n  a11 na6sa.ary t 

accounting, s t a t i s t i a a l  end other data within the t i m e  period 
specified therefor. f 

8 .  The commission shall have the right to e n l i s t  experts, 3 
audl toro ,  eonarrltants and other companies. Payment for the ; 
servioes of such experts and conaultante s h a l l  be c a r r i e d  o u t  by $ 
t h e  corporat iz ing  enterprise. #i 

k 
9.  he ~ommLaaian shall b. responsible f o r  t h e  acaurati:;g;,:.G 

preparation of d o c u ~ e n t a t i o n  and the  authentioity of  data used 
by the C O ~ ~ U S ~ O ~ .  

10. The Commission, within a a - m o n t h  pee>od, rhall 
prepare and transfer to the Pounder a --'- on 7% . vaKatJ-j.n_-~$- 
t h e  entire roperty complex of the corporat zing Ente-rprise and 
a hzkZF--of'-'t!h'e -op&'n joint-stock con any, prepared i n  

w i t h  the b r  of m r r i n e  "on lFAPF A ~ . a o c i a r ~ o n a u .  

11. Within a one week periad, the Pounder shall review end 
confirm the act on the valuation of the entire property complex 
of the corporatizfng enterprise and shall, with in  a - t e n - d a y  
period take a decision On the establishment of an open joint- 
stock company and confirm its charter. In  the event of a 
d i spar i ty  between the foregoing documents and the requirements 
of there Regulations or other appl icable  l e g i a l a t i v r  aatm, the 
Founder shall make a l l  necessary amendments and additions t o  such 
documents. 

A t  the  same time, the Pounder shall submit t o  the Ministry 
of Pinanoe, the Winletry of t h e  Economy and tha S t a t *  Property 
Fund his propooala as to the nembern of thr  supervising council 
of the open joint-stack company. 

12. Within one veek after the approval af the charter, the " 
director of the corporarielng enterpriee, pursuant t o  a power of , 

attorney from the Faunder, shall submit an application together 
with tho decision to ontablj.sh an open joint-mtock company and 
it6 charter t o  tha state bodirs that regis ter  mubjeetm a$ 

i 
?' 
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commercial activity. No state reqietrdtion faa or other payments 
shall be duo and payable  in connection w i t h  the Foregoing. 

1 3  The Hiniatry of Economy, the Ministry of Pinsnce and 
the Stat. Property Fund shall, w i t h i n  a tua week period, confirm . the members of the 8upetviaing counail af +ha open joint-stock 
company. . 

1 4 ,  The structural subdivisions (un i t@)  of enterpr5aes and 
associations whose legal status vaa qot  brought into c o n f o r ~ $ ~ y  
w i t h 2  l i c a b l e - ~ e q A a l W ~ a y  be re-org n tr n € l i e ~ r o c a s a  
.ta? 1%. c!&cmatlr.tion inre  separate enter:rL.k \ncludinq open 
joint-stock companies, pursuant t o  a docision the Pounder. 

! 

15. Prom t h e  date of the registration of the open jo in t -  
stock company the assets  and liabilities o f  the enterprise and 
its structural subdivisions (unit@) Sh411 ba transferrad to the 
opan joint-atock company. Tho joint-stock company shall brcornr 
tho legal successor to all of t h e  rights and oblfgatfonr of t h e  

( corporatized enterpriaa. 

16. ~ h o  charter fund of open joint-stock companies 
established according hereto shall be datermined in accordance 
with the exieting Methods far t h e  c a l c u l a t i o n  of the value of 
objects of privatization and leasing. 

17. ~ h p  registration o f  the irsuanoa of shatea and 
information concerning their issuance shall ba conducted in 
acoordance with the procedure spmcified bl the Xin_$atry of 
Flnanqe. The cast incurred in connection w th the imeuance of 
the shares sf an open joint-stock company aha11 be for the 
aoaount of t h 4  company. 

18. Disputes *rising &n the process of the corporatizatlan 
of entarprisms ahall be resolved in accordance with appl icab le  
law. 

19. The corporatlzation ~ o m m i s ~ e n  shall be deemed < liquidated f r o m  t h e  date of the registration of the open joint- 
stock conprny. 

w 
I 

I 
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MINISTRY 
FOR ELECTRICITY AND ELECTRIFICATION OF UKRAINE 

EXECUTIVE ORDER 

March 17, 1995 Kiev 

Creation of Centrenergo 
State Enterprise 

In the follow-up of the Decree No 244/94 of the President of Ukraine of May 21, 1994, 
"On Measures on Market Reform in the Electric Power Industry of Ukraine" and of the 
Resolution No 816-p of the Cabinet of Ministers of Ukraine dated November 2, 1994, 
and aiming at the creation of a state joint stock generating company, 

I ORDER: 

1. To reorganize the Zmiev, Uglegorsk and Tripolye TPPs into separate (structural) 
divisions to appear as the base for the Centrenergo State Enterprise to be set up since 
April 1, 1995, with the residential address of 5 1.Franko Square, Kiev, 252001. 

2. To recognize Donbassenergo as a successor to the Zmiev, Uglegorsk and Tripolye 
TPPs. 

3. To vest Syaber, Nikolai Alekseevich, with the responsibility of an interim director of 
the Centrenergo State Enterprise. 

4. For Personnel and Social Issues Department (Mishkoriz): 

4.1 To prepare materials on termination of contracts with the managers of the state 
enterprises referred to in Item 1 of this Executive Order. 

4.2 To submit proposals before April 1, 1995, on a challenging director for Centrenergo 
and prepare documents for signing a related contract. 

5. For Mr. Syaber, the Interim Director of the Centrenergo State Enterprise: to approve, 
within the two-week period, a statute of the enterprise and take necessary measures to 

/ have it registered at given bodies. i 



6. For the Donbassenergo Electricity Association (Mitryukovsky), the Kievenergo 
Association (Kirichenko) , Kharkovenergo Association (Navrotsky) and Centrenergo 

I Enterprise (Syaber): to prepare and approve, within a two-week period, measures 
providing the newly created enterprise with offices equipped with furniture, 
equipment, typewriters, computers, copiers and communication means and transfer 

I services, structural divisions and staff from the Donbassenergo Association 
Donbassenergo Enterprise to ensure functioning of the thermal power plants. 
production divisions should be manned within the bounds of the existing 
employees. 

7. For the Donbassenergo Electricity Association (Mitryukovsky) , the ~ i e v e n e r ~ o "  
Association (Kirichenko) , Kharkovenergo Association (Navrotsky) and the Centrenergo 
Enterprise (Syaber) : to prepare and approve, before April 10, 1995, distribution balances; 
and transfer deeds/acceptance records for the facilities. 

I g8. For the Centrenergo Enterprise (Syaber): to submit, before AqLil 10, 1995, to the 
.q'/ % Economic Department of Minenergo, a feasibility study for 1995 (within the range of the 
$ $ electricity balance stated for the ~onbassener~o ,  Kievenergo and Kharkovenergo 

( h Electricity Associations) in order to introduce changes to the settlement balance of * feasibility and cost indices for Minenergo to be considered in making up the 1995 plan .iq 
of economic and social develo~ment of Ukraine. 

I / 

9. For the Economic Department (Trafimov) , the National Dispatch Center (Batalov, 

/C Svetelik) and the management of the newly created Enterprise and the National 

I ()iu'.c 
Electricity Regulation Commission: to identify a procedure for the formation and approval 
of elecQk3ty tariffs and submit, before April 15, 1995, to the Minenergo management, 
ascheme of mutual payments for the electric power generated and supplied. 

10. For the Finance /Credit Department (Khaidurova): to identify, before April 25, 
1995, a procedure for entering taxes to the budget. 

1 1. For the Accounting/Reporting Department (Volyansky) , the Finance/Credit 
Department (Khaidurova) : to provide methodological supervision of reporting and 
information to be prepared by the newly created enterprise for Minenergo in conformity 
with the distribution balance approved. 

12. For the Organizational Management/Labor Stimulation Department (Korgun) : to 
identify, before April 15, 1995, a p rocedure for remuneration of labor employed by the 
newly created enterprise. 

13. For the Kievenergo Electricity Association (Kirichenko) : to support financially and 
materially the activities of the Centrenergo Enterprise during the period of the latter's 
formation. 

14. For the National Despatch Center (batalov, Kolesnikov): to maintain the existing 
information system for the period that the Centrenergo Enterprise be formed. To 
propose, together with the Centrenergo Enterprise, improvements in the existing system, 
if necessary. 



15. For the Ownership Forms/Organizational Structures Department (Zavgorodny) and 
the Centrenergo State Enterprise (Syaber) : 

15.1 To submit to me for approval, within the two-week period, an action plan for setting 
up a ioint stock company - Centrenergo - according to the terms set out by the Resolution 
No 816-p of the Cabinet of Ministers of Ukraine dated November 2, 1994. 

15.2 To introduce given changes to the composition of Minenergo of Ukraine. 

16. To assign Mr. A.N.Sheberstov, Deputy Minister, to be responsible for the execution 
of this Executive Order. 

V.M.Semenyuk, 
Minister 



=or  o r  d i r e c t o r s  a r e  p r e s e n t  a t  t h e  meezing o f  +the Board of  
~ l r e c t o r s  o r  a committee +Lhereof which authorizes, approves  o r  
r a t i f i e s  such conzracc  o r  t r a n s a c t l o n  o r  because  h i s ,  h e r  o r  
L,?eir v o t e s  a r e  counted f o r  such purpose ,  l f :  t h e  f a c t  of  such 
r e l a t i o n s h i p  o r  i n t e r e s t  i s  d i s c l o s e d  o r  known t o  the Board of 
D i r e c t o r s  o r  committee which a u t h o r i z e s ;  approves  o r  ratifies 
t h e  c o n t r a c t  o r  t r a n s a c z i o n  by a v o t e  o r  consen t  s u f f l c l e n =  f a r  
the purpose wzthout coun t l ng  the v o t e s  o r  c o n s e n t s  of  such 
i n t e r e s t e d  d i r e c t o r s ;  o r  +he f a c t  o f  such r e l a t l o n s h l p  o r  
i n t e r e s t  i s  d i s c l o s e d  o r  b-own.be t h e  s h a r e h o l d e r s  e n z l t l e d  t o  
v o t e  and t hey  a u t h o r i z e ,  approve o r  r a t i f y  such c o n t r a c t ,  t r a n s -  
a c t i o n  o r  de t e rmina t i on  b y  v o t e  o r  w r i t t e n  c o n s e n t ;  o r  t h e  con- 
t r a c t  o r  t r a n s a c t i o n  i s  f a i r  and r e a s o n a b l e  t o  t h e  c o r p o r a = i o c .  

(5)  Cormon o r  i n t e r e s t e d  d i r e c t o r s  may be c o u ~ t e c  LZ 
determining +he p resence  of a quorum a t  a  mee t ing  o f  t h e  S o a r d  
of D i r eczo r s  o r  a  committee t h e r e o f  whlch a u t h o r z z e s  o r  r a z l f ~ e s  
such c o n t r a c t  o r  t r a n s a c t l o n .  

( c )  None of the p r o v i s i o n s  o f  this s e c t l o n  shaLl  
I z v a l i d a t e  any c o c t r a c t  o r  t r a n s a c z l o n  whlch would o z h e r v ~ s e  be 
v a l l d  under a p p l ~ c a b l e  law. 

2 . 1 3  Removal. A l l  o r  any number of  t h e  d ~ r e c t o r s  may 
be removed, wlth o r  w l thou t  c ause ,  a t  a  mee t lng  c a l l e d  e x p r e s s l y  
f o r  that purpose ,  by a  v o t e  of t h e  h o l d e r s  of a  mazo r l t y  of t h e  
shares e n t i t l e d  t o  v o t e  a t  a n ' e l e c t i o n  of d ~ r e c t o r s .  

2 . 14  Resignation. Any d i r e c t o r  may r e s l g n  by 
d e l i v e r i n g  h l s  o r  h e r  r e s l g n a t l o n  t o  the corporaZion  a t  1:s 
p r i n c i p a l  o f f i c e  o r  t o  t h e  President o r  S e c r e t a r y .  Such 
r e s i g n a t i o n  s h a l l  be e f f e c t l v e  on r e c e l p t  u n l e s s  i t  i s  s p e c l f ~ e d  
t o  be e f f e c t l v e  a t  some 0-her t lme  o r  upon t h e  happening o f  some 
o t h e r  even t .  

ARTICLE 111 

- 8 - 
3 . 1  Des igna t i on .  The Bea=d-e- - + - may a e s -  

i g n a t e  from among ~ t s  members an e x e c u t i v e  committee and/or  one 
o r  more o t h e r  c o ~ n . i t t e e s .  The d e s ~ g n a t i o n  o f  a  commlctee, and 
t h e  d e l e g a t i o n  of a u r h o r i t y  t o  i t ,  s h a l l  n o t  o p e r a t e  t o  r e l ~ e v e  
t h e  Board of D i r e c t o r s ,  o r  any member t h e r e o f ,  of  any  respon-  
s i b i l i t y  imposed by law. No member of  any commltzee s h a i l  con- 
t i n u e  t o  be a member t h e r e o f  a f t e r  c e a s i n g  t o  be  a d i r e c t o r  of 
the  c o r p o r a t i o n .  The Board of D i r e c t o r s  s h a l l  have  the power a t  
any t ime t o  i n c r e a s e  o r  d e c r e a s e  t h e  number o f  members of  a n y  
committee, t o  f i l l  v a c a n c i e s  t h e r e o n ,  t o  change any member 
t h e r e o f  and t o  change the f u n c t i o n s  o r  t e r m i n a t e  t h e  e x i s z e n c e  
t h e r e o f .  



3.2 Powers. During t, ~ntervai betxeen  meer:ngs st 
the Board of Directors, and subj ct to such limltat~ans as may 
be imposed by resolution of the Board of Dlrectors, =he execu- :* tivc committee may have and may exerclse all the autllority of 
the 3oard of Directors ln L!e -t of t h e  cor?orat;on. 
Any otler commlttee shall have such authorlty of the Board of 
D~rectors as t.!!e Board of Dlrectors shall delegate to IC b y  
resolution. Notwl thstanding the f orego~ng, ne~*det L!e execu- 
tive commlttee nor any other comrnlttee shall have the auzhor~zy 
of the Board of Directors in reference to amending the Articles 
of Incovoration; adopting a plan of merger or consolidat~on; 
recommending to the shareholders the sale, lease, exchange, 
mortgage, pledge or o t h e r  disposition of all or substantlaily 
all t h e  property and assets of the conoration otherrise than 12 
Lie usual rewlar course of its business; recommend~ng to the 
shareholders a voluntary dissolution of tile corporat;on or a 
revocation thereof; or amending the Sylaws of the cor?oration. 

Procedures: Meetinqs; O u o r ~ m .  

( a )  The Board of Direczars shall appoint a cha:,-nzac 
from among ~ l e  members of a commlttee and shall appoint a sec- 
retary who may, but need not, be a member of the comm~ttee. The  
chalman shall preslde at all commlttee meetlnqs and t h e  sec- 
retary of  he commlttee shall keep a record of :zs acts and 
proceedings. 

(b) Regular meetings of a committee, of whlch no 
notice shall be necessary, shall be held on such days and at 
such places as shall be fixed by resolution adopted by the 
commlttee. Specla1 meetings of a committee shall be called at 
the request of the President or of any member of the committee, 
and shall be held upon such notace as is requred by these 
Bylaws for special meetings of the Board of Dlrectors, provzded 
that notice by word o f  mouth or telephone shall be suff~cient l f  
received in the city where Lie meetlng is to be held not l a t e r  
t??an the day immediately precedzng tile day of :be meez::g. X 
waver of notlce of a meeting, signed by the person or perscr.s 
entitled to such notice, whether before or after =he even: 
stated tiherein, shall be deemed equivalent to the giving of s ~ c h  
notice. 

(c) Attendance of any member of a com~ttee at a 
meeting shall constitute a valve= of notAce cf cbe meetlzg. A 
majority of the committee, from time to tlme, shall be necessary 
to constitute a quorum for the transactlon of any bus~ness, and 
the  act of a majority of the members present at a meetLng at 
which a quorum is present shall be the act of the cornm*'* , ,ee . 
 emh hers of a committee may hold a meeting of such committee by 
means of conference telephone or similar communications equip- 
ment by means o f  which all persons participating in the meetlng 



can hear each ot25er, and part~cipatlon in such a rneetlng shall 
constitute presence in person at L5e meeting. 

(d) Any action which may be taken at a meeting of a 
committee may be taken v~thout a meetlng ~f a cocsent In wr:=:nq 
settlnq forth %Ye actions so taken shall be slqned by all nem- 
bers of the commlttee entltled to vote with respect to the s ~ b -  
ject matter thereof. The action shall be effective on the da=e 
when the last slqnature is placed on the consent or ar such ear- 
lier time as .is set fort5 therein. The consent shall have the 
same effect as a unanimcus vote of t h e  commlttee. 

(e) Tfie Board of Directors may vote to t h e  members of 
any committee a reasonable fee as compensation for attendance at 
meetlngs of tile committee. 

ARTICLE IV 

OFF1 CERS 

4.1 Number. The officers of the co~oratlon shall be 
a President and Secretary. Such ot.!!er officers and ass2s:ant 
officers as may be deemed necessary may be elected or appo~nted 
by the Board of Directors and shall have such powers and d u z ~ e s  
as may be prescr~bed by the 3oard of Directors. Any :no or mcre 
offices may be held by t he  sane person. 

4.2 Election and Term of Office. The officers of the 
corporatlon shall be elected annually by the Soard of Directors 
at the first meeting of the Board of Directors held after the 
annual meeting of Lle shareholders. If the electloc of off~cers 
shall not be held at the meeting, it shall be held as soon 
thereafter as IS convenient. Each officer shall hold off;ce 
until a successor shall have been duly elected and shall h a * ~ e  
qualified or until the officer's death, reslgnatlon or removal 
in 'he manner hereinafter provided. 

4.3 Removal. Any officer or agent elected or 
appointed by the Board of Directors may be removed by the 3oard 
of Directors whenever in i t s  judgment the best interests of the 
covoration would be served thereby, but removal shall be w:=h- 
out prejudice to the contract rights, if any, of :?e person sc 
removed. Election or appointment of an offlcer or agent shall 
not of itself create contract rights. 

4 .4  Vacancies. A vacancy in any office because of 
death, resignation, removal, disqualification or othe-vise may 
be filled by t i le  Boaqd of Directors for the unexpired portion of 
the tern. 



