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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 tweny seven local
electric companies (referred to hereafter as LECs or Oblenergos). Price Waterhouse LLP (PW)
is currently providing consulting assistance to twelve of these newly formed corporations in the
regions of Kiev, Vinnistia and Zaparozhia. The purpose of this manual is to assist officials of the
Ministry of Energy, currently the 100 % shareholder, and the newly appointed boards of these
enterprises, in the critical first steps of their creation. Together these companies account for
approximately 46 % of the country's distribution 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 Ukraine Local Electricity Companies (LECs) Energy Efficiency
& Market Reform Project 110-0002.

This document entitled "Corporatization Guidelines and Analysis" summarizes our work to date.
It is based on a previous manual issued in October 1995 for the four Ukrainian fossil fuel
generating companies, under a similar contract for “Power Sector Regulatory Reform and
Restructuring Task - Insitutional Development Activity : Ref CCN-0002-Q-00-3152-00, Delivery
Order No. 4". Our recommendations and research have been shared with the senior officials of
the twelve companies on an ongoing basis since April 1995. On August 10, 1995 a government
order transformed all the Oblenergos into State Owned Enterprises (giving them minimum
independent legal existence, short of becoming a Joint Stock Company). By April 1996, at the
date of writing this manual, the status of development in the incorporation process of the
companies varied from one region to another. Some had completed their privatization plan and
were fully formed Joint Stock Companies with issued shares, ready for sale to their employees.
Others had not yet registered their company charter and are still SOEs. This manual is aimed at
giving the new directors and the representatives of the Shareholder, information on sound
corporate governance practices so that they can positively influence the creation and definition of
new corporate institutions within the boundaries authorized by current Ukrainian corporate law.
The experience gained throughout 1995 assisting Centrenergo, one of the four fossil fuel
generating company, in registering a progressive company charter has proven particularly useful
in advising the LECs at a similar stage of their corporate development. The text of this manual,
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where it changes from the earlier version, draws heavily on this experience.
2. Summary of content : Corporatization Analysis

The underlying principle behind our recommendations stems from a recognition that Ukrainian
Company law, judicial institutions and law enforcement are not sufficient to adequatly protect
shareholders investment. The only way to boost shareholder confidence and attract investment is
to adopt a company charter that compensates for the legal vacuum under which corporations
operate in Ukraine. Some of the provisions we recommend would never be considered acceptable
in the Western world. This is because in those countries, shareholders can rely on a very
sophisticated underlying legal context to protect their rights. A liquid capital market guarantees
their ultimate and fundamental right to exit their investment as a last resort. Ukrainian companies
that hope to attract outside investment must recognize that they have to make extra concessions
to reduce the risk shareholders face in the current environment.

Our analysis covers various aspects of corporate governance. The largest section focuses on 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 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. Ukraine’s energy policy should however be conducted
exclusively at the Government executive level, not by interfering in the management of the Joint
Stock Companies with aims that are not strictly commercial'. Any deviation from that principle
jeopardizes the integrity of good corporate governance.

Much attention has been devoted to the organization and composition of the future Supervisory
Councils. Current Supervisory Councils do not operate in an optimal way and are not organized
to cover the traditional functions attributed to outside directors. 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

An example may be the temptation of Gov :rumental authorities (both National and Locil) to intervene in the
cut-off policies of an Oblenergo towards non-paying customers.
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individual Supervisory Council and Executive Board members.

The importance of internal and outside 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 local governments, 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 LECs on the creation of an integrated financial management system and the
conversion of their accounting system to international accounting standards. 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
Oblenergos can contemplate issuing shares abroad.

3. Recommendations : Corporatization Guidelines

Our principal recommendations center on adopting 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 LECs adopt eventually is based on the document prepared
in July 1995 for the fossil fuel generating company Centrenergo. It has been reviewed for
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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 whose shares were 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 final version. It was then
approved by 11 out of 12 signatories at the Ministry of Energy. Unfortunately, we were not able
to pursuade this last person to change their mind and Centrenergo had to adpopt the more
conventional SPF model document. Director Siaber is nevertheless confident that he will
eventually get his charter approved, especially if an outside investor can pressure the Ministry into
action. If other Company Directors in the industry follow Director Siaber’s example, this time
may come very soon.