..-, 
::,- JVED. ;hat pursuant to Section 3.12 of the Bylaws of  che 

any, there  is hereby established the Personnei Committee 
5 t7.a Baaca of Direceors. which shall be composed of noc 
:!-:: rhm chree members of the Board of Directors who s h a l l  
- - .  :a o f f i c e r s  or full-time employees or' the Company: zna 

.r'l-,'lED. chat the members o f  the Personnel. Comictee shall 
. ..?poinred by tho Board aP Directors as soon as 
e,:.r:cable afeer i c s  e l ec t ion  i n  each year, and one of the 

. r j . r s  shall be designaced chairman b y  the Board of  

..l;.nc=ors; and further 

. j D ,  chat the Personnel Commirtae shall review 

. -=r~:dically the Company's p o l i c i e s  relating to employee 
: -  a2r.=1satian and benefits ,  and shal l  review and assess the 
- :f jcriveness of the company' s plans  in implementing chose 

-r :.c :es ; and further 

: , :hat, for the p q o s e  of fulfilling its ocher 
i~..::~ibilities heraunbr, the Personnel Committee shall 

. r .  C ;  the Cornany' s executive stafffng plan for meeting 
z ~ ~ , ~ c  and futura leadership needs of cha Camparry; and 

"'f .... - 

- E D  chat the Personnal C o w c t e e  shall review the 
- '- ; . :ding matters f ~ r  the purpose o f  marking recommendations 

:.* 5 Board of Dizeccors w i t h  respect chareeo: 

.:andidates for election as officers o f  the Company; 
:mpensation p l a n s  for  officers: and 

1. ralary level of the Chief Executive Officer. 

- " .  . . . . . =hat the Personnel Committee shall  raview the 
' A , - )  levels of ths Chief Executive Officers of 

f o r  
:..L ; - v a s e  of making recomnandsrio~ t o  the respective 
3.74z.23 o f  those subsidiaries with respect chereta; and 
f.~:r.r ez- 

?2;.2I.C3U, char the Personnel Commiteea shall review and 
zpbtrcve cha following mattcrs : 

I -a j or changes in management organizatian s eructure ; 

:,..Lary leve1s. performance cargets and incentive awards 
' .z officers: 

. nerit progrm and salary range adjustments f o r  senior 
. ..zmgernent other ehaa officers ; 



4. incenti9:e pians for employees: sna 

5 .  changes i n  policies relating t o  employee inslsrance and 
like benef i t s .  

; and further 

RESOLVED, chat :he Personnel Committee shall administer 
compensation p l a n s  as authorized by the Board of Dlrecrors 
in said plans ar otherwise; and further 

RBOLVED, that the Personnel Committee shall report its 
activities co the Bo=d of Directors a t  least annually and 
ar  other lneetings as may be appropriate; and further 

W O W E D ,  that the Personnel Cammictee shall report on ---- 
executive cornpensarion to shareholders pursuanc co the prow 
soLicitatioa rules o f  the Securities and Exchange 
Commission: and furcher 

RESQLVED, t h a r  the Personnel Committee shall have suCh 
aucharity and respcrnsibility for ocher matters as shall be 
delegated to such Committee from time to time by a c t i o n  of 
this  Board wi* respecc to such matcers: and Eurrher 

RESOLVED, tl-L tkm foregarng resolutions shall superseds the 
resolutions adapted by the Board of Directors OD - - 



Finance Committee Resolutions 

; c  T - _. - ., . :.: , t h a t  pursuanr: ta Seccion 3.12 of che Bylaws of the 
_. ,-a. .. ,. -,.:, rhere i s  hereby established the Finance Committee of 
: r :  3,:ard o f  Directors, which shall be composed of the 

':.zi-..an of the Board and not less than two other members of 
-.L Ecard of Directors; and further 

'L:?L.;?~, that the members of the Finance Committee shall be 
:.c,>izcsd by the Board o f  Directors as soon as practicable 
., cL.:r its election In each year, and one of the members 

5c designated chairman by the Board of Directors; and - - 
---"IT x 2 r 

:...?:tL':E3, chat the Finance Committee shall have all the 
.. ,.,,i- "r' the Board of Directors t o  approve ehe final terms 
-i ;--'.i authorize rha offering, issuance and sale by the 
ia-Gar-/ of its stock. bonds. notes and other evidences of 
,~ ... ~r; i . ip  or indebtedness to the extent delegated t o  such 
::;.aic,ee by accfon of chis Board with respect to each such 
:i:?rir.g, issuance and saxe and t o  the extent permitted by 
,..:; 2 ~ s g o n  Business Carpoiation Act at the date of such 
LI.  . . ; g t ~ i o n ;  and further 

.. . : ' 1 ~ 5 3  , chat upon the delegation to the Finance Committee 

.- i -.dcr; authority w i t h  respect to the offering, issuance and 
2 ~ 1 %  5v the Company of its stock, bonds, notes and other 

- . .. JG *.; as a f  ownership or indebtedness, the Finance Coxn- 
- ;,-=a shall have all the power of the Board of Directors to 
,; t t i ~ b  delegace such authority to an off i c c r  or officers of 

1 . : ~ ~  ~c;zpany to the extent permitted by the Oregon Business 
,.oz:;o:~~cion Acc; and further 

. . ,.,,i.L7;ZE, that the Fircrmcs C a m i t t e e  shal l  regularly consult 
L ,,n, az,d may request reports from, the appropriate officers 
UL :>-= Company concerning the Company's requirements f o r  
capital, tho conditian o f  the capital markets, che most 
;pyzcp:iate me- o f  obtaining additional capital as needed 
L ..O-d ,,. ~ i m e  to time, the capital structure of the Company, the 
Uospany's dividend policy, the ffnancial and investment 
. ~ G G L  : Z  o f  the Company's employee benefit plans and such 
1 .  finance-relaced matters as the Committee shal l  
c ~-zL; ' .  ..r.ne ; and further 

?..> :Lf:2D, that tho Finance Committea shall report to the 
S c d t a  of Directors periodically, and at l eas t  quarterly, on 
. . - presented to and considered by the Finance 
*.: r~L::te, action taken by it on such matters, any reconmen- 
Li.::;:.s the Committea may deem appropriate, and such other 



I .:CT~ of the financing activities of the Company as the 
z c e  Cornmitree deems significant; and further 

. L 2 .  :hat the Finance Committee shall have such 
9L - c - z t y  and responsibility for other matters as shall be 
2 :,s:ed t o  such Committee from t i m e  to time by ac t ion  of 
-- : -,ard w i t h  respect to such matters; and further 

E . li:.'2D, that the foregoing resolutions shall  supersede the 
2 .! ,. 5ian.s adopted by the Board of Directors on January 21, 
3 ' -. -th respect to the same subject matter; provided that 
.. ,:. j herein shal l  affect the val idi ty  of actions taken i n  

. 5 : .e~.-,e Qn such resohati ons a r l n p t ~ d  .Tanl r~vy  11  , 19P.9. 



A'. ' iCLTED, that  pursuant to Seerion 3.12 of the Bylaws of the 
.'.; np;ny there i s  hereby established the Audit  Commitees 0.f 

cY.2 :sard of Directors which s h a l l  be composed of not less - .. - -r. three members of the Board of Directors who are 
i: =e;endent of the management of the Company and are free of 
. T  ralationship that in the opinion of the Board of 
: :E . :ors would interfere with the exercise of independent 
; igz3nt as a member of  the A u d i t  Committee; and further 

?.F JCI.::ED, that the members of the Audit Committee s h a l l  be 
- _. - . L , o ~ ~ t e d  . . by the Board of Directors as soon as practicable 

1: :F: its election in  each year, and one of the members 
;-I.:?: be designated chair by the Board of Directors; and 
i .- :-.*r 

;_,G;:.'ED, tha t  the duties of the Audit Committee shall be as 
L...,.i;l;r~ed in Audit Committee Res.~onsibilitp and Function as 
; - : ~ : r ~ e d  hereto as Exhibif A; and further 

.- .I,. ....,i.-.eD, that the Audit Committee shall have such authority 
-. L..L. - .csponsibility for other matters as shall be delegated 
tc s - x h  Committee from time to rime by action of this Board 
.+--k. respect to such matters; and further 

- .  
I that the foregoing resolutions supersede rhe 
: . - d ~ l ~ a t i a n ~  regarding the Audit Committee adopted 
::..-.-c~:rler 17, 1993. 



Exhibit A 

- -,,,, -.-- --. . . -  _ . 2.: RESPONSIBILZW AND F'UNCTION .--- .-- - 

The c::zic:2 :f =he Audit Committee of the Board of Directors (the "Boardn) of 
:ha "Company") shall be to assist che Board in fulfilling its .. . . resso--.;;n:--:ies by overseeing and reporting to the Board with respect to the - .  genr;r:-! ; ;--I.?; and practices of the Company (and the subsidiaries of  the 

cca~a'y i:;: - a t t d  in the csnsslidatcd Eluncial stc l t tmt i t ts  lif L l r c  CuruPrrrlJ) 
r e l a c i c ~  -.s: ~ccounting, reporting practices, adequacy of internal controls, 
qua-1:;; k-5 ,nizegrity of financial reporting, and such other matters as may be 
a s s i y e d  '1:: eke Board. The A u d i t  Committee shall maintain free and open 
COUIZ~X:.~ zs -. ;. 1 xi th  the Board, the external auditors, the internal auditors, 
m a -  _ = . :  >. 1 _:.L the audit comittaas o f  each business unit having such a 
c o m i r : e a .  I- carrying out its mission, the Audit Committee shall have 
diz -:-- LG:: s z  i n i t i a t e  such investigations as it shall deem necessary and shall 
hav: s r z i - , c i ~ z  authority to employ special counsel or experts in circumstances 
wher, . r 52 ;o : .:inss thac necessary resources cannot be provided by regular support 
scarf. 

The A L . i l c  : : & i t t e e  of the Board shall consist of three o r  mote directors  
appc ;i.--sL. -1,- 2 . c  Board who are independent of the management of the Company and 
Art 4:.~.& :.i' :'-?:f ~r.tlaeicnship that in the apin ian  a5 the Daard WLLJ i L c c a r f o ~ o  
w i t : .  :! t:. #- - c ~ s e  of independent judgment as a member of the Audit Committee. 

Thi L ~ r r c  .:c.:ni;:ee of the Board shall coordinata and a c t  as the audit committee 
for 3 l l A r ill:- Cilmpany1 s operations, including subsidiary companies, unless such 
suL;:'Iiary : -as a board of directors which has at least three independent 
direczors -;I-:, function as an audit committee for that subsidiary. Where such an . . rncc~,::.~!~: : zclcii t committee exists, then the Audit Committee of the Board shall 
recel-.-5 a32 rcview reports from the subsidiary audit soannittee and coordinate its 
a c t 9 , - l t l r s .  

Met; t:.:..:s 

Regular neetinss of tha Audit Commiftee shall be held no l e s s  frequently than 
qw- .csr ly ,  on 2 schedule to be adopted by the Audit Comictee. Special meetings 
of :he .;.*-bir Cormittee for any purpose m y  be held when called by the Chair or 
an): ,?..;k~r 



. . . .  .. z: Scatemencs and E x t e r n a  Au . - -- ditors 

. .i :: Conunittea shall: 

- . n;~der the proposed scope of the exrernal auditors' work for t h e  
. _rr..nt year, consider any proposed nonaudit functions to be per- 
f z r ~ e d ,  review the audit plan and review the prior year's audir fee 

. d  rne current year's fee estimate. The Committee's review should 
'.,c,..de an widerstanding of the factors considered by the external 
. . d l c o r s  i n  determining the audit scope, including: 

- Industry and business risks characteristics of the Company; 
External reporting requirements; 
>!arerialicy of the various s e p e n r s  of the Conrpany's 
consolidated and non-consolidated activities; 
Quality of internal accounting controls; 

.- Extent of Involvement of internal auditors in the audit 
examination; and 
Sther areas to be covered during the audit engagement. 

.:L; i c5ive and consider any recomnrendations of management regarding the 
.c~:nsl auditors to be. retained for the following year, including 

. -,;,genent's evaluation of factors relating to the independence of the 
r .ditors, and submit a recommendation to the Board. 

- . , > . L ~ v : G ~ :  with managenene and the external auditors, before publication, 
-.-2 annual financial statements (including special year end entries, 
::,cr.oces, management's discussian and analysis o f  financial condition 
;::d results of operations, and any special disclosure problems) to be 
I -.c.'.:ded in tho annual report t o  shareholders, the annual TO-K report 
: s  cne SEC or simllar publicly filed documents, proxy material, and 
z7f disputes (resolved or unresolved) between management and the 
~ . : ~ e r p a l  auditors that arose in connection with che preparation and 

of the financial statements; review the Company's process of 
=, Sissing the risk of fraudulent financial reporting and monitoring 
c. ..ip:iance with established codes of corporate conduct; and review 
,;giificant adjustments proposed by the external auditors. 

.i; k k ~ i 6 W  those reports (or summaries of such reports) issued by the 
e.:cer:lsl auaators or tne internal auditors, relating to audits in 
~:!.,cI1 a material weakness is disclosed or ident i f ied and management's 
Losporses thereto. 

i z ?  I . s . r x r ? ~  with management, the external auditors and the internal 
,ac!irsrs, the Company's general policies and procedures with respect 
.:i. itzernal auditing, accounting and financial csntrels and the 
;..:._?c.~ acy of such policies and procedures. 



: F 2 3  the effect of any important new pronouncements of the account- 
; ; .-ofession and other regulatory bodies on the Company's accounting 
..:.: l e s  and practices. 

- ,i ... ; with the external auditors any significant proposed changes in .. :-?sic accounting principles and reporting standards used in the 
7 ..:.-zzcion of the Company's financial statements. . * 

: i . x  all reports of audits or reviews of the Company (or summaries 
c s-:cn reports) issued by regulatory or taxing auchoricies that could 
- . -E .  9 material impact on the Company, or how its businesses are 
. ,:a -z  ted.  

i ; , ,  with the external auditors, internal auditors and with the 
: ,F - - ~ Y ' s  management the e x t e n t  to which recornended significant 
. . -1 52s or improvements in financial and accounting practices have 
t - 2r. implemented. 

- 1  ;.: -r ..-s reporrs  i n  executive session from the engagement partner of 
..xcernal auditor, which reports shall, Ln part, comment on the 

i. ~ a k l l i t i e s  of the internal auditing groups and the Company1 s 
a, .i&+ment. 

, I.:) . . : - ~ i ~ - e  reports in  execut-ive session from management and the internal .. . : i ;~rs,  which reports shall, in part, review any concerns with 
1 . ,pez t  to the external auditors and the external audit process .  

, .:, ragularly with the Company's General Counsel to review legal 
, , z =is that may have an impact on the Company ' s financial sratements , 
, , c-:her legal matters as appropriate, 

. .-,i,, promptly to the Board its dsliberations and recommendations. 

: ~ j  . . .L;.re and consider reports of peer reviews of thc external auditaz's. 

r :~err .zL Auditors ... 

- 8 ; - .-c; ~ d i t  C o ~ u m i t t e e  will amally review the audit plan covering the 
.. . .. .?used activities of the Internal Audit Department and, 
E r a?pl icablc . internal audit groups of any business units coosdinatad 
i . ..h the audit plan o f  the e x t e r n a l  auditors. 

i:h) 'I'2.a r i ~ d i t  Committee will review, in summary farm, the results of peer 
rsviews of the Intarnal A u d i t  Department performed 
.-. : 1 :dieally by consultants approved by the A u d l r  Committee, and peer 
r6vicvs of the incetnal audit groups of any business units performed 
::, -,kt! PacifiCorp Internal Audit Department. 

.. 13.dit Committee will receive reports, at least annually, from the 
: :-.E ger of the _ Internal Audit Department covering activi- 
..-_s, staffing, procedures f o r  selection of audits and other relevant 

'#: ::.lacion. 



1 ' = iksir- of any audit commietees of the business units ,  the manager 
.. .. :he Internal A u d i t  Department, and the engagement 

r.::er of  the external auditor will report at each regular meeting of 
e .ludic Committ,ee regarding ehe identification of any material 
~k esses. problems, or significant events. Every incident of theft ,  
a.;<ulenc activity or illegal conduct by Company personnel shall be 

- t o  the Audit Commirtee, without regard to tha financial 
e, ; r ia l i ry  of such incident. 

, a . iudi t  Committee will review and concur in che appointment, 
?i;cement, reasslgnrnent, or dismissal of the manager of the 

Interm1 Audit Department. 



ANNEX F : Reporting Requirements for the Public Offering of Securities' 

1. Summary Prospectus Requirements 

The Ministry of Finance regulations require that a prospectus include information which permits 
the investor to obtain a fair assessment of the issuer's financial condition. A prospectus for a 
public offering carried out by an &Sing open joint stock company which is increasing its charter 
fund must contain the following information. 

a description of the issuer : its name, principal place of business, date of incorporation and 
principal business activities. 

an audited balance sheet and income statement for the previous three completed fiscal 
years (or for each completed fiscal year since incorporation in the event an issuer has been 
in existence for less than three years). 

- an audited balance sheet as of the last completed quarter of the fiscal year in which the 
decision to issue the securities was taken and a summary of the issuer's charter hnd. 

- any material events which occurred during the previous three fiscal years which may 
reflect on the financial condition of the issuer. 

- the number of employees, including information regarding the education , qualifications 
and length of service of the issuer's management; 

- a summary of the issuer's production, sales, research and development activities and 
investments (such information to be certified by a qualified auditing firm). 

- background information regarding the planned issuance : the date on which the decision to 
issue the securities was taken, the type and categories of securities to issued, any specific 
rights or privileges to be afforded holders of he securities to be issued, the purposes for 
which the proceeds of the offering are to be utilized, the location at which the offered 
securities may be purchased and the commencement and termination date of the offering. 

- the name of the underwriter (if there is one) and the steps to be taken in the event of an 
over or under subscription. 

- the anticipated rate of return of the equity securities being offered. 

- with respect to debt and interest bearing securities, the interest rate and repayment terms. 

'The information in this annex comes from an article published by Borys Sobolev, Deputy 
Minister of Finance of Ukraine, entitled "Public and Private Equity Financing in Ukraine", written 
for the Capital Markets in Ukraine conference organized by the OECD in Paris in June 1995. 



- a summary of the types and quantity of previously issued securities. 

the number of registered shares previously issued by the issuer, including the number of 
shares held by management. 

2. Summary Reporting Requirements under the Securities Legislation 

The Ukrainian securities legislation provides that an issuer of publicly traded securities is required 
to provide an annual report to all shareholders and to the relevant Registering Body. Such annual 
report must contain the following : 

information on the issuer's economic performance for the previous fiscal year. 

- audited financial statements for the previous fiscal year. 

information with respect to any securities issued during the previous fiscal year. 

information regarding any changes in the management of the issuer 

The Ukrainian securities legislation also requires an issuer of publicly traded securities to provide 
tot eh Exchange and to the relevant Registering Body and to publish in the bulletin of the 
Exchange, any material information which could have an impact on the price of its publicly 
traded securities. Such information is to be provided within two days of arising and includes : 

- changes in any rights granted to the securities. 

- changes in the issuer's management. 

- attachment of issuer's bank accounts. 

- commencement of bankruptcy or other similar proceedings against the issuer. 

- the reorganization, suspension or termination of the issuer's activities. 

- the loss of 10 % of more of the issuer's assets as a result of extraordinary circumstances. 

- the filing of a claim against the issuer in an amount which exceeds 10 % of its charter hnd 
or 10 % of the value of the issuer's fixed and circulating assets. 

- the incurrence by the issuer of a debt obligation or issuance of securities in an amount 
exceeding 50 % of the charter hnd or 10 % of the value of fixed and circulating assets of 
the issuer. 

3. Summary Reporting Requirements under the Exchange's Regulations 



An issuer of securities which are to be officially quoted on the Exchange is required under the 
regulations of the Exchange : 

- to provide the Exchange with a report summarizing the results of each general and 
extraordinary shareholders meeting. 

- to provide the Exchange with information regarding any amendment to the issuer's charter 
and any internal corporate decision regarding the listed securities. 

to agree with the Exchange on a schedule for offering and subscription with respect to 
securities to be offered on the Exchange by the issuer, including any provisions for 
preferred rights with respect to the offered securities. 

- to agree with the Exchange on the technical procedures regarding operations involving the 
listed securities (e.g. payment of interest or dividends). 

- to inform the Exchange of any events which may materially affect the quoted price of the 
issuer's securities of affect the issuer's financial situation. 

- to provide the Exchange with copies of all official notices or publications distributed or 
planned to be distributed by the issuer. 

- to notifj the Governing Council of any change regarding the appointment of 
intermediaries for carrying out the payment of interest or dividends to holders of the 
issuer's listed securities; the payment of dividends, interest or redemption of securities 
must be carried out free of charge for the holders of the securities. 

- periodically to inform the Exchange of the total number of voting shares issued and 
outstanding. 

to publish in the official bulletin of the Exchange information concerning all issuances of 
securities. 

The issuer would also be required to comply with all reporting requirements under the securities 
legislation as summarized in Section 2 above. 

4. Documents to Apply and Obtain Permission for Quotation 

An application requesting that a security be quoted on the Exchange is submitted by the issuer or 
its designated attorney. The application is reviewed by the Governing Council which must, within 
30 days of submission of the application, either accept or reject the securities for official quotation 
on the Exchange or request that the issuer provide additional information. 

The Governing Council may reject an application if it reasonably believes that official quotation of 
the security would harm the interests of the securities market and investors. 



In addition to the application, the issuer is required to submit the following documents to the 
Governing Council : 

- a notarized copy of the issuer's charter 

- a copy of the certificate (decision) evidencing the registration of the issuer as a legal 
entity. 

- a copy of the document evidencing the grating of a state registration number to the 
security being issued. 

- a copy of the prospectus which was registered with the Ministry of Finance. 

an audited balance sheet and profit and loss statement for the last three fiscal years (or for 
each completed fiscal year if the issuer has been in existence for less than tree years). 

a balance sheet as of the end of the last financial quarter occurring prior to the adoption of 
the decision by the issuer to list the security on the Exchange. 

- a list of shareholders holding at least 5 percent of the total number of voting shares. 

- information regarding the percentage ownership of the issuers by the issuer's employees. 

- information regarding the percentage ownership of the issuer by the issuer's management. 

- other documents as may be required. 



L A W  

OF T i 3  UKRAINIAN SOVIET SOCIALIST REFUBLIC 

ON SECIIRITIES AND STOCK E X C M G E  

Th i s  LZVI s p e c i f i e s  t h e  terms and procedure of s e c u r i t i e s  
i s s u e ,  a s  vie11 as r a g ~ l a t e s  t h e  i n t e r n e d i a r y  a c t i v i t i e s  i n  c i r -  
c u l e t i o n  of s s c u r i t i e s  i n  t h e  t e r r i t o r y  of t h e  Ukrainian SSR. 

ISSUE 

A r t i c l e  I. g o t i o n  of s e c u r i t i e s  

S e c u r i t i e s  a r e  t h e  aone ta ry  docunents which c e r t i f y  t h e  
r i g h t  t o  possess ion  o r  r s l a t i o n s  of l o a n ,  d e f i n e  t h e  i n t e r r e l z -  
t i o n s  betv!eec t h e  person  xho i s sued  s e c u r i t i e s  ad t h e i r  07:/ner, 
s l s o  provide t h e  paynent of incone a s  d iv idends  o r  i n t e r e s t s  z d  
t h e  t r a n s f e r  of monetary end o the r  r i g h t s ,  procesding I r o n  t h e s e  
docusen t s ,  t o  .other  persons.  

S e c u r i t i e s  may be r e g i s t e r e d  o r  b e a r e r  ones. R e g i s t e r e d  

s e c u r i < i e s  a r e  t r a n s f e r r a d  through f u l l  endorsement c e r t i f y i n g  
.L '? ".LZ t r a n s f e r  of  r i g h t s  co  s e c u r i t i e s  t o  a n o t h e r  person u o l e s s  
q z e i z i e d  othcr-vise  by t h i s  Laiv or  s p e c i a l l y  underscored t h a t  szch  

. s e c u r i t i e s  skill n o t  be t r a n s f e r r e d .  
Bes re r  s e c u r i t i e s  a r e  c i r c u l a t e d  i n  a f r e e  nanner. 
S e c u r i t i e s  may be used  f o r  s e t t l e m e n t s ,  payments and c r s -  

6its. 

The l o s t  r e g i s t e r e d  s e c u r i t i e s  a r e  r e s t o r e d  by s t a t e  orgm-s,  
e n t 2 r p r i s e s  a d  e s t a b l i s h n e n t s  which had i s s u e d  then. 

S e c u r i t i e s  may be Fahe r i t ed  pursuant  t o  t h e  c i v i l  l e g i s l a -  
uion of t h e  U-ba in ian  SSR. 

C i r c u l z t i o n  of s z c u r i t i e s  i s sued  by t h e  USSR, o t h e r  Union 

RepuSl ics  and Sunc t ion ing  i n  the  Ukrainian SSR, i s  r e g u l a t e d  bJ 
t h i s  Law, o t h e r  l e g i s l a t i v a  a c t s ' o f  t h e  U h a i n i a n  SSR and t h e  
corzes9onding Republ ics .  

A r t i c l e  2. F m i t t e r  of s e c u r i t i e s  

Z m i t t e r  of s e c u r i t i e s  i s  t h e  l e g a l  e n t i t y  tho, on h i s  own 



b e h a l f ,  i s s u e s  s e c u r i t i e s  and irndertakes t o  f u l f i l l  t h e  commit- 
ments proceeding f r o n  t h e  terms of such i s s u e  ( h e r e i n a f t e r  r e -  
f e r r e d  t o  a s  emi t t e r ) .  

Emi t t e r  s h a l l  f u l f i l l  a l l  t h e  comaitments, proceeding from 
*he i s s u e  of s e c u r i t i e s ,  i n  terms u l d  o rde r  p r e s c r i b e d  by t h i s  
Law, o t h e r  l e g a l  a c t s  of t h e  U-kainian SSR, t h e  d e c i s i o n s  on 
s e c u r i k i e s  i s sue .  

The r i g h t s  and d u t i e s  concerning s e c u r i t i e s  appear  f r o n  t h e  
moment of t h e i r  t r a n s f e r  by t h e  e m i t t e r  o r  h i s  a u t h o r i z e d  perso2  
t o  t h e  r e c i p i e n t  (buy.er) o r  h i s  au thor i zed  agent .  

. !a t ic le  3 .  Types of s e c u r i t i e s  

Pursuzt t o  t h i s  L a w ,  t h e  fo l lowing types  of s e c u r i t i e s  nzy 
be i s s u e d  a d  c i r c u l a t e d  i n  t h e  U!aainian SSR: 

- s t o c k s ;  
- Republ icm and l o c a l  bonds; 
- bonds of e n t e r p r i s e s  ; 
- t r e a s u r y  bonds ; 
- savings  c e r t i f i c z t e s ;  
- b i l l s .  

- Chapter 2. S tocks  

A r t i c l e  4. 3 a s i c  f e a t u r e s  of s t o c k s  

S tocks  &re  t h e  s e c u r i t i e s  ivithout t h e  f i x e d  t e r n  of c i r c u l a -  
t i o n  which prove t h e  sha re  i n  s t a t u t o r y  f w d  of a jo in t - s tock  
c o n p a y  and t h e  r i g h t  t o  t ake  p a r t  i n  i t s  management, a l s o  pro- 

v i d e  s tockho lde r s  ivith t h e  r i g h t  t o  r ece ive  a p a r t  of p r o f i t  i n  

t h e  form of d iv idends ,  t o  p a r t i c i p a t e  i n  d i v i s i o n  of p r o p e r t y  yn 
$he event  of d i s s o l u t i o n  of jo in t -s tock  c o n p a y .  

S tocks  cay  be r eg i sZered ,  bea re r ,  p reference  and o r d i n a r y  
ones.  C i t i z e n s ,  a s  a  r u l e ,  nay be t h e  ho lde r s  of r e g i s t e r e d  
s t o c k s .  

The r e g i s t e r e d  s tock  c i r c u l a t i o n  i s  f i x e d  i n  t h e  s t o c k  r e -  
s i s c r a t i o n  oook kep t  by jo in t -s tock  company. It should  c o n t ~ i n  
in fo rma t ion  concerning each r e g i s t e r e d  s tock ,  i t s  h o l d e r ,  t h e  
d a t e  of i t s  purchase .and t h e  nusber  of such z c t i o n s  belonging t o  
each s tockho lde r ,  I 

ds t o  b e z r e r  s t o c k s ,  only t h e i r  t o t a l  nunber i s  i n d i c a t z d  



i n  t h e  book. 

Preference  s t o c k s  g ive  t h e  ho lde r s  t h e  p r e f e r e n t i a l  r i g h t  
t o  r ece ive  d iv idends  aad  t o  t h e  p r i o r i t y  i n  t h e  d i v i s i o n  of pro- 

j ~ e r t y  i n  t h e  event  of d i s s o l u t i o n  of a j o i n t  s tock  coapang. 
The ho lde r s  of r e g i s t e r e d  s tocks  have no r i g h t  t o  t a k e  p a r t  i n  

r=aagenznt  of t h e i r  j o in t - s tock  con?zr,y u n l e s s  s ? e c i f i e d  o the r -  
?:;ise by i t s  s t a t u t e .  

S e g i s t o r e d  s t o c k s  nzy be i s s u e d  wi th  ~ ~ u a l l y  p a i d  d i v i d e a d  
li:i%h f i x e d  i n t e r s  s t  on t h e i r  nonina l  cos t .  Payment of d i v i d e n d s  
i s  aade i n  t h e  anount i n S i c a t 9 d  i n  s tocks  i r r e s p e c t i v e  of t h e  
2 3 0 ' ~ t  09 ?ref it t h e  coxpacy o5tz izzd  over m a p ? l i c a b l e  yee r .  
2 o v i d o d  sach a ~ u a l  p r o f i t  i s  too  low, t h e  pa7p.ert of r e ~ i s t a z r e d  
s t o c k  diviCen2s i s  nade Sron r e se rve  fund. 

P o v i d n d  t h e  anount of ord inary  s tock  clividends exceeds t b a t  
02 r e g i s t e r e d  s t o c k  ones ,  t h e  ho lde r s  of t h e  l a t t e r  ney r e c e i v e  
a d d i t i o n e l  pzgaents  u n t i l  t h e  zaount of t h t  d iv idends  p a i d  t o  
the-? reach  t 3 a t  r e c e i v e d  by o t h e r  stocl;'noldzrs. 

S e g i s t ? r e d  s t o c k s  cannot  be i s s u e d  i n  t h e  azosnt  excees ing  
'lo :; of s t a t u t o r y  fuiid of a  jo in t -s tock  company. 

P re fe renc ia1  riti;ht t o  r ece ive  d iv id t f ids  a r e  ~ r e s c r i ' s e d  by 

t k e  ' s t z t u t e  of a jo in t - s tock  compm2. 

12i l ixs l  n a n i n e l  c o s t  of a  s tock  s h a l l  n o t  Se l e s s  trim 50 
-7 - - , : ~ b l e s .  i i a z i ~ z l  c o s t  of z s tock  exceeding 50 roub les  s h a l l  be 

L i v i s i b l e  5)- t h e  n l n i z n l  c o s t  of a  sbock. ' 

5tocl~holc!.zr.s nay r e c e i v e  t h e  c e r t i f i c a t e  eclualling t h e  t o t a l  
zoclinal cost; of s t o c k s .  

Stock s h a l l  c o n t a i n  t h e  fol lowing:  name of jo in t - s tock  
congany znd i t s  l o c a t i o n ,  s e c u r i t i e s  type - "stock",  i t s  s e r i a l  
nunbnr,  d s t e  of i s s u e ,  type  of s t o c k ,  i t s  n o a i n a l  c o s t ,  h o l d e r ' s  
naae ( f o r  r e g i s t e r e d  s t o c k s ) ,  t h e  s i z e  of t h e  j o i n t - c o n p n y ' s  
s t a t u t o r y  fund  on t h e  day of s tock  i s s u e ,  a l s o  t h e  number of 
s t o c k s  'aeing i s s u e d ,  d iv idend  pzynsnt te rms,  s i g n a t u r e  of t h e  
joint-coapany board o r  ano the r  au thor i zed  person ,  s tampt  of j o i n t -  
s t o c k  c o ~ p ~ y .  

The s tock  nay be supplemented wi th  t h e  coupon s h e e t  l o r  pay- 

riect of dividends.  
The d iv idend paynent cou$on s h a l l  con ta in  t h e  folloq:!5ng: 

cou?on s e r i a l  nuaber ,  s e r i a l  n u z j e r  of d iv idend s t o c k ,  name of 
jo in t - s tock ,  nane'of jo in t - s tock  cornpay mi! t h e  y e a r  of d iv idend  
aayment . 
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A r t i c l e  5. S t o c k h o l d e r ' s  r i g h t s  

S tockholder  h a s  t h e  r i g h t  t o  r e c e i v e  a  p a r t  of t h e  jo in t -  
s tock  p r o f i t  ( d i v i d e n d s ) ,  t o  t a k e  p a r t  i n  the  coapanyls maage-  
r e n t ,  a l s o  o t h e r  r i g h t s  s p e c i f i e d  by t h i s  Law, o t h e r  l e g i s l a t i v e  
a c t s  cf t h e  Ui-xainian SSR & ~ d  t h e  s t a t u t e  of joint-s tock conpay. 

S tock  i s  i n d i v i s i b l e .  If one s tock  belonss  t o  s e v e r a l  per- 
sons a l l  02 then  a r e  recognized  as i t s  ho lde r s  and nay e x e r c i s e  
t h e i r  r i g h t s  through one of then  o r  t h e i r  coaao2 r e p r e s e n t a t i v r .  

i \ - r t ic le  6 .  Taking t h e  dec i s ion  of s tock  i s m e  

The d e c i s i o n  on s t o c k  i s s u e  i s  taken  by l o % a d e r s  of j o i n t -  
s t o c k  conpzny o r  by g e n e r a l  meetings of s tockholders .  * 

Such a d s c i s i o n  i s  r e g i s t e r e d  i n  ? ro toso l .  
The fo l lowing e n t r i e s  should 5s  aade i n  pro tocol :  name of 

e z i t t e r  and h i s  l o c a t i o n ;  s i z e  of s t a t u t o r y  Tund o r  t h e  c o s t  of 
t h e  e m i t t e r ' s  f i x e d  m d  c u r r e a t  a s s e t s ;  gok l s  and sub iec t  of h i s  
a c t i v i t i e s ;  i a l o r n z t i o n  about t h e  e i n i t t e r ' s  o f f i c i a l s ;  naze of 
A - e  ~ n e  auci i t ing o r g a n i z a t i o n ;  i n f o r m t i o n  on previous ly  i s sued  

s e c u r i t i e s ;  s tock  i s s u e  p r p o s e ,  s?ec iTica t ion  of s tock  catezo-  
r i e s ;  nurnSsr o f  r e g i s t s r e d  and b e a r e r  s t o c k s ;  nuaber of p r e f e ~ e n c e  
s t o c k s ; - ' t o t r l  amount of  emission and nuaber of s t o c k s ;  nominal 
c o s t  of stocks ; nulnber of v o t z r s  ; riiviclc-nd ? ; \ a ~ n ~ n t  r o c e d u r e  ; 
ZZ-iflS ~ . d  procedure of subsc r i ? t ion  Tor stocl.:s a d  p a p e n t  l o r  
them; t h e  2e r iod  of r e e u r n  of money i n  case  of r e f u s a l  t o  i s s u e  
s t o c k s ;  sequence of i s s u e  of s t o c k s  ( i f  t h e y  a r e  i s sued  i n  s e r i -  
e s ) ;  procedure of making t h e  s toek  i s s u e  and d i s t r i b u t i o n  :noan 
t o  p u b l i c ;  c o n d i t i o n s  of s t o e k  possess ion;  r i g h t s  of ho lde r s  of 
r e ~ i s t e r e d  s t o c k s ;  p r e f e r e n t i a l  z i g h t  t o  acqu i re  s tocks  of new* 
emission.  

The p ro toco l  nay  con ta in  some o t h e r  d a t z  on s tock  i s s u e .  

A r t i c l e  7. I s s u e  of s tocks  

S tock  i s s u e  by jo in t - s tock  conpany i s  e f f e c t e d  i n  t h e  anoiuzt 

of t h e  coapangls  s t a t u t o r y  fund  o r  t h e  e n t i r e  c o s t  of t h e  s t a t e  

e n t e r p r i s e  p r o p e r t y  ( i f  such an e n t e r p r i s e  i s  transfori ied i n t o  
a jo in t - s tock  coapany).  Add i t iona l  i s s u e  i s  p e r g i t t e d  only if a l l  

1 prev ious ly  i ssued ,  s t o c k s  have bee2 f u l l y  pa id  a t  t h e  cos t  n o t  
l e s s  t h a n  t h e  nominal one. 



It i s  p roh ib i t ed  t o  i s s u e  stoclrs f o r  co;ering t h e  l o s s e s  
s u s t a i n e d  as a r e s u l t  of bus iness  a c t i v i t i e s  of jo in t -s tock  
company. 

A r t i c l e  6 .  Acqui s i t ion  of s tocks  

S tocks  a r e  pa id  i n  rouS les  o r ,  i f  s o  prescr ibed by t h e  
s ' t a tu t e  of jo in t -s tock  company, a l s o  i n  fo re ign  currency o r  
through proper ty  t r a n s f e r .  Regerdless  of t h e  form of d e p o s i t ,  
t h e  scock c o s t  i s  expressed i n  roubles .  

Z n t e r p ~ i s e s  zqd e s t a b l i s h a z n t s  aay  acquire  s tocks  u s i n g  
t h e  noney remaining a t  t h e i r  d i sposa l  a f t e r  p a p e n t  of t a x e s  
2nd baqk c r e d i t  i n t e r e s t .  

S tocks  nsy be given t o  r e c i p i e n t  (buyer) only a f t e r  f u l l  
o a p e n t  of t h a i r  c o s t ,  

Jo i2 t - s tock  compmy nay redeem s t o c k s  f r o a  t h e i r  ho lde r  
f o r  f u r t h e r  r e s a l e ,  d i s t r i S u t i o n  anong i t s  members o r  annulment. 
S : ~ c h  s t o c k s  should be r e a l i z e d  o r  a m u l e d  wi th in  t h e  p e r i o d  n o t  
e:cceeding one year .  During t h i s  pe r iod ,  p r o f i t  d i s t r i b u t i o n ,  
v o t i n g  and deterninzi t ion of q u o r ~ n  a t  genera l  meetings of s tock- .  
h o l d e r s  are coriZucted wiehout a l l o y i n g  f o r  the  s tocks  purchased 
by joint.-stock conpany. 

A r t i c l e  4. Stock incoze peyasnt 

S tock  ii ividends a r e  s a i d  on a m u a l  bas i s  a s  f i x e d  by t h e  
jo in t - s tock  c o q a n y  s t z t u t e  f r o n  t h e  2 r o f i t  remaining a f t e r  t a x s -  
L bion,  c r e d i t  i n t e r e s t  payslents and o t h e r  dechctions t o  s t a t e  
b u a e t .  

Chapter 3. 3onds 

a r t i c l e  'lo. & s i c  f e a t u r e s  of bonds 

2ond i s  a type of s e c u r i t i e s  $roving t h a t  t he  bond ovmer 

r e a l i y  depos i t ed  h i s  money and confirming the  l i a b i l i t y  t o  con- 
pensa te  him f o r  t h e  nominal c o s t  of t h e  bond i n  the  f i x e d  p e r i o d  
of t i a e  z i t h  2ayment of f i x e d  i n t e r e s t  (unless  s p e c i f i e d  o the r -  

wise by t h e  i s s u e  t e rms) .  3onds of a l l  kinds a r e  d i s t r i b u t e d  
anong e n t e r p r i s e s ,  e s t ab l i shmen t s  and i c i t i z e n s  on a  vo lun ta ry  
basis. . 



Uinimal nominal c o s t  o f  bond s h a l l  n o t  be l e s s  t h a n  50 rou- 
b l e s .  The nominal c o s t  over  50 should  be d i v i s i b l e  3y minim21 
c o s t  of a bond. 

The f o l l o a i n g  bonds z r e  i s s u e d :  

a )  B e ? u b l i c a  and l o c a l  bonds ; 
b )  bonds of e n t e r p r i s e s .  

3onds of e n t e r 2 r i s e s  a r e  i s s u e d  by t h e  e n t e r p r i s e s  of a l l  

f o r a s  of ? r o p r t y ,  i n d u s t r i a l  a n a l ~ a n a t i o n s ,  jo in t -s tock  znd 
ocher  c o c ~ ~ i e s ;  such bonds do n o t  provide t h e i r  owners v ; ~ i t h  t h e  
r i z h t  t o  take  p a r t  i n  nanagenent.  

en:e 1 , ~ e  t e r n s  of i s s u e  =cl d i s t r i 3 u t i o a  of t h e  ss id  e n t e r p i s s s  

.re de f ined  by t h i s -  Law, o t n e r  l e g i s l a t i v e  a c t s  of t h e  U k r a i z i z : ~  
SS2 znd the  e m i t t e r ' s  s t a t u t e .  

3onds a r e  used as r e g i s t e r e d  and coupon, i n ~ e r e s t  a d  inSe- 
r e s t - f r e e  ( t ~ r s e t - o r i e n t e d )  ones a6 nay c i r c u l a t e  i n  a Tree o r  

Tile Zepub l i cm and l o c a l  o o n t s  a r e  i s s u e d  as  cou2on ones.  
A n  e s s e n t i a l  Pea.ture o-r" i n t e r e s t - l r e e  5orids i s  t h a t  .th?y 

siiauld Fnz ics t e  t h e  goods (se;.vices) f o r  which they  ars i s s u e d .  
3onds 02 e n t 5 r g r i s e s  ~11211 . inCica te  tile ;20110a;~ing: naze of 

s e c u r i % i e s  - "-~ond";  lire ;lags alli l o c a z i c n  or  ̂ e r i t t e r ;  il2;Ze o r  
f i r m  name of Buy5r ( f o r  r s ~ . i s t e r e d  3 bonds);  n o z i n e l  c o s t  of ~GII? . ;  

- .. _. - bG,;as 01 1.e:::?2m?gion, zxt;~~:i$ e z  t@~::is 05 Fntzr. tst  ? z y 2 ~ ? n t  ( f o r  
i a t e r e s t  Sonds);  g l a c e  ad d a t e  of i s s u e ,  2150 t h e  bond s e r i e s  

number; s i g n a t u r e  of e n i t t e r  o r  =other eu~horized person ,  

s n i t t e r ' s  stznp. 
Bond nag be su?plenea ted  w i t h  cou2on s h e e t  f o r  i r t e r e s t  

~ z p ~ n t .  
Such coupon s h a l l  co-rtain t5.e I'ollo.;:ing: eou3on s e r i a l  nu=- 

5 e r ;  nun5;r oP i n t e r e s t  bond; e n i t t e r ' s  naze ~ ? - d  t h e  y e a r  of 
h t e r e s t  pay;;lent. 

Ti12 bonds i n t e n d e d  f o r  ossn s a l e  -::ith t h e  fo l lowing f r e e  

c i r c u l z t i o n  (exc luding  i n t e r e s t - f r e e  bonds) s h z l l  have coupon 
s k e e t .  

A r t i c l e  11. Takiq . g t h e  d e c i s i o n  on bond i s s u e  

The d e c i s i o p  on i s s u i n g  t h e  Bepubliczn znd l o c a l  bonds i s  
. . zexen,  r e s p e c t i v e l y ,  by t h e  Cabinet  of Xiinis ters  of t h e  Ukra ix im 
SSZ and l o c a l  S o v i e t s  of F'eo?leTs Deputies .  



. . 
Such a d e c i s i o n  must i n d i c a t e  the  e n i t t e r ,  terms of emis- 

s i o n  and d i s t r i b u t i o n  of bonds. 
The d e c i s i o n  on i s s u i n g  t h e  bonds of e n t e r p r i s e s  i s  taken 

by t h e  e m i t t e r  and r e g i s t e r e d  i n  protocol .  
Such p ro toco l  s h a l l  i n d i c a t e :  f i r m  nane and l o c a t i o n  of t h e  

e r i t t e r ;  d z t a  on t h e  e m i t t e r ' s  s t s t u t o r y  fund,  bus iness  a c t i v i -  
t i e s  and o f f i c i a l s ;  name of t h e  aud i t ing  orgaaization; d a t a  on 
d i s t r i b u t i o n  of t h e  previous ly  i s sued  s e c u r i t i e s ;  pur2ose of 
i s s u e  and ty?e  or" bonds ( r e g i s t e r s d  o r  coupon); t o t a l  azlount of 
e s i s s i o n ;  nuci3.?r and nominal c o s t  of bonds; nunber of v o t e r s ;  
p o z 2 d u r e  09 i s s u e  of boniis and boad i n t e r s s t  gaynents;  per iod  
o l  l e t u r n  of aonsy i n  case of reLussl  t o  i s s u e  bonds; pe r ioes  03 

t h e  s a l e  of goods o r  r e a d s r i n g  se rv ices  i n  accordace with i n t o -  
r e s t - f r e e  Soads; procedure of mzking the  bozd i s s u e  and distri-22- 

t i o n  kao~ in  t o  p u b l i c ;  bond rsden?t ion  p a r t i c u l a r s .  
The p ~ . o t o c o l  may a l s o  conta in  o the r  d z t a  on bond emission. 

Jo in t - s tock  com9anies nay i s s u e  bonds i n  the  anomt n o t  
Bicesding 25 ;$ of t h e i r  s t a t u ~ o r y  fund a d  only a f t e r  a l l  i s s u e d  
s ~ o c k s  nave Seen l u l l y  paid.  

It i s  p r o h i j i t e d  t o  i s s u e  t h e  bonds of e n t e r p i s e s  t o  s e t  u? 

a d  r e p l e n i s h  t h e  e m i t t e r ' s  s t z t u t o r y  fund a72 a l s o  t o  coe?ensst? 
-* 

f o r  t h e  l o s s e s  csused  by t h e i r  business  a c t i v i t y .  

A r t i c l e  12. Acqu i s i t i on  02 Sonds 

?he Sonds of a l l  tgpes  a r e  acquised by c i t i z e n s  only a t  
t h e i r  own expense. 

2 n t e r p r i s e s  nay a c q u i r z  t h e  bonds of a l l  types  only us ing  
t h e  money remaining a t  t h e i r  d i sposa l  a f t e r  payaent of t a x e s  and 

bank c r e d i t  i n t e r e s t .  
The bonds or" a l l  t y p e s  a r e  paid i n  roubles  220, i f  s p e c i l i z d  

so  by t h e  t e r n s  of t h e i r  i s s u e ,  i n  f o r e i g n  currency. I r r e s p e c t i v e  
or" t h e  cur-rencg i n  vJich bonds a r e  pa id ,  t h e i r  c o s t  i s  e q r e s s e d .  

i n  roub les .  

A r t i c l e  13. 3ond income payment 

The income o j t a i n e d  due t o  using t h e  bonds of a l l  t ypes  i s  

pa id  pur suaa t  t o  the  t e r n s  of t h e i r  i s sue .  . 
The i n t e r e s t - f r e e  ( t a r s e t )  3ond income i s  not  paid.  The hol- 

&er  of i n t e r e s t - f r e e  bond en joys  the  r i g h t  t o  acqui re  t h e  goods 



and s e r v i c e s  f o r  which t h e  bonds were i ssued .  

Provided, p r i o r  t o  a c q u i s i t i o n  of goods, t h e i r  p r i c e  i s  
h ighe r  than  t h e  c o s t  of bond, t h e  holder  r e c e i v e s  t h e  goods a t  
t h e  p r i c e  ind ica ted  i n  t h e  bond, vrhile i f  t h e  s a i d  p r i c e  i s  lovie?, 

he rec; ives  the d i f f e r e n c e  between t h e  bond c o s t  =d t h e  goods 

? r i c e .  

A s  t o  t h e  bonds of e n t e r p ~ i s e s ,  t h e  i n c o ~ e s  a r e  p a i d  from 

;he noriey rexaining ar"'ier s e t t l e c e n t s  n i t h  Stl%et and making 

o t h e r  co:~??ulsory payments . 
I=. t be  event of n o n f u l T i l l n e n t  o r  u n t i n e l y  f u l f i l l n e n t  by 

e z i t z e r  of h i s  c o n z i t n e n t s  on paynent of i n t e ~ e s t  bond incone ,  

oa g i v i s g  thz  r i g h t  t o  acqu i re  t h e  goods o r  s e r v i c e s  i n  accor-  

cence s i t h  i n t e r e s t - f r e e  bonds o r  on r edeag t i cn  of t h e  s?m i n d i -  
. . 

czkec! I n  oozd i n  a  f i x e d  per iod  of t i m ,  t h e  e r t i n e n t  sums a r e  

c o l l s c t s d  Zy cour t  o r  a r b i t r a t i o n .  
?.edec?tion of a l l  types  of bonds, e :ccludi~g t h e  i n t e r e s t -  

f r e e  ozes ,  i s  s p e c i f i e d  bs fo re  t h e i r .  i s s u e .  

X ~ c i c l e  14. Use of t h e  aonetary  nezns obta ined  from 
t h e  s a l e  of bonds 

2ne z~netzr~ neans  ob ta insd  f r o n  t h e  s a l e  02 Repu3liczn and 

l o c z l  boztfis a r e  deducted,  r e s ? e c t i v e l y ,  t o  t h e  RepuSlican l o c z l  
.,' - o ; ~ g o t s  an& tile b ~ d s z t s  of l o c a l  Sov ie t s  of 2 s o s l e 1 s  Deput ies .  

T:le nonatary means obtained. due t o  a i s t r i t , u t i o n  of t h e  banLa 

o? e n t a r 2 r i s e s  a r e  used  f o r  t h e  pdrposes d e f i n e d  S e f o r e  t h e i r  

emission. 

C b p t e r  4. Tzeasury bonds of t h e  Republic  

A r t i c l e  15. Basic  Tea tu res  of t r e a s u r y  bonds 

The t r easu ry  bonds of t h e  Ukrainisn SSR ( h e r t i a a f t a r  c a l l e d  

" t r e a s u r y  bonds") a re  a type of bearer  s e c u r i t i e s  d i s t r i b u t e d  

a o n g  c i t i z e n s  on a vo lun ta ry  b a s i s ,  proving t h e  f a c t  t h a t  t h e i r  

h o l d e r s  r e a l l y  uade d e p o s i t s  t o  budget and g iv ing  t h e  r i s h t  t o  

The follo1:;ing are t h e  types  of t r e a s u r y  bonds: 

a )  long-tern - Kron 5 t o  'I0 y e a r s ;  
b)  nedium-term - from I t o  5 y e a r s ;  

c )  shor t - t e rn  - t o  I year .  



A r t i c l e  16. I s s u e  of t ~ e a s u r y  bonds 

The d e c i s i o n  on emission of long-tern a d  medium-term t r e a s -  
u ry  bonds i s  t aken  by t h e  Cabinet of k i i n i s t z r s  of t h e  Ukrainian 

SSR . 
Ths d z c i s i o n  of emission of shor t - t e rn  t r e a s u r y  bonds i s  

tzken by t h e  M i ~ l i s t r y  of Finance of t h e  Ukrainian SSR. 

The o r e t r  of f i x i n g  t h e  s e l l i n s  v a l u e  of t r e a s u r y  bonds i s  

s z e s c r i 5 e d  by t h e  Cabine t  0s" I . ; inisters of t h e  Cr'crrainim SSF, allc;;:- 
i c g  f o r  t h e  d z t e  of t h e i r  purchase. 

The noney ob ta ined  Zroz t h e  s a l e  of t z e a s u ~ g  bonds a r e  used 
t o  cover k h ~  c u r r e n t  exsenses  of the  h e s u b l i c ~ r l  bu2gat. 

A r t i c l e  17. zagaent  of t2easuvg - bond incone 

2zys102t of t r e a s u r y  bond incone and r zden2 t ion  of such 5 0 ~ 2 s  

ar-? eil'ec.t;ed p d r s ' ~ l ~ t  i;o tile t e r n s  of t h s i r  i s z u e  approved by: 
. . - bne 2a5 inz t  of' L i in i s t e r s  of t h e  X c r a i n i w  SSR as r e ~ z r d s  long-,  

neciua-term t r e a s u r y  bonds, t he  i.iir?istry of E'inmce of t h e  
'J:raizien SS-9 as r s g a r d s  s h o r t - t s r z  bonds. 

Cha?.ter 5. Savings  c e r t i f i c a C e s  

X ~ t i c l e  -13. 3 a s i c  l e s t u r e s  of sav ings  c ~ ? r t i I " i c z t e s  

S u v i ~ ~ s  c e r t i f i c a t e  i s  t h e  n r i t t z n  bank w a r r a t  on deposi-  
. . - u ing  $he noney ?roving t h e  d e p o s i t o r ' s  r i g h t  t o  r e c e i v e  h i s  de- 
p o s i t  and i n t e r e s t  on it ugon t e r n i n a t i o n  of a  f i x e d  pe r iod  of 
t i n e .  

. . .  Savings c e r t i f i c a t e s  may be the  t i n e  (a t  c e r t a i n  i n t s r e s t  
Tor a  c e r t a i n  p e r i o d  of t i n e )  o r  denand, r e g i s t s r e d  a d  3 e a r e r  
ones . 

E e s i s t e r e d  c e r t i f i c a t e s  a r e  not  s u S j e c t  t o  c i r cu la . t i on  vihile 
t h e i r  s a l e  ( a l i e n a t i o n )  t o  o t h e r  persons i s  considered a s  i n v a l i d .  

Savings c e r t i f i c a t e s  should conta in  t h e  fo l lowing : name of 

s e c u r i t y  - "sav ings  c e r t i f i c a t e " ,  cane and l o c e t i o n  of t h e  b a k  
which i s s u e d  c e r t i f i c a t e ;  s e r i a l  number of c e r t i f i c a t e ,  d a t e  of 

i s s u e ,  m o u n t  of d e p o s i t ,  t h e  per iod  of d e p o s i t  a i thLnaVlal  ( l o r  
t ime c e r t i f i c a t e ) ,  nzne of c e r t i f i c s t e  h o l d e r  ( f o r  r e g i s t e r e d  
c e r t i f i c a t e ) ;  s i i n e t u r e  of bmk manager o r  mothe r  a u t h o r i z e d  
gerson ,  3znk stamp. 



A r t i c l e  19: Acquis i t ion  of savings  c e r t i f i c a t e s  

E n t e q r i s e s  and c i t i z e n s  a c q u i r e  t h e  c s r t i f i c z t z s  u s i n g  t h z  

N nortetary n e m s  s p e c i f i e d  i n  A r t i c l e  12 o f  t h i s  Lav]. 

A r t i c l e  20. Payment of sav ings  c e r t i f i c a t e  incone 

S a v i a s s  c e r t i f i c a t e  iocone i s  ?a id  whea such c 2 r t i f i c a t e s  

Ere g iven  t o  t h e  b w k  xhich  i s s u e d  them. 
If a c e r t i f i c a t e  ho lde r  deiiads t o  g e t  back t h e  degmsitad 

money p u r s u a n t . t o  t h e  t i n e  c e r t i f i c a t e  before t h e  d a t e  f i x e d  i n  
i t ,  sucn a holds? i s  pa id  a  lor!e,- i n t e r e s t  $:]hare l e v e l  i s  d e i ' i n ~ d  

on ag reed  t e z z s  shsn rnzking t h e  de?os i t .  

Chap-ctr 6. d i l l s  

A r t i c l e  21. Basic f e a t u r e s  of j i l ls  

3i l l  i s  a type of s e c u r i t i e s  c z r t i f y i ~ g  th?  conditional 

a ~ n e t a r y  l i a b i l i t y  of b i l l  g i v e r  t o  pay z cz r5s in  san of none2- 

t o  S i l l  ho lde r  i n  a f i x e d  psr-iod of ti:za. 
Exchan;e and o ~ d i n a r y  b i l l s  a r e  i s sued .  

Ordinsry  b i l l  s p e c i f i e s  t h e  follo7:ing: --. 
a) naue - " j i 1 1 " ;  

5) s i a 2 l e  and uncondicio3al  l i z S L l i t 7  t o  p ~ y  t b e  l i x e d  2 1 2 s ~ ~ ~  

o f  nor.ey; 
c )  payi~ent  te rs l ;  

d )  p l ace  a t  tvi1i.cn payaent i s  t o  b s  made; 

e )  nzxe of the psrson  o r  h i s  a s a n t  t o  ahoa t h e  payaent shoxld 
3s made ; 

f )  d a t e  a d  p lace  of t h e  b i l l  d?aning up ;  , 

. . g ) S i l l  g i v a r l  s s i g n a t u r e .  

I n  a d d i t i o n  t o  t h e  d a t a  s g e c i f i e d  i n  ?a~a=rag t l s  "a" f c  " " - 
11  -11 of t h i s  2 - r t i c l e ,  t h e  exchange b i l l  a l s o  c o r ~ t a i n s :  

- sifnjle k~ii a n c o n d i t i o n a l  proyosal  t o  pay a  c e r t a i n  sun of 

poney ; 
- name or" tlie p r s o n  who snould pay ( p y s r ) .  

'ihe docu~nent ~;r i thout  :my or" t h e  p a r t i c d l a r s  s p e c i z i e d  i n  

p a ~ t s  t h r e e  a d  f o u r  of t h i s  A r t i c l e ,  concerning o rd ina ry  a d  
I 

ex-cha_n_ge b i l l s ,  has  no l e g a l  f o r c e  of such S i l l s  exc luding  t h e  

f o l 1 0 ~ 1 i n g  cases :  . 



a )  t h e  b i l l  n o t  i n d i c a t i n g  the  payment t e r n  i s  considered 
a s  t h e  one t o  be p a i d  on p e s e n t a t i o n ;  

b )  i f  n o t  s p e c i a l l y  de f ined ,  t h e  p l ace  s 2 e c i f i e d  n e x t  t o  
t h e  name of payer  ( t h e  p lace  of b i l l  drawing up - f o r  o r d i n a ~ y  

k i l l )  i s  regzrded  as t h e  p lace  of p a p i e a t  and, a t  t h e  szne t i n e ,  
t h e  p lace  of 2 a y e r f s  r e s idence  ( 5 i l l  g i v e r  - f o r  ord inary  b i l l ) ;  

c )  t h e  S i l l  n o t  spec i fy ing  the  ? l ace  of i t s  Lrav/ing up i s  
cons idered  2s hzvin; been s igned  a t  t h e  p l ace  i n e i c a t e d  nex t  t o  
. . ~ 2 e  r i v e r '  2 nane. 

3- 

,%oceciure of b i l l s  i s s u e  and c i r c u l a t i o n  i s  f i x e d  by t h e  
C z j i n e t  of L i i n i s t e r s  of t h e  Ukrainian SSR. 

Chepeer 7. R e g i s t r a t i o n  ad c i r c u l a . t i o n  02 s s c u r i t i e s  

l - ~ c i c l e  22 ,  S e c u r i t i e s  i s s u e  r e g i s t r a t i o n  

7 .L ~ x i t t e ~  has h e  r i g h t  t o  i s zue  t h e  boads of e n t e r p r i s e s  z25 

s t o c k s  1 ~ 0 3  m e  ~ o ~ e n t  of ?e ; i s t ra t ion  of such i s s u e  by f i n a n c i a l  
c r p n s .  

,3--ovided t h e  bonds of e n t e r p r i s e s  and s t o c k s  s u b n i t t e d  f o r  
r .e , i s t rz t icn  a r e  2ro?osed f o r  o?en s a l e ,  t h a t  i s ,  in tended f o r  . 
- .  . c i sc r i ! ?u t ion  aaong l e g a l  e l t i t i e s  and c i t i z e n s  who carmot be 
s 2 s c i f i e d  bezorehu-d,  t h e  e n i t t e r  shouid  grovide  t h e  f i n a n c i a l  
o r g s r  v,;ith r ~ l e v ~ t  i n l o r z a t i o g  concerning t h e  i s s u e  of such 

s a c d r i $ i e s .  
,Proc;3Lue of i s s u e  of t h e  bonds of e n t e r 2 r i s e s  a d  s t o c k s ,  

a s  -;re11 as p r o v i s i o n  oz" t h e  s a i d  i n f o r n a t i o n  i s  f i x e d  by t h e  
C z j i n e t  of : .! inisters of t h e  Ukrainian SSR o r ,  on i t s  i n s t r u c -  
t i o n s ,  by t h e  L i in i s t ry  of Finances o f  t h e  U2zainian SSR. 

The s a i d  r e g i s t r a t i o n  s h a l l  be nade n o t  l a t e r  than  30 days 
sr'ron t n e  mo~nent-of making t h e  o f f i c i a l  r e q u e s t  wi th  a l l  necessa ry  
docunents enc losed .  

The f i n a n c i a l  o rgca  which r e g i s t e r s  s e c u r i t i e s  o r  in fo rna -  
t i o n  about t h e i r  i s s u e  s h a l l  chsck t h e  correspondsnce of t h e  
e :3 i t t e r1  s docirnents t o  t h e  law of t h e  Ukrainian SSR. 

X e j e c t i o ~  of r e g i s t r a t i o n  m3.y t ake  p lace  only given t h e  

v i o l a t i o n  of tile f i x e d  procedure. o r  noncorrespondence of t h e  
e c i t t e r  ' s documents t o  l e g a l  r equ i renen t s .  

If such r e g i s t r a t i o n  was n o t  made i n  t h e  f i x e d  pe r iod  of 

t i n e  o r  it v;zs r e j e c t e d  l o r  t h e  r sa sons  regar&ed by e m i t t e r  a s  



ungrounded, he nay apply  t o  c o u r t .  
The s a i d  r e g i s t r a t i o n  o r  information s h a l l  n o t  be cons idered  

a s  t h e  guerzntee  of va lue  of such s e c u r i t i e s .  
S e c u r i t i e s  i s s u e  r e g i s t e r  i s  kept  by t h e  hI inis t ry of r 'inznce 

. .of t h e  Ukrainian SSR. 

A r t i c l e  23. Information on t h e  i s s u e  of s tocks  and bozds 

of e n t e r p r i s e s  in tended f o r  open s a l e  

Inlorr?a.tion on t h e  i s s u e  cf  e n t e r p r i s e s  bonds and s t o c k s  ?or  
o?;n s a l e  s h s l l  be r e g i s t e r e d  and publisilzd i n  the  p e s s  org=s 
of t n e  S u 2 ~ e n e  Sov ie t  and Cabinet  of i i i n i s t e r s  or' t h e  U i i r a i n i z  
SS4 and o f f i c i a l  b u l l e t i n  of s t o c k  exchznge not  l a t e r  thzn 10 Z2;;s 

before  s u b s c r i p t i o n  f o r  t h e s e  s e c u r i t i e s .  
The  s a i d  bonds ad stocics a r e  p z r z i t t s d  l o r  d i s t r i b u t i o n  20% 

o e k o r  th&n 30 days & t e r  p u b l i s k i n s  t n e  rnnouncszient abcu t  t ; l e iz  

i s s u e .  
Skczld  any chmges  appeer  i n  t h e  s c i d  i n f o r u s t i o n ,    he e z i ~ -  

t e r  of s e i 2  scocks and bond s h a l l  nake t h e s e  changes p u b l i c  r i c h i n  

zile paziod o f  jO days l r o n  t h e  day of publ i sh in5  such i n f o r a z z i ~ n .  
I n  czse  of f i n d i n g  any u n r e l i a b l e  d a t a  i n  the  s=ii -_ d  i ~ f  orc~a-  

i -.- . bion, crle r e 7 i a t e r i n g  o f i n a n c i a l  orgzn has  t3.2 r i g h t  t o  s u s p n d  
t11e d i ~ t r i . ~ d Z i o n  of e s t e r p r i s t s  bonds and s tocks  u n t i l  t h e  eziiz- 
tsr of t h s s e  s e c u r i t i e s  c o r r e c t s  h i s  i n f ~ r ~ l e t i o n .  

A r t i c l e  24. Regular i n f o r m t i o n  about e z i t t e r  

a t  l e a s t  ozce a y e a r ,  e i a i t t e r  s h a l l  i u l o r n  t h e  pub l i c  a5cz-L 
h i s  econoaic -5 Tinancia1  s t a t e  of a 2 f a i r s  znd t h e  r e s u l t s  of 
k i s  a c t i v i t y  (he re inaTte r  c a l l e d  ' ' m a u a l  r epor t "  ). 

h n u a l  r e p o r t  should be publ i shed  by Aril I of t h e  y e a r  
Zollo*:~ing th; yea r  of account  m d  send t o  holders  of r e g i s t e r e d  
s t o c k s  and r e g i s t r a t i n g  f i n r n c i a l  organ. 

a )  econo;~ic  r e s u l t s  f o r  t h e  r e v i o u s  yzar; 
5 )  ciata on l i n a n c i a l  p o s i t i o n  a t $ e s t s d  bg a u d i t o r ,  a l s o  t h e  

b a l m c z s  Tor t h e  p rev ious  y e a r  s u 5 i t o r t s  r e s o r t ;  

c )  d a t a  on a d d i t i o n a l l y  i s s u e d  s e c u r i t i e s ;  
d )  jus t i l i o a t i o n  of c'na:l~es i n  emitter' s s t a f  2 .  



X ~ t i c l e  25. S p e c i a l  irZornation about  e n i t t e r  

- ~ r n i t t e r  s h a l l ,  w i t h i n  two d rys ,  n o t i f y  t h e  f i n z n c i a l  prgan 
end s tock  e x c h a g e ,  a l s o  pub l i sh  i n  t h e  s t o c k  newspaper t h e  ir- 
f o r n a t i o n  &bout a l l  chsnges which occurred  i n  h i s  bus iness  a c t i -  
v i t i e s  zqd a f f e c t  t h e  c o s t  of s e c u r i t i e s  o r  r e l a t e d  income, nzzeiy: 

a )  ctau$es i n  r i g h t s  t o  s e c a r i t i e s ;  
b )  s t a f f  chz i~ges ;  
c )  a r r e s t  or' e m i t t e r ' s  bu;: a ~ c o u n t s ;  
d )  a c t i o z s  being taken  t o  in?rove t h e  e n i t t e r l s  f i n z n c i a l  

2cisiCion ; 

e )  r e o r g z n i z a t i o n ,  suspension o r  t e rmina t ion  of t h e  e n i t -  
t e r c s  a c t i v i t i e s ;  

f) d e s t r u c t i o n  of a t  l e a s t  ? G  5 of e a i t t e r t s  p rope r ty  caused 
Sy f o r c e  z'jeure; 

g )  brFn;izg a s u i t  a g a i n s t  t h e  e m i t t e r  i n  t h e  aaount exced- 
I ng  10 5 of the  s t z t u t o r y  f m d  o r  t h e  t o t a l  c o s t  of  f i x e d  and 
c u r r e n t  a s s z t s ;  

h )  r e c e i v i a g  t h e  c r e d i t  o r  e x i s s i o n  of s e c u r i t i e s  exceedins  
50 5 of the  s t a t u t o r y  fund  o r  t h e  t o t a l  c o s t  of f i x e d  and c u r r s n t  
e s s e t s .  

lric case of p u b l i s h i n g  u n r e l i s b l z  ( f a l s e )  da ta  about himself  
... ;, .. . ,,;,ien nay a z r e c t  t h e  c o s t  of s z z u r i t i z s  o r  r e l a t e d  incose ,  t h e  
e n i t s s r  s h a l l  c o r r e c t  such da ta  z i t h i n  t h e  s s a c e  of t a o  days. 

; s r t i c l e  26. A c t i v i t y  on i s s u e  tcrld c i r c u l a t i o n  of s e c u r i t i e s  

This  Lax s p e c i f i e s  t h a t  t h e  z c t i v i t y  on i s s u e  and c i r c u l a -  
t i o n  of s e c u r i t i e s  i s  t h e  r e l e v a t  i n t e rmed ia ry  a c t i v i t y  conduc- 

' . 
t e d  oy bdnks 2nd jo in t - s tock  c o ~ ~ p a i e s  whose s t a t u t o r y  f u n d  h a s  
bzen s z t  ug e:<clusively from r e g i s t e r e d  s t o c k s  2nd o t h e r  compa- 
r i ies  ( n e r e i ~ . e t e r  c a l l e d  " s e l l e r s  of s e c u r i t i e s " )  f o r  whoa opera- 
c i o n s  with s e c u r i t i e s  i s  t h e i r  a a i n  a c t i v i t y .  

1 

S e l l e r s  say execute  t h e  fo l lowing o p e r a t i o n s  on i s s u e  and 
c i r c u l a t i o n  of s e c u r i t i e s :  

a )  i s s u e  of s e c u r i t i e s ;  

b)  coi-cnission a c t i v i t y  r e l a t e d  t o  s e c u r i t i e s ;  

c )  comuercial  a c t i v i t y  r e l a t e d  t o  s e c u r i t i e s .  I 
.I 

The s e c u r i t i e s  i s s u e  a c t i v i t y  i m ? l i e s  t h e  f u l f i l l m e n t ,  on 



t h e  i n s t r u c t i o n s ,  on behslf  a ~ l d  a t  t h e  expense of e m i t t e r ,  of 
t h e  d u t i e s  by t h e  s e l l e r  connected wi th  subsc r ip t ion  f o r  s e c u r i -  

t i e s  o r  t h z i r  r e a l i z a t i o n  i n  another  m a n e r .  I n  doing s o ,  t h e  
s e l l e r ,  g iven  the  e m i t t e r ' s  consent ,  zay  underteke t o  r edees  t h e  
u r e a l i z a d  e n i t t e r ' s  s e c u r i t i e s  i n  t h e  event  of t h e i r  incomplete 

C i s t r i k u t i o n .  
The co?.xission a c b i v i t y  i s  t h e  sale-purchase of s e c u r i t i e s  

- .  
~ " l n ~  e99ected 5y the s e c u r i t i e s  s e l l e r  on h i s  o m  behal f ,  on 
. . .ccie i n s t r u c t i o n s  and a t  t h e  espense of ano the r  person. 

~ : q  1'-, a coz:?issio_rl a c t i v i t y  i s  a l s o  t h e  s a l e - ~ ~ r c h a s e  03 s e x -  
r i c i e s  'using ez fec ted  by the  s s c u r i t i e s  s e l l e r  on h i s  o-:/n behzl f  
~ - ~ d  e t  h i s  o;;.n e:;pense. 

A r t i c l e  27. Pern i s s ion  t o  coxkdct t h e  u c t i v i t y  coz-aected 
t o  s e c u r i t i e s  

?he a c t i v i t r  concerning the i s s u e  a d  c i ~ . c a l a t i o n  of seeu- 
r i t i e s ,  es t h e  exc lus ive  a c t i v i t y ,  nay be conducted given t h e  
2erraission provided by t h e  i i i n i s t r y  of Finance of t h e  Ulaa in lan  
SSZ. ,The l i s t  of docunents cecessa ry  f o r  g e t t i n s  t h e  s a i d  pz r -  

z i s z i o n ,  a s  .;!ell as the ' s cope  of i-n,r"orrnztion t o  be provided cy 
*' uze s a c u r i t i e s  s e l l e r  during the term of v a l i d i t y  of t h e  s a i d  
e r n i s a i o o  a r e  d2f ined  by the  Zlinistry of r ' i n z -  .,e of t h e  U i c r a i -  

n i a n  SSIi.  . . 
,TI  he p r n i s s i o n  f o r  c o n C ~ c t i n g  a l l  o r  c e r t z i n  types  (exclu-  

. . c l n g  t h e  cozizission) of a c t i v i t y  c o m e c t u d  n i t h  s e c u r i t i e s  nay 
be given t o  che s e l l e r s  nho have t h e  s t z t u c o r y  Zucd n o t  l e s s  ti122 
5 n l n .  r o u s l e s ,  *c!hile t h a t  f o r  coiaaission a c t i v i $ y  - a t  l e s s t  
1 n ln .  roub les .  

. I .  i::len conducting t h e  exc lus ive  a c t i v i t y  on i s s u e  and c i r cu -  
l a t i o a  of s e c u r i t i e s ;  it i s  pe rmi t t ed  t o  c a r r y  out  c e r t a i n  k i z d s  
of a c t i v i t y  r e l a t e d  t o  s e c u r i t i e s  c i r c u l a t i o n ,  ia t h e  f irst  
p l a c e ,  g i v i n g  c o n s u l t a t i o n s  t o  h o l d e r s  of s e c u r i t i e s .  

A r t i c l e  28. Corlditions under  rvhich it i s  p roh ib i t ed  t o  
concluct t h e  a c t i v i t y  r e l a t e d  t o  s e c u r i t i e s  

i s s u e  and c i r c u l a t i o n  

The p r e i s s i o n  f o r  conducting m y  t y2e  of a c t i v i t y  r e l a t e d  
.I 

t o  s e c u r i t i e s  i s s u e  and c i r c u l a t i o n  i s  n o t  given t o  t h e s e s u r i -  
t i e s  s e l l e z  viho d i r e c t l y  o r  i n d i r e c t l y  possesses  the  proper ty  



of another  s e l l e r  whose c o s t  exceeds 10 % of s t a t u t o r y  fund ,  a d  
d i r e c t l y  - n o t  over 5 % of s t a t u t o r y  fund  of t h a t  . another  s e l l e r .  

The s e l l e r  of s e c u r i t i e s  who has  t h e  permission f o r  t h e  
s a i d  a c t i v i t y  s h a l l  n o t  d i r z c t l y  o r  i n d i r e c t l y  possess  t h e  
another  s e l l e r ' s  proper ty  whose c o s t  i s  above 10 % of t h e  l a t -  
t e r ' s  s t z t u t o r y  fund,  and i n d i r e c t l y  - n o t  over  5 % of t h e  

l a t t e r ' s  s t a  tutorjr f u d .  
I9 t h e  share  of l e g a l  e n c i t y  hzving no permission f o r  a c t i -  

v i t y  r s lac .=d  t o  s s c u r i t i e s  c i r c u l e t i o n  o r  t h a t  of a c i t i z e n  i n  
s-q aaG,utory +- f u n d  of s e v e r a l  s e c u r i t i e s  s e l l e r s  exceeds 5 ;% c o n c 2 ~ a -  

i n g  each s e l l s r l s  p a r t  of Iaqd, such s e l l e r s  c . a n o t  c a r r y  on t k e  
:rase of s e c ~ r i t i s s  be ta t en  each o t k e r .  

The s e c u r i t i e s  s e l l e r  has  no s i g h t  t o  conduct t h e  t r a d e  o f :  
2) s e c u r i t i e s  of h i s  own i s s u e ;  
b )  sSocks of t h e  e m i t t e r  i n  whose pToa t r ty  t h e  s e l l e r ' s  

sh=e ( d i r e c t  o r  i n e i r e c t )  i s  zbove 5 % of s t s t u t o r y  fund.  
Pc?rsuan% t o  t h i s  A r t i c l e ,  d i r e c t  possess ion  of p rope r ty  i s  

t 5 e  possess ion  of a  ? a r t  o f  s t a t u t o r y  l a n d  of  s a y  jo in t - s tock  
c o n a n y ,  while i n d i r e c t  possession i s  t h e  possession of a p a r t  c? 

s t ~ t u t o r y  Ti=-5 of suc,h cornsay :.:lilich i s  a  p a r t i c i p a n t  i n  a n c t h ?  

h ~ : i c l e  29. - = s r e ~ a e n t s  on s e c u r i t i e s  
.. . , rinen c h r ~ g e d  a i t h  the s a l e  o r  purchase of s e c u r i t i e s ,  t h e  

s e l l e r  s h a l l  provide t i le  person a t  whose e:*:pense he a c t s  t h e  
i q f o r n a t i o n  on t h e  r a t e  of s e c u r i t i e s .  & - 

The s e l l e r  a l s o  should inTorn t h e  s t o c k  exshenge about  a l l  
ag reecen t s  on s e c u r i t i e s  concluded by him i n  t e r n s  m d  o r d e r s  
pursuarlt t o  :he s t o c k  exchange r u l e s .  

3ook-keepix~ procedtlre r e l a t e d  t o  purchsse agd s a l e  of sscu- 

ri t iss i s  f i x e d  by t:iz t i in i s ' t ry  of 3 ' F n ~ ~ c e  of the  U::raiai= SSR. 

A r t i c l e  3 0 ,  L i q u i & i t y  r e q u i r 2 a t n t s  t o  s z c u r l t y  s e , l l e r s  

The c o s t  of zg reeaen t s  concluded betxeen s e c u r i t i e s  s e l l e r s  
3x t  not  f u l f i l l e d  by a given nogent (open ? o s i t i o c s )  s h a l l  n o t  

exceed t h z  f i v e f o l d  s i z e  of the  s e l l e r ' s  s t a t u t o r y  fund. 
..., 
Ticen con5clcting t h e  a c t i v i t y  on s e c u r i t i e s  i s s u e  s imul t a -  .. 

neously w i t h  connerc ia l  o r  cona i s s ion  a c t i v i t i e s ,  t h e  c o s t  of 
a g ? ? s s e ~ t s  concluded between t h e  s e l l e r s  but  no t  f u l f i l l e d  by 2 



given  nosent  (open p o s i t i o n s )  s h a l l  n o t  exceed t h e  t e n f o l d  s i z e  

of t h e  s e l l e r ' s  s t a t u t o r y  fund.  
The s e l l i n g  o r  nominal p r i c e  of s e c u r i t i e s  possessed by t h e  

s e l l e r  engsged i n  t h e  i s s u e  of s e c u r i t i e s  o r  conniss ion  a c t i v i t ~ ,  
as  we l l  a s  t h e  va lue  of open p o s i t i o n s ,  t aken  t o g e t h e r ,  s h a l l  n c t  

exceed t h e  f i f t e e c f o l d  s i z e  of t h e  s s l l e r ' s  s t a t u t o r y  YWd. 

Sonpata t ion  should be based on the  h i g h e s t  s e l l i n g  o r  nominal 

? r i c e .  

-G-rticle 31. T&xation of s e c u r i t i e s  income 
. . S z c u r l t l e s  incone  ta:.:ation i s  con2ucted pursuant  t o  t h e  l a w  

02 che Likrainim SSR. 

C h q t e r .  8. Genera l  p rov i s ions  

a ~ t i c l e  3 2 .  Concept of s t o c k  exchange 

S Lock e:;ch,?ge i s  l e g a l l y  r e g i s t e r e d  2eraenent ly  Tuns t i o n i n s  
na?l:et.at ::~!lich t h e  t r a d e  of s e c u r i t i e s  i s  c a r r i e d  on. 

A r t  , c le  i jj. Lega l  s t a ~ s  of s tock  axchmge 

ston1 ,K 3::chan~e i s  a  jo in t -s tock  con?any s i i ich f o r a s  t h e  

dealand f o r  s s c u r i t i e s ,  p rono tes  tile f o r n a t i o n  of t h e i r  exchmge 
r .z te  and conducts  i t s  a c t i v i t y  pursuant t o  t h i s  Law, o t h e r  l z g s l  
a c t s  of t h e  UkrSSEi,. i t s  own stabUte.  m d  re2; r la t ions .  

S tock  exchange may be s e t  up by n o t  l e s s  thal 20 founders-  
s e l l z r s  of s s c u r i t i e s  who have permission f o r  conducting t h e  

conl:lercial and coramission a c t i v i t i e s  r e l a t e d  t o  s e c u r i t i e s  pro- 
v ided  t h e y ,  a l t o g e t h e r ,  d e p o s i t s d  at  l e a s t  50 n ln .  r o u b l e s  i n t o  
t h e  e :~ :c i l~ge  s t a t u t o r y  fund.  

S tock  eschange t u r n s  i n t o  a l e g a l  e n t i t y  from t h e  nonent of 
i t s  r e g i s e r a t i o n  by t h e  CaSicet  of i1inis-t;ers of t h e  Ukrainian SSR. 

A r t i c l e  j 4 .  S t o c k  excilanse s t a t u t e  and r e g u l a t i o n s  

.T  he s t o c k  eiichmge s t a t u t e  and r e g u l a t i o n s  e r e  f i x e d  and 

a2oroved by i t s  h i g h z s t  manasenent body. 



'The s tock  exchange s t a t u t e  s p e c i f i e s  t h e  follov;ing: 
a )  s t o c k  exchange name and l o c a t i o n ;  

b) name and l o c a t i o n  of the  fou.?ders; 
c )  s i z e  o l  s t a t u t o r y  f m d ;  
d )  t e r n s  snd  procedure of a b i t t a n c e  t o  s tock exchange 

n m b e r s h i g  and ex?ulsion from i t ;  
e )  r i g h t s  a d  Cut ie s  of s tock  exch&,n.ge n e a - ~ e r s ;  
f) s t r u c t u r e  of s tock  exchange; 

g )  cozpsteace of s tock  exchange man~genent  bodies a d  t h e i r  
coi~?$tence ; 

h )  t e r x s  2nd g r o c e u ~ r e  02 a t tendance  of s tock  exchznge; 

i )  e :~~lc ; : :?~x~t  or" s a z  Lions f i x e d  by s tock  exchanij.e ; 
j) procsdure of s tock  exchzilse d i s s o l u t i o n .  
7 Lhe s t a t u t e  nay conbain ocner p rov i s ions  concerning t h e  

s t o c k  excAzi>--.e es ta j lFs iy jent  2nd :;;ark. 
-0- 

C7 lile s t o c k  exchange r z g u l a t i o n s  concern t h e  f o l l o u i n g :  

a )  t y p s s  of agzez!nents c o x l u d e d  a t  s tock  exchange; 
b) ?r.oct2ure of t r a d e  a t  s tock  e x c h a q e ;  
c )  t z r 3 s  of s e c u r i t i e s  access  t o  s tock  e:cch::nzs; 
6 )  f o r a l t i o n  of p r i c e s ,  t h z i r  r e t e s  end pub l i ca t ion ;  

' e )  s u b s c r i p t i o n  f o r  s e c u r i t i e s  used a t  s tock  exchange ; 
f) l i s t  of s z c u r i t i e s  used a t  s tock  exchanse; 
g )  2uCies of stoc:: e:icilang$ nenSszs concerniag azcouat i?g 

:zqc i n f o r s a t i o n ,  ,;;ori: of s tock  .-A*.- ,-.chrin~e co:.?3issions ; 

h )  i ~ l f  ~ r z a t i o n  sup9ort  of s tock  e:cchzn;e ; 

i )  s e r v i c e s  rendered  5y s tock  exchenge; t h e i r  c o s t ;  
j )  s e t t l e a e n t s  a t  s tock  exchange; 
k) o t h e r  r e l e v a n t  ?roviaions.  

I 

A r t i c l e  j5. Use of "s tock  e:;ciiange" nene 

.The 11 hbock -A e:ic;izngel' ria:;;? o r  t h e  one coa ta in ing  t h e  lidords 

.".stock excil=get' nay 3e ussd i n  adv-srtisements o r  i t s  f i r m  narse 
only  by t h e  o rgan izz t ion  s e t  us gursuznt  t o  a r t i c l e  34 of t h i s  
Lavi . 

56 .  S p e c i a l  terms concernins zeriaination of s tock  
e:tchsng,.e a c t i v i t y  

i 

Tile a c t i v i S y  of s tock  exchmze  i s  t e r n i n a t e d  i f  t h e  nunbsr  

o? i t s  men-aers becoraes l e s s  thzq  10. If t h i s  i s  I C ,  t h z  a c t i v i t y  



i s  t e r n i n s t e d  provided t h e  new nernbers weze n o t  a d ~ l i t t e d  w i t h i n  
t h e  ~ c r i ~ d  of s i x  nonths.  

The s tock  exchange a c t i v i t y  i s  t z r a i n s t e d  pursuant  t o  t h e  
U-irrSSR l e g i s l a t i o n  on joint-s tock and o t h e r  bus iness  s o c i s t i e s .  

r i g h t s  or" i n v e s t o r s  

b r k i c l e  j 7 .  ;I--ulsent or" agreercent on purchase of s e c u r i t i e s  

c r  s u S s c r i 2 t i o n  f o r  than 

71. -!;e aer.<on *;::?o ~ u j - - -  =,,ibed f o r  s e c u r i t i e s  o r  bought t hzn  
2,r.isr r;o ? u 3 l i c z t i o a  of in2ori:latlon on ci:z?~es i n  j u s i n e s s  a c t i -  
v i t y  of t i le  e n i t t e r  & l e c t i n g  t h e  s e c u r i t i e s  c o s t  o r  iacone  r=zy 
;r:lilat;.?ally z x i u l  t h e  agreenent  v:ithin 15 dilys aI"ter publicatio-n, .  

In  case of amulmi.nt, t h e  e r s i t t e r ,  i r "  t h e  s a i d  person  de- 
rnanZs s o ,  s h a l l  com2ensste f o r  a l l  l o s s e s  and p o s s i b l e  daszges  
r e l z t e d  t o  su3sc r ip t ion  f o r  securities and purchase of then .  

111 t h e  ev-?nt or' non2ulf i l l roent  or" s u S s c r i n t i o n  ter~i ls ,  t h e  
e z i t c e r  s h a l l  r t t u z n  t o  s u b s c r i b e r s ,  if ti ley s i s h  s o ,  a l l  t h e  

coney ~ e e s i v e d  I r o n  tilea ad par  2 s n a l t y  f o r  t h e  e n t i r e  p s r i o S  
of 1;se?ing tiis noney. - - 

s.0 i '- + - ,L--u ,~r  s h s l l  i n d e m i f y  f o r  t h e  e s z q e s  c2used by i ~ r l z ~ -  
. . l l e s l e  i n f  o~i i iz t ion aSout  s 3 c n r i t i s s .  

C:la;tcr ?C. S t z t e  c o n t r o l  over  t h e  Fzsxe aqd c i r c u l a t i o n  
of s e c u r i t i e s  

A r t i c l e  3s.  S t a t e  organs e x e r c i s i n g  t h e  c o n t r o l  over  
t h e  i s s u e  znd c i r c u l a t i o n  of s e c u r i t i e s  

The  c o n t r o l  over t h e  i s s u e  and c i r c u l a t i o n  of s e c u r i t i e s  i s  

e:<ercised by the  : .I inistry of F i n m c e  or  ̂ t h e  U:krainian SSR and 

l o c a l  i i n a n c i a l  3obies ,  
Tne Jk ru in ian  SSR biinisi;ry of Z in lace  appo in t s  i+s re?res;n- 

t z t i v e s  a t  s tock  exch~rtge.  They e x w c i s e  t n e  c o n t r o l  over  o j s e r -  

vzuce o l  t h e  s t ack  exchsnge s t z t u t e  and r e z u l a t i o n s  and have t h e  
ri&t t o  tiike p z r t  i n  t h e  11:ork of s t o c k  exchmge mznaseaznt 

bodies .  

A r t i c l e  j 9 . m  Sanc t ions  employed by f i n z r l c i a l  organs 

7, - ize f o l l o n i n g  s a n c t i o n s  may be used  by r" inmcia l  bod ies  



given  the  nonobservance of p rov i s ions  s p e c i f i e d  i n  t h e  permis- 
s i o n s  f o r  t h e  i s s u e  and c i r c u l a t i o n  of s e c u r i t i e s ,  als'o i n  t h e  
s tock  exchange s t a t u t e  and r e g u l a t i o n s :  

a )  make xarn ing  s ; 
b )  sus2end s u b s c r i p t i o n  f o r  s e c u r i t i e s  and t k i r  s a l e  f o r  

one y e a r ;  

s )  s ~ s ? . z : ~ d ,  l o r  a c e r t z i n  pe r iod  o f  t i n e ,  t h e  conclus ion  of 
asreements  on t h e  i s s u e  c i r c u l a t i o n  of s e c u r i t i e s ;  

d )  c m c s l  t h e  p e r n i s s i o n  f o r  s e c u r i t i e s  i s s u e  and c i r c u l s -  
t i o n  i n  cese of r e g e a t e d  s m c t i o n s  f i x e d  i n  i t e z s  a-c o f  t h i s  
. ; ~ t i c l e .  

en -ne  . iJlrrSSZ ?Ministry of Pfnance ziay susgen2 t h e  a c t i v i t y  of 

;cock ex-cnmge i n  case  i t  v i o l a c e s  tne  s t a t u t e  3116 des?;~n_d t o  22% 

it i n t o  c o a ~ l i a n c e  n i t h  the  s t a t u t e  z i d  r t , u l a t ions  of s t o c k  
?::C!i3212t3. 

Xrz ic l e  40. A p p a l s  a g a i n s t  t h e  a c t i o n s  o f  f i n x c i z l  or;z.ccs 

A 1 1  eo:n~:laints about  t h e  a c t i o n s  of f i n m c i a l  or*-s rela-t;.-.A 
50 t h e 2 i r  coat201 over  t h e  i s z u e  and c i r c ~ l a t i o n  of s e c u r i t i e s  n r e  
consiBzled cy a  h i r h z r  2 finsnci:i l  crgen.  

(T~A d e c i s i o n s  of f i n s ~ ~ c i z l  o resns  gag 5s agpszled i n  cour t  

c r  n r b i t r k t i c n .  

A r t i c l e  41. I n t e r n z t i o n a l  agrtzat3nts 

Provi2e2 zn i n t e r i l a t i o n a l  agrzanent  of t h e  3 k r a i n i m  33R 
f i x s  t h e  r u l e s  o t h e r  t h a n  those  s p e c i l i e d  i n  che g k r a i n i m  SS2 

1av1 on s e c u ~ . i t i e s  and s t o c k  exchange, t h e  r u l e s  or" such i n t e r n a -  
t i o c a l  z i s ~ z e z e n t  s h a l l  be app l i ed .  , 

,-! ' ,~lair.zan o f  t h e  Suprzrne S o v i e t  
of t h s  Ukra in ian  553 
L 1  m e  c i t y  of Xiev 



R E S O L U T I O N  

SOVIET 

On enactment of t h e  Law of t h e  U b a i n i a n  SSR 
"On s e c u r i t i e s  and s tock  exchange" 

SSR 

Z'hs Su?reae S o v i e t  of t h e  Vkrainizn Sovie t  S o c i a l i s t  

B.c;ublic r e  s o  1 v e  s : 

1. To enzct  t h e  La,v of t h e  Vlirainian SS8 "On s e c u r i t i e s  232 
s t o c k  excnznge" l r o s  J a m a r y  I ,  1932. 

2.  To 2-xnoTmce t h a t  Srom J m u a r y  1, 1992 the  i s s u e  of 

s t o c k s  belonging t o  work c o l l e c t i v e s ,  e n t e r p r i s e s  and organiza-  

t i o n s  i s  t?rir , inated. A l l  s t o c k s  belonying t o  xork c o l l e c t i v e s ,  

o r g a n i z a t i ~ n s  and e n t e r p i s e s  e a i t t e d  p r i o r  t o  3n2ctrnznt of t h i s  

L a i 7  ray  c i r c u l a t e  r"6r S ive  j e a r s  s t a r t i n g  f r o a  J a m a r y  I ,  1992 
a 

pursum'; $0 the  t e r n s  of t h e i r  i s s u e .  

3eI"ore the  end of  t h e  s e i d  ?triad, th-3 c ~ t z r p r i s e s  or:,-a- 
n i c s t i o n s  ;::nich i s s u e d  such s tocks  s h a l l  buy  the^ o r  r e 2 l s c e  t h e n  

n i t h  ot i ler  sscur.i.i;ies s p e c i f i e d  by t h i s  -11. 

-C 

3 .  ?ne Cabinet of :#I in is t? rs  of t h e  tJ:rrzinizn SSR s h a l l :  

- 3y Oczober 1 , l q g l  f i x  t h e  procedure of r . ? * i s t r a t i o n  of 

s e c ; ~ r i c i e s  i s s u e  snd t hs  i n f o r ; z a ~ i o n  concerning s s c a r i t i e s ,  a s  

l::ell ss  t h e  proc,=Cdre of i s s u e  2nd c i r c u l a t i c n  of b i l l s ;  
- tal.:.;e a l l  C L L ~  measures f o r  adequate i s s u e  of s e c u r i t i e s  i n  

t h e  Fiepublic ; 

- organize  t h e  t r s i n i r , g  of  s g e c i a l i s t s ,  both i n  t h e  I'FJ)ublic 

2nd abroad ,  t o  i~orlc st stocic e:cchxrlge and wi th  s e c u r i t i e s .  

Chairman of t h e  Superne Sov ie t  
of t h e  Ukzainisn SSR 
the c i t y  of Kiev 

June 13, 1991 
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b y  t h e  DECREE 
of  A p r i l  29, 1994 No. 277 
Kiev  

Concept  f o r  F u n c t i o n i n g  and  Development of S e c u r i t i e s  
Market  i n  Ukra ine  

1. G E N E R A L  P R O V I S I O N S  

The marke t  o f  s e c u r i t i e s  is ' a  m u l t i f u n c t i o n a l  s y s t e m ,  
which f a c i l i t a t e s  a c c u m u l a t i o n  of c a p i t a l s  f o r  i n v e s t m e n t  
i n t o  i n d u s t r i a l  and s o c i a l  s e c t o r s ,  r e s t r u c t u r i n g  of  t h e -  
economy, p o s i t i v e  dynamics  of  t h e  s o c i a l  s t r u c t u r e  of  t h e  
s o c i e t y ,  i n c r e a s e  of c i t i z e n s '  w e l l - b e i n g  by way of 
owner sh ip  and . f r e e  d i s p o s a l  of  s e c u r i t i e s ,  a c c e p t a n c e  of  
marke t  r e l a t i o n s  by t h e  p o p u l a t i o n .  . 

I? U k r a i n e ,  t h e  s e c u r i t i e s  marke t  is  a t  t h e  f o r m a t i o n  
s t a g e .  The U k r a i n i a n  S t o c k  Exchange (USE) and i ts C e n t r a l  
S e c u r i t i e s .  D e p o s i t o r y ,  t h e  e l e c t r o n i c  ( p a p e r l e s s )  
c i r c u l a t i o n  s y s t e m ,  t h e  ne twork  of b r a n c h e s  and b r o k e r  
o f f i c e s  a l l o v e r  t h e  c o u n t r y ,  h a s  been i n  e x i s t e n c e  f o r  o v e r  
two y e a r s .  The number o f  f i n a n c i a l  i n t e r m e d i a r y  p a r t i e s  
o u t s i d e  t h e  Exchange grows; .  a s  w e l l  a s  t h e  number of  i s s u i n g '  
e n t i t i e s  which  r e g i s t e r e d  i s s u e  of  t h e i r  s e c u r ' i t i e s  a t  t h e  
M i n i s t r y  of  F i n a n c e ,  and  t h e  t o t a l  volume of  t h e i r  i s s u e .  

A t  t h e  same t i m e ,  f u r t h e r  deve lopment  bf  t h e  n a t i o n a l  
s e c u r i t i e s  marke t  is . r e s t r i c t e d  by a number ' o f  o b j e c t i v e  and 

, s u b j e c t i v e  f a c t o r s , '  i n  p a r t ,  by t h e  c r i s i s  c o n d i t i o n s  i n  t h e  . 
economy, b y  d i s c r e p a n c i e s  be tween t h e  e x i s t i n g  l e g i s l a t i v e  
b a s i s  and t h e  r e a l i t i e s  o f j s o c i a l  l i f e ,  t h e  i n a d e q u a t e  s t a t e  
r e g u l a t i o n  o f  - t h e  m a r k e t ,  p s y c h o l o g i c a l  u n p r e p a r e d n e s s  of  
t h e  p o p u l a t i o n  f p r  o p e r a t i o n s  w,ith s e c u r i t i e s .  e t c .  

Ukra ine  w i l l  b e  u n a b l e  t o  overcome t h e  economic c r i s i s  
.wi thout  c r e a t i o n ' o f  t h e  d e v e l o p e d  s e c u r i t i e s  marke t .  To t h a t  
end; a .number  o f  u r g e n t  m e a s u r e s  are neces s ' a ry  t o  b e ' t a k e n ,  
which w i l l  b e  aimed a t  a c c e l e r a t i n g  t h e  p r i v a t i z a t i o n  
p r o c e s s e s ,  i s s u i n g  t h e '  s t a t e  s e c u r i t i e s ,  ' amending  t h e  

- e f f e c t i v e  i e g i . s l a t i o n  w i t h  r e s p e c t i v e  a c t s ,  e s t a b l i s h i n g  t h e  
s t a t e  b o d i e s  f o r  management and  s u p e r v i s i o n  o v e r  f u n c t i o n i n g  
o f  t h e  . s e c u r i t i e s  m a r k e t .  . . . . 

I 

2 .  ~ e q u i r e m e n t s  o f  Modern I n t e r n a t i o n a l  S t a n d a r d s  
The i n t e r n a t i o n a l  p r a c t i c e  p r o v e s  it t h a t  t h e  s e c u r i t i e s  

marke t  u n a v o i d a b l y  e v o l v e s  f rom c h a o t i c  and f r a g m e n t a r y  
. s t a g e  t o  u n i f o r m i t y ,  c e n t r a l i z a t i o n ,  and s t a t e  r e g u l a t i o n .  

T h i s  is - c h a r a c t e r i s t i c  f o r  t h e  e n t i r e  sys t em of  marke t  
r e l a t i o n s  - b o t h  w i t h i n  one  c o u n t r y  and i n  i n t e r n a t i o n a l  
f i n a n c i a l  and economic r e l a t i o n s .  . 

The p r i n c i p a l  f e a t u r e s  and  p r i n c i p l e s  of  f u n c t i o n i n g  of  
s u c h  p a r k e t  - a r e  i ts  $ u n i f o r m i t y ,  c e n t r a l i z a t i o n ,  
t r a n s p a r e n c y ,  u t , i l i z a t i o n  of  e l e c t r o n i c  s y s t e m s  o f  
s e c u r i t i e s  c i r c u l a t i o n .  - 

The m a j o r i t y  of  c o u n t r i e s  implement t h e s e  p r i n c i p l e s  i n  
a c c o r d a n c e  w i t h  recommendat ions  o f  t h e  "Group of T h i r t y "  - 
an i n t e r n a t i o n a l  o r g a n i z a . t i o n  o f  i ndependen t  e x p e r t s ,  which 
d e v e l o p s  s t a n d a r d s  f o r e f i n a n c i a l  m a r k e t s .  

The model f o r  t h e  s e c u r i t i e s  marke t  o r g a n i z a t i o n ,  
a c c o r d i n g  t o  t h e  "Group o f  T h i r t y "  recommendat ions,  
e n v i s a g e s  t h e  f o l l o w i n g  

- b r o a d - s c a l e  u t i l i z a t i o n  o f  s t a n d a r d  c o d e s  (ISIN c o d e s )  
f o r  s a l e s  and  d e l i v e r i e s  of  s e c u r i t i e s ;  

- s t r i c t  c o m p l i a n c e  w i t h  t h e  l i s t i n g  r e q u i r e m e n t s  
( a d m i s s i o n  of  s e c u r i t i e s  f o r  q u o t a t i o n ) ;  

- openness  of  i n f o r m a t i o n  a b o u t  companies  whose s e c u r i t i e s  



a r e  q u o t e d  a t  t h e  s t o c k  exchange;  t h e s e  companies  a r e  
o b l i g a t e d  t o  p r o v i d e  s u c h  i n f o r m a t i o n ;  

- d e t e r m i n i n g  and p u b l i c a t i o n  of d a t a  on t h e  s e c u r i t i e s  
r a t e s ,  a b i d i n g  by t h e  p r i n c i p l e  of p a r i t y  of i n v e s t o r s ;  

- p r e v e n t i n g  emergence of unorgan ized  p a r a l l e l  m a r k e t s  
unde rmin ing  l i q u i d i t y  o f  t h e  c e n t r a l i z e d  market ;  

- r e l i a b i l i t y  of t h e  s t o c k  exchange marke t ,  t h rough  t i m e l y  
and s a f e  d e l i v e r y  of s e c u r i t i e s ,  and moneta'ry payments  f o r  
them, v i a  t h e  sys t em which is a c t i v e  a t  t h e  moment t h a t  t h e  
ag reemen t  is conc luded .  , 

With t h e  view of  u n d i s p u t a b l e  advan tages  of  t h e  
c e n t r a l i z e d  marke t  and  t h e  p o s s i b i l i t i e s  i t  p r o v i d e s  t o  
n a t i o n a l  banks  f o r  e n t e r i n g  t h e  i n t e r n a t i o n a l  f i n a n c i a l  
s y s t e m ,  i t  is t h i s  s y s t e m  t h a t  E a s t  European and B a l t i c  
c o u n t r i e s ,  China  and Vietnam s e l e c t e d .  

: 
3. The B a s i s  f o r  t h e  S e c u r i t i e s  Market Fo rma t ion  i n  

Ukraine - . -  - -. . . .. 

U k r a i n e  h a s  a u n i q u e  o p p o r t u n i t y  ' t o  a v o i d  , t h e  
t r i a l - a n d - e r r o r  way which o t h e r  c o u n t r i e s  had t o  c o v e r  i n  
t h e i r  deve lopment ,  and t o  s t a r t  b u i l d i n g  i t s . - s e c u r i t i e s  
m a r k e t  immed ia t e ly ,  by  t h e a b e s t  European a n d . i n t e r n a t i o n a 1  

- inode l s .  ' F o r  t h i s ,  t h e  o r g a n i z a t i o n a l ,  m a t e r i a l ,  t e c h n i c a l  a 

and p r a c t i c a l  p r e r e q u i s i t e s  have been  c r e a t e d  - i n  t h e  
c o u n t r y .  . 

. . The U k r a i n i a n  s t o c k  ~ x c h a n g e  - a j o i n t - s t o c k  company 
which ,  t o g e t h e r  w i t h  i ts  a f f i l i a t e s  and b r o k e r  o f f i c e s  
assists l e g a l  e n t i t i e s  and p r i v a t e  i n d i v i d u a l s  i n  r e a l i z i n g  
t h e i r  r i g h t s  t o  buy and s e l l  s e c u r i t i e s  t h r o u g h o u t  t h e  
c o u n t r y ,  i s  o p e r a t i o n a l .  .The USE g r a d u a l l y  r e o r g a n ' i z e s  i t s  
s t r u c t u r e  and t h e  b a s i s  ' f o r  . a c t i v i t i e s ,  p a s s i n g  . f rom ' t h e  
p r . i r i c ip l e  of  a j o i n t - ' s t o c k  p a r t n e r s h i p  t q  t h a t  of  a f r e e  / 
a s s o c i a t i o n .  ' I n  ' f u t u r e ,  t h i s  w i l l  a l l o w  any company, 
e n t e r p r i s e ,  s e c u r i t i e s  t r a d e r ,  which/who s a t i s f y  c e r t a i n  
r e q u i r e m e n t s ;  t o  become member of t h e  Exchange. , 

Under t h e  Exchange, t h e . C e n t r a 1  S e c u r i t i e s  D e p o s i t o r y  was 
c r e a t e d , .  and a n  e l e c t r o n i c  c i r c u l a t i o n  sys t em,  i n  t h e  fo rm 
of  compu te r i zed  a c c o u n t  e n t r i e s ,  was i n t r o d u c e d .  T h i s  
p r o v i d e s  f o r  t h e i r . f u n c t i o n i n g  a s  t h e  n a t i o n a l  s e c u r i t i e s  
q u o t a t i o n  and ' c i r c u l a t i o n  system; a l l o w s  t o  r e n d e r  
a s s i s t a n c e  t d  t h e . s t a t e  e n t e r p r i s e s  unde rgo ing  i n c o r p o r a t i o n  
and p r i v a t i z a t i o n .  On t h e  p r i v a t i z a t i o n  s t a g e ,  l a r g e  
s , ta te-owned e n t e r p r i s e s  unde rgo ing  i n c o r p o r a t i o n  ( p a r t  of  
t h e i r  p r o p e r t y  r e m a i n i n g  i n  t h e  s t a t e  owner sh ip ) ,  make t h e  
i n i t i a l  p lacement  of t h e i r  s t o c k  th rough  t h e  USE. 

The . p r i n c i p a l  e l e m e n t s  of  t h e  c e n t r a l i z e d  s e c u r i t i e s  
c i r c u l a t i o n  sys t em w i l l  b e  

t h e  USE as t h e  s i n g l e  p l a c e  f o r  q u o t a t i o n  ( d e t e r m i n i n g  t h e  
r a t e r s )  of  s e c u r i t i e s ,  a c c e p t e d  f o r  c i r c u l a t i o n  and  
q u o t a t i o n  a t  t h e  exchange;  

- t h e  s i n g l e  C e n t r a l  S e c u r i t i e s  ~ e p o s i t o r y  under  t h e  USE, 
which e n s u r e s  c i r c u l a t i o n  of s e c u r i t i e s  i n  t h e  form of 
c o m p u t e r i z e d  accoun t  e n t r i e s ,  and o p e r a t e s  i n  t h e  framework 
o f , - t h e  un i fo rm s o f t w a r e  of  t h e  "Exchange - D e p o s i t o r y  - 
C l e a r i n g  Bank" sys t em;  

- t h e  s i n g l e  c l e a r i n g  bank,  which is c r e a t e d  on t h e  b a s i s  
of  t h e  "Ukra ina"  J o i n t - S t o c k  Bank i n  o r d e r  . t o  , e n s u r e  



s e t t l e m e n t s  by ag reemen t s  conc luded  f o r  p u r c h a s e  and  s a l e  o f  
s e c u r i t i e s ,  payment of  d i v i d e n d s  e t c .  ; 

- b r o k e r  o f f i c e s  ( b r o k e r s ) ,  b r o k e r  banks ,  which  a r e  
r e g i s t e r e d  w i t h  t h e  USE and a r e  p a r t n e r s  i n  t h e  C e n t r a l .  
D e p o s i t o r y  and t h e  C l e a r i n g  Bank; 

- ' b ank ,  i n v e s t m e n t  f u n d s  and companies ,  t r u s t  , 

p a r t n e r s h i p s ,  o t h e r  t r a d e r s  i n  s e c u r i t i e s  which a r e  n o t  t h e  
USE b r o k e r s ,  b u t  which became p a r t n e r s  i n  t h e  C e n t r a l  
D e p o s i t o r y  and t h e  C l e a r i n g  Bank; 

- i s s u i n g  e n t i t i e s ,  t h e  s e c u r i t i e s  of which a r e  a c c e p t e d  
f o r  c i r c u l a t i o n  and q u o t a t i o n  a t  t h e  USE, and which  a r e  
p a r t n e r s  i n  t h e  C e n t r a l  D e p o s i t o r y .  

The supreme Exchange Committee,  which e x e r c i s e s  c o n t r o  1 
o v e r ,  and r e g u l a t e s  t h e  a c t i v i t i e s  o f ,  a l l  t h e  e l e m e n t s  of 
t h e  c e n t r a l i z e d  s e c u r i t i e s  c i r c u l a t i o n ,  d e t e r m i n e s  t h e  
p r o c e d u r e s  and r u l e s  f o r  o p e r a t i o n s  w i t h  s e c u r i t i e s ,  and  
ag reemen t s  i n  c o n n e c t i o n  w i t h  s u c h  p a p e r s .  

Format ion  i n  Ukra ine  of  t h e  c e n t r a l i z e d  s t o c k  m a r k e t  w i l l  
b r i n g  a b o u t  a s i g n i f i c a n t  economic e f f e c t  and ,  a t  t h e  same 
t i m e ,  w i l l  i n h i b i t  deve lopmen t  of n e g a t i v e  p r o c e s s e s  i n  t h e  
economic, p o l i t i c a l ,  and s o c i a l  s p h e r e s .  The c e n t r a l i z e d  
s t o c k  marke t  is t h e  l e v e r  by which economic,  a s  w e l l  as  
p o l i t i c a l  and s o c i a l  r e l a t i o n s  a r e  r e g u l a t e d .  A s  r e g a r d s  
macroeconomics,  i t  a l l o w s  t h e  s t a t e  a u t h o r i t i e s  t o  r e c e i v e  
t h e  c u r r e n t  d a t a  a b o u t  t h e  g e n e r a l  marke t  b a l a n c e ,  and t o  
d i r e c t l y  c o n t r o l  i t s  s t a t u s ,  and  p r e v e n t  emergence o f  c r i s i s  
s i t u a t i o n s .  s t a b i l i t y  of  t h e  m a r k e t - e n h a n c e s  t r u s t  on p a r t  
o f  t he '  p o p u l a t i o n  toward  s e c u r i t i e s ,  f a c i l i t a t e s  a t t r a c t i o n  
of f o r e i g n  i n v e s t m e n t s ;  t h e  e x i s t e n c e  of  t h e  s i n g l e  
q u o t a t i o n  c e n t e r  c r e a t e s  c o n d i t i o n s  f o r  t h e  h e a l t h y  
c o m p e t i t i o n  between t r a d e r s ,  and p r e s e r v e s  g u a r a n t e e s  f o r  

, i n v e s t o r s  Bnd i s s u i h g  . e n t i t i e s .  
, . 

'4. S e c u r i t i e s  and o p e r a t i o n s  w i t h  .Them, . a t  t h e  S t o c k  
Exchange ! 

Only t h o s e  s e c u r i t i e s  s h a l l  b e  a d m i t t e d  f o r  
pu rchase -and- sa l e  o p e r a t i o n s  a t  t h e  s t o c k  exchange  and  t h e  
marke t  o u t s i d e ,  which a r e  d e t e r m i n e d  by t h e  e f f e c t i v e  
l e g i s l a t i o n .  .- I 

S e c u r i t i e s  quo ted  : a t  t h e  U k r a i n i a n  , S t o c k  .Exchange ,  a r e  
d i v i d e d  i q t o  t h r e e  g r o u p s .  

The f i r s t  g roup  encompasses  s e c u r i t i e s  i s s u e d  by e n t i t i e s  
w i t h  a h i g h  economic p o t e n t i a l ,  h i g h l y  e f f i c i e n t  and  
f i n a n c i a l l y  s t a b l e  compan ie s .  The i s s u i n g  e n t i t y  is  
r e s p o n s i b l e  f o r  t h e  economip and l e g a l  i n f o r m a t i o n  i t  
p r o v i d e s .  

The second g roup  encompasses  s e c u r i t i e s  i s s u e d  by e n t i t i e s  .. 
t h e  economic p o t e n t i a l  o f  which  is e s t i m a t e d '  as s u f f i c i e n t  
f o r  a d m i t t i n g  them t o  o f f i c i a l  q u o t a t i o n .  I n  t h a t  c a s e  t h e  
i s s u i n g  e n t i t y  may p r o v i d e  t h e  minimal  i n f o r m a t i o n ,  wh ich  
needs  t o  be  p rov ided  f o r  t h e  s t o c k  marke t .  

The second g r o u p  is composed o f  s e c u r i t i e s  w h i c h ! w e r e . n o t  
a d m i t t e d ,  o r  t h e i r  i s s u i n g  e n t i t i e s  d i d  n o t  r e q u e s t  a n y  
o f f i c i a l  q u o t a t i o n .  I n  t h i s  case. ,  t h e  USE is n o t  r e s p o n s i b l e  
f o r  v e r i t y  of i n f o r m a t i o n  a b o u t  s u c h  s e c u r i t i e s .  

T h i s  sys t em of  q u o t a t i o n  a l l o w s  t o  e n s u r e  a  c e r t a i n  s a f e t y  
l e v e l  f o r  i n v e s t o r s ,  t r a n s p a r e n c y  of  t h e  s e c u r i t i e s  m a r k e t ;  
t o  e f f e c t i v e l y  compare demand and o f f e r ,  t o  m a i n t a i n  
c l e a r i n g  p r o c e s s e s .  

P h y s i c a l  s e c u r i t i e s  ( p a p e r s ) ,  b o t h  i n s c r i b e d  and drawn f o r  
b e a r e r ,  as w e l l  a s  s e c u r i t i e s  i n  t h e  d e - m a t e r i a l i z e d  fo rm,  
drawn f o r , b e a r e r ,  a r e  a c c e p t e d  f o r  q u o t a t i o n  a t  t h e  USE and  
f o r  s t o r a g e  and a c c o u n t i n g  a t  t h e  C e n t r a l  D e p o s i t o r y .  The 
m a t e r i a l i z e d  form of t h e  s e c u r i t i e s  c i r c u l a t i o n  w i l l  b e  
p r e s e r v e d  f o r  t h e  t r a n s i t o r y  p e r i o d .  

The e l e c t r o n i c  s y s t e m  o f  s e c u r i t i e s  c i r c u l a t i o n  h a s  a - - 



number  o f  s i g n i f i c a n t  a d v a n t a g e s  t h e  f u l l  s a f e t y  o f  t h e i r  
s t o r a g e ,  r e d u c t i o n  o f  t h e  p e r i o d  f o r  s e t t l e m e n t ,  t h e  
p o s s i b i l i t y  f o r  i n t r o d u c t i o n  o f  s t a n d a r d  a c c o u n t i n g  r o u t i n e .  
I t  a l l o w s ,  w i t h o u t  i n c u r r i n g  e x t r a  m a t e r i a l  e x p e n d i t u r e s ,  t o  
c o n d u c t  a n y  o p e r a t i o n s  w i t h  s e c u r i t i e s  new i s s u e s ,  i n c r e a s e  
o f  t h e  s t o c k  n o m i n a l  v a l u e ,  c o m b i n a t i o n s  o f  s e c u r i t i e s  a t  
m e r g e r  o f  j o i n t - s t o c k  p a r t n e r ' s h i p s ,  t h e i r  . a s s i m i l a t i o n  e t c .  
The  p r i n c i p a l  f e a t u r e s  o f  t h e  s y s t e m  are r e l i a b i l i t y ,  low 
c o s t ,  r a p i d i t y  o f  i s s u i n g  and  c i r c u l a t i o n  of t h e  s e c u r i t i e s .  

The  f o r - b e a r e r  f o r m  o f  s e c u r i t i e s  s i m p l i f i e s  t h e i r  
a c c o u n t i n g ,  a n d  t h e  p r o c e d u r e  f o r  c o n c l u d i n g  a g r e e m e n t s .  A t  
a n y  moment t h e  i s s u i n g  e n t i t y ,  which  c h o s e  t h a t  f o r m ,  may 
r e c e i v e  f r o m  t h e  C e n t r a l  D e p o s i t o r y  t h e  c o m p l e t e  list o f  
h o l d e r s  o f  i ts  s e c u r i t i e s .  A t  t h e  same t i m e ,  i n s c r i b e d  s t o c k  
is q u o t e d ,  as is s t i p u l a t e d  by t h e  a p p l i c a b l e  law. 
Q u o t a t i o n  o f  s e c u r i t i e s  a t  t h e  USE is c o n d u c t e d  b y  way o f  
f i x i n g  t h e i r  r a t e  is d e t e r m i n e d  b y  c o m p a r i s o n  o f  demand a n d  
o f f e l ;  a t  a c e r t a i n  moment, and  r e m a i n s .  unchanged i n  t h e  
p e r i o d  b e t w e e n  t h e -  t e n d e r s .  I n  t h e ,  f u t u r e ,  c o n t i n u o u s  
q u o t a t i o n  o f  t h e  m o s t  a c t i v e  s e c u r i t i e s  may be i n t r o d u c e d .  

A g r e e m e n t s  a r e  c o n c l u d e d  a c c o r d i n g  t o  t h e  ' p r i n c i p l e  
" d e l i v e r y  a g a i n s t  p a y m e n t " ,  which  e n s u r e s  i n t e r a c t i o n  o f  t h e  
USE, th,e C e n t r a l  D e p o s i t o r y ,  and  t h e  C l e a r i n g  Bank. T h i s  

' p r i n c i p l e  e n s u r e s  t h e  h i g h e s t  s a f e t y  l e v e l ,  as -it e x c l u d e s  
s i t u a t i o n s  when . o n e  o f  t h e  p a r t i e s  t o  . t h e  , a g r e e m k n t  may 
r e t a i n  b o t h  t h e  s e c u r i t i e s ,  and  t h e  f u n d s  p a i d  ' f o r  them.  

. C o n s t a n t  c o n t r o l  o v e r  a c c o u n t i n g  b a l a n c e s  ( t h e  sum o f  
s e c u r i t i e s  . i s s u e d  equa1.s t h e  sum o f  s e c u r i t i e s  i n  t h e  
r e g i s t e r s ;  t h e  sum o f  s e c u r i t i e s  i n  e a c h  o f  t h e  r e g i s t e r s  a t  
t h e  C e n t r a l  D e p o s i t o r y  e q u a l s  t h e  sum of  s e c u r i t i e s  a t  
c l i e n t s '  a c c o u n t s )  a l l o w s  t o  e x c l u d e  " d o u b l e  a c c o u n t i n g " .  

The  e l e c t r o n i c  system o f  s e c u r i t i e s  c i r c u l a t i o n  a l l o w s  t o  
f o l l o w  e a c h  s t a g e  o f  movemknt o f  s e c u r i t i e s  and  f u n d s ,  f o r  

. e a c h  a g r e e m e n t ,  - - f r o m  barik o rder ' s  and  . 'agrekmen>s b e t w e e n  
m a r k e t  b r o k e r s ,  t o  s t a n d a r d i z e d  s e t t l e m e n t s .  A l l  t e n d e r s ' a r e  
he-Id on t h e  d a t e  o f  t e n d e r  - T, and  a g r e e m e n t s  a r e  c o m p l e t e d  
w i t h i n  t h e  T+4 t e m p o r a l  limits. I n  t h e  f u t u r e ,  t r a n s i t i o n  t o  
t h e  T+4 . t e m p o r a l ~ l i m i t s . w i l l  b e  made, which  c o r r e s p o n d s  . t o  . . _  
t h e  r e c o m m e n d a t i o n s  ' b y  t h e  "Group o f  T h i r t y " .  , - .  

. . 
, . .. . . .  - .  

I n  t h e  c o u r s e  o f  t h e . s t a t e  p r i v a t i z a t i o n  p rogram,  t h e ' U ~ ~  
* w i l l  g i v e  p r e f e r e n c e  f o r  a d m i s s i o n  f o r  t e n d e r s ,  a c c e p t a n c e  

f o r  . a c c o u n t i n g ,  s t o r a g e ,  and  f o r  o p e r a t i o n s  i n  . ' t h e  . 
d e - m a t e r i a l i z e d  f o r m  , a t  t h e  C e n t r a l  D e p o s i t o r y , '  t o  t h e  
p r i v a t i z a t i o n  p a p e r s  ( c e r - t i f i c a t e s ) ,  s t o c k  ' a n d  b o n d s  o f  
c o r p o r a t e  e n t e r p r i s e s  f o r  a s s e s s i n g  t h e  r e a l  v a l u e  o f  
p r o p e r t y  t o  b e  p r i v a t i z e d .  

T h e  i n t e r m e d i a r y  b e t w e e n  (he i s s u i n g  e n t i t y  and  t h e  
i n v e s t o r  a t  t h e  s t o c k  e x c h a n g e  m a r k e t  is a b r o k e r .  The  
b r o k e r  a c t s  as a c o n t r a c t o r  who/which e n s u r e s  e q u a l i t y  p f  
a l l  c l i e n t s ,  a n d  e q u a l  c o n d i t i o n s  . f o r  them.  .The b r o k e r  is  ' 

f u l l y  r e s p o n s i b l e  f o r  c o r r e c t  and t i m e l y  f u l f i l l m e n t  o f  
c l i e n t s '  o r d e r s  

. . 

5 .  S e c u r i t i e s  - ~ a r k e t  0 L t s i d e  t h e  Exchange 
A l o n g s i d e  t h e  c e n ' t r a l i z e d  s t o c k  e x c h a n g e  m a r k e t ,  t h e  

o u t s i d e  s e c u r i t i e s  m a r k e t  f u n c t i o n s  i n  U k r a i n e . -  I ts  
I .  i n f r a s t r u c t u r e  is  composed o f  i n v e s t m e n t  f u n d s ,  i n v e s t m e n t  

c o m p a n i e s ,  t r u s t  p a r t n e r s h i p s ,  h o l d i n g  c o m p a n i e s ,  i n s u r a n c e  
c o m p a n i e s ,  o t h e r  l e g a l  e n t i t i e s  which ,  i n  a c c o r d a n c e  u i t h  
t h e  Law o f  U k r a i n e  " O n  S e c u r i t i e s  and t h e  S t o c k  Exchange': 
may c o n d u c t  i n t e r m e d i a r y ,  commiss ion  and  c o m m e r c i a l  
o p e r a t i o n s  w i t h  s e c u r i t i e s ;  and  a l s o  a u d i t i n g  and c o n s u l t i n g  
o r g a n i z a t i o n s .  I n d e p e n d e n t  f i n a n c i a l  i n t e r m e d i a c i e s  may f o r m  
a s s o c i a t i o n s  and  o t h e r  u n i o n s  i n  o r d e r  t o #  c o o r d i n a t e  t h e i r  
work,  c o n d u c t  j o i n t  a c t i v i t i e s ,  p r o t e c t  t h e i r  i n t e r e s t s  e t c .  

- - .  



  he s e c u r i t i e s  marke t  - o u t s i d e  t h e  exchange is  n o t  an 
a l t e r n a t i v e  t o  t h e  s t o c k  exchange marke t ,  b u t  complements  
and expands  i t ,  b o t h  a t  t h e  s e c o n d a r y  and ,  what .is 
e s p e c i a l l y  i m p o r t a n t ,  a t  . t h e  p r i m a r y  l e v e l .  ;The p r i m a r y  
p l acemen t  of  v a r i o u s  companies '  s e c u r i t i e s  may b e  e f f e c t e d  
by way of  pre-payment ,  open s a l e s  o r  a u c t i o n s .  

A f t e r  t h e  , USE p a s s e s  on t o  t h e  p r i n c i p l e  of f r e e  
a s s o c i a t i o n ,  any  f i n a n c i a l  i n t e r m e d i a r y  w i l l  b e  a b l e  t o  
become a member of  t h e  s t o c k  exchange ,  and by d o i n g  s o  t o  
expand t h e  s p h e r e  of  i ts  a c t i v i t i e s ,  and have t h e  
p o s s i b i l i t y  t o  a c c e s s  t h e  e l e c t r o n i c  s e c u r i t i e s  c i r c u l a t i o n  
s y s t e m .  

D e a l e r s  i n  s e c u r i t i e s ,  i f  t h e y  wi sh ,  may be p a r t n e r s  i n  
t h e  C e n t r a l  S e c u r i t i e s  D e p o s i t o r y  unde r  t h e  Ukra in i an  S t o c k  
Exchange.  Membership i n  t h e  D e p o s i t o r y  w i l l  h e l p  them 
r e g u l a t e  a 1 1  a g r e e m e n t s  o u t s i d e  t h e  s t o c k  exchange a t  
p r i m a r y  p l acemen t  of  t h e i r  s e c u r i t i e s , .  a t  o p e r a t i o n s  w i t h  
t h e  p a p e r s  of  open i n v e s t m e n t  f u n d s ,  r e - d e l i v e r y  be tween 
d e p o s i t o r s  e t c . , '  .and a l s o  w i l l  p r o v i d e  f o r  s e t t l e m e n t s  o f  
t h e  " d e l i v e r y  a g a i n s t  payment" t y p e .  

The s e c u r i t i e s  marke t  is based  on m u t u a l . t r u s t  and r e s p e c t  
o f  a l l  i ts  p a r t i c i p a n t s ,  on uni form r u l e s  of  p r o f e s s i o n a l  
and e t h i c a l  b e h a v i o u r ,  un i fo rm t e r m i n o l o g y .  

6 .  p r i n c i p l e s  f o r  R e a l i z a t i o n ' o f  t h e  N a t i o n a l  S t o c k  Market  
. . . , - .. F u n c t i o n s .  

4 A l l  s u b j e c t s  a t  t h e  Ukra in i an  . s t o c k  marke t  a d v e r t i s e  
s e c u r i t i e s  as one  of  t h e  e f f e c t i v e  and dependab le  ways f o r  
i n v e s t m e n t ,  and  i n c r e a s e  of  incomes.  Necessa ry  f  inanc , ing  is 
p r o v i d e d  - f o r  ' r e s p e c t i v e  : i n f o r m a t i o n ,  a d v e r t i s i n g ,  

,' e d u c a t i o n a l  and t r a i n i n g  a c t i v i t i e s . .  . . 
The s e c u r i t i e s  marke t  pe r fo rms  i m p o r t a n t '  s o c i a l  ; and  

economic . f u n c t i o n s .  Accumulat . ion 'of  monetary  u n i t s '  c u r r e n t l y  
. i n  c i r c u l a t i o n  ( w i t h  u t i l i z a t i o n , .  o f  t h e  s t o c k  :-market 
p o t e n t i a l s )  . f a c i l i t a t e s  s t a b i l i z a t i o n  of  t h e  ' b u d g e t ,  and 
f T n a n c i a l . s t a t u s  of  t h e  s t a t e  as a whole ,  c r e a t e s  c o n d i t i o n s  
, f o r  p e n e t r a t i o n  of  U k r a i n i a n  e n t e r p r i s e s '  s e c u r i t i e s  i n t . 0  
t h e  i n t e r n a t i o n a l  s t o c k  marke t ,  and a t t r a c t i o n  of  f o r e i g n  . . 
i n v e s t m e n t s  t o  t h e  U k r a i n i a n  eco-nomy. ' , . . 

O r g a n i z a t i o n  o f  ' t h e  U k r a i n i a n  ' s t o c k  market  by t h e  
c e n t r a l i z e d  model ,  a p p l i c a t i o n  .of t h e  'European-s tandard  
s o f t w a r e ,  w i l l  a l l o w  t o  a d a p t ,  i n  a f a s t  and n a t u r a l ' m a n n e r ,  
t h e  . U k r a i n i a n  m a r k e t  t o  , i n t e r n a t i o n a l  r e q u i r e m e n t s ,  t o  
c r e a t e  c o n d i t i o n s  f o r  f o r e i g n  . i n v e s t o r s ,  which would b e  
similar t o  t h o s e  e x i s t i n g  i n  t h e  West; it w i l l  h e l p  t h e  
d o m e s t i c  e n t r e p r e n e u r s  t o  e n t e r  t h e  i n t e r n a t i o n a l  f i n a n c i a l  
world . 

F o r  q u o t a t i o n  ' o f  f o r e i g n  s e c u r i t i e s  on t h e  U k r a i n i a n  
m a r k e t , '  t h e  USE u t i l i z e s  t h e  admis s ion  sys tem ( l i s t i n g ) - f o r  
t h o s e  s e c u r i t i e s ,  which  mee t s  t h e  i n t e r n a t i o n a l  s t a n d a r d s ,  
w i t h  a c c o u n t  60 a p p l i c a b l e  laws and t h e  s t a t e  of  t h e  
n a t i o n a l  m a r k e t .  

The s i n g l e  s y s t e m ,  .which i n c l u d e s  t h e  n a t i o n a l  S t o c k  
Exchange, t h e  D e p o s i t o r y ,  and ' t h e  C l e a r i n g  Bank and t h e  
ne twork  o f  t h e  USE l o c a l  b r a n c h e s ,  is i n t e n d e d  t o  c r e a t e  
c o n d z t i o n s  f o r  deve lopmen t  of  v a r i o u s  f i n a n c i a l  s t r u c t u r e s ,  
i n c l u d i n g  i n v e s t m e n t  f u n d s ,  i n v e s t m e n t  companies ,  t r u s t  
p a r t n e r s h i p s ,  h o l d i n g  companies ,  i n s u r a n c e  companies ,  
c o n s u l t i n g  f i r m s ,  a u d i t i n g  o r g a n i z a t i o n s ,  i ndependen t  

' b r o k e r s  o f f i c e s .  

7 .  I n f o r m a t i o n  Hardware Suppor t  f o r  t h e  S tock  Market 
The s e c u r i t i e s  e l e c t r o n i c  c i r c u l a t i o n  i n  Ukraine is based  

on hardware  and s o f t w a r e  f u n c t i o n i n g  a t  t h e  USE and t h e  
C e n t r a l  D e p o s i t o r y .  The S t o c k  Exchange u t i l i z e s  t h e  h i g h l y  
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p r o v i d e s  f o r  q u o t a t i o n  of  more t h a n  .I500 bonds and s h a r e s  of  
' s t o c k ,  p e r f o r m i n g  15000 o p e r a t i o n s  d a i l y .  - 

The s y s t e m  s o f t w a r e ,  e l a b o r a t e d  by t h e  A s s o c i a t i o n  of 
F r e n c h  S t o c k  Exchanges ,  i s  a d a p t e d  f o r  t h e  s p e c i f i c  
c o p d i t i o n s .  The programs e n v i s a g e  s e l l i n g  s e c u , r i t i e s  u n d e r  
c e r t a i n  i d e n t i f i c a t i o n  c o d e s .  One machine 'module works  
d u r i n g  t h e  p e r i o d  when t h e  f i x i n g  mode is m a i n t a i n e d  a t  t h e  
Exchange. .  

The same compute r i zed  sys t em is  used  t o  s u p p o r t  t h e  work 
of t h e  C e n t r a l  S e c u r i t i e s  D e p o s i t o r y .  . T h e  s i n g l e  computer  
ne twork  p r o v i d e s  f o r  c o n s t a n t  s u p e r v i s i o n  of t h e  marke t  and 
t h e  a c c o u n t s  a t  t h e  D e p o s i t o r y ,  a l l o w i n g  b r o k e r s  t o  
e f f e c t i v e l y  t r a n s f e r .  t h e i r  o r d e r s  t o  t h e  marke t .  

. . I n  t h e  f u t u r e ,  it is p lanned  t o  c o n n e c t  a l l  b r a n c h e s ,  
b r o k e r s  o f f i c e s  of  t h e  USE, and members of t h e  C e n t r a l  
D e p o s i t o r y ,  by t h e  s i n g l e  compu te r i zed  i n f o r m a t i o n  ne twork ,  
u h i c h  w i l l  encompass t h e  e n t i r e  t e r r i t o r y  of  U k r a i n e .  F o r  
t h i s ,  t h e  u p - t o - d a t e  means o f  commun.ication and d a t a  
p roee ' s s ing ,  i n c l u d i n g  s a t e l l i t e  communicat ion,  w i l l  b e  
u t i l i z e d .  