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, normally, 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 (Article 8.2.3.1., Annex A). 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., Annex A 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, Annex A. 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 (1/3 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 Annex A). '
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The decision to declare and distribute dividends should belong to the Supervisory Council
(Article 7.1., Annex A.), 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. Article 5.3.1.
Annex A., 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., Annex A). 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 Annex A). 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., Annex A). 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. Annex A).
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 Annex A) 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., Annex A). 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
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8.3.2.7., Annex A). 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 is
confirmed 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. (This provision remains in Article 8.2.3.1.
of Annex A.). 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.,
Annex A) concerning the company. The proposed Charter in Annex A 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

The senior Management of Centrenergo is the only Fossil Generating Company to have endorsed
most of our recommendations to date. Unfortunately, its Shareholder, Minenergo has so far
decided to ignore them.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. They are
the ones who will have to manage the companies according to new commercial principles. They
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remain, for the foreseeable future, the representatives of the State and sole owners of these
entities. As such, their blessing to the introduction of Western style corporate governance
principles, is essential. The Charter for Centrenergo was in the end rejected by the shareholder
it was designed to protect, mainly because it looked too unfamiliar. A more sinister interpretation
is that the State shareholder representative who opposed the document understood that protecting
minority shareholders would limit the rights of the State as a majority shareholders and was not
prepared to allow such a loss of control. Such reasoning, of course goes against all the principles
of reform which Minenergo is introducing, and we have to hope it was not a conscious decision.

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 cannot be
usefully performed without endorsement of change by the owners representatives.

As for the Oblenergos 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. Some LECs are already Joint-Stock companies, others are still
State Owned Enterprises. But, as long as the State remains the sole shareholder, amending the
existing charters will be a formality and should be actively encouraged. 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 less likely to occur as vested interests will by then be quite
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 realize 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 LECs are potentially very
interesting commercial ventures and if the UK experience is anything to go by should eventually
become prime investment targets. The adoption of a strong 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. This is particularly
true given the poor protection afforded by corporate law and judicial enforcement.

Ukraine's mass privatization program will probably lead to a significant dilution of ownership
rights and the creation of many small investors, since a portion of the Oblenergo shares will
probably be auctioned for vouchers to the general public.Individually, small shareholders 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
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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 additional
investors, it will be all the more important for the LEC'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.

Theelectric distribution 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 level of the
country’s electricity sector.
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I. LEC CORPORATIZATION PROCESS
1. Legal Environment
(i) Background

On August 10, 1995, the corporatization of twenty seven Oblenergos was ordered, following the
dismantlement on July 1,1995 of the formerly vertically integrated eight regional electric
companies. In practice all LECs were initially legally incorporated into State Owned Enterprises
(SOEs), giving them each for the first time individual legal personality. Some have now become
State Joint-Stock Companies, others remain SOEs. The more advanced LECs have had their
privatization plans approved by the Ministry and are about to issue shares to their employees.

The creation of the LECs 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 regional Energos have been
dissolved and their assets and liabilities allocated amongst new commercial companies.

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 serves as
a first step in shifting decision making powers from the centralized ministry to independent
corporations.

A State Joint Stock Company is a hybrid Joint Stock Companies in which the State owns 75 %
or more of the shares of the LECs. In practice, and for the foreseeable future, the State still owns
100 % of the shares. State Joint Stock Companies are subject to the Ukrainian law on Business
Association dated October I, 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 LECs : (i) Individual assets are grouped together to form an SOE (done for all 27 LECs on
August 10, 1995 by Decree). (ii) The SOE is transformed into a State Joint Stock Company. (iii) -
optional - The State Joint Stock Company becomes a Private, Open 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.
It can equally apply to step (iii), when the shareholders may choose to amend the existing charter
at their first annual meeting. The analysis does not focus on the initial charter governing SOEs
because it differs so much from usual corporate governance standards and is only intended to
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cover the transition phase prior to full corporatization.

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 Bank? 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. A copy of the Charter adopted by Ternopiloblenergo
is also included and offers an interesting comparison. All article numbers represented hereafter
under this heading correspond to the Dniprogidroenergo Charter.

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
mal:ing 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
list; 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
sha;eholders, how much paid to the various social institutions owned by the company, etc., should
besi 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 fi 2xibility in their financial decisions, a General Meeting
of Shareholders and a 75 % majority vote will be needed to amend the Charter.

There are many more specific criticisms o this model document. For instaice, the goal of the
company is not focused on maximizing sl a eholder value, but, as a remnant o " the Soviet system,

2 "Corporate Law from Scratch”, by Bernard Black, Reinier Kraakman and Jonathan Hay - World Bank
conference December 15, 1994
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on "meeting the requirements of the national economy...". Article 3.11., 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. In some known instances, this right has already been abused in Ukraine by incumbent
managers to dilute outside minority shareholders against their wish. These cautionary tales
illustrate the delicate balance which must be found between giving managers enough leeway to
conduct their business efficiently and keeping enough controls in the hands of the shareholders to
prevent rogue behavior discrediting the entire corprorate governance process. The proposed draft
charter in Annex A addresses this issue by giving the Executive Board the discretion to issue new
shares within the 1/3 rule, but by giving at the same time exsiting shareholders the automatic right
to purchase additional shares at the issue price, in order to prevent any dilution of ownership. See
Article 4.2.9 of Annex A and footnote 1 on ex-post participation rights and Article 5.3. of Annex
A and footnotes 2, 3 and 4 on issuing new shares. Another article 8.2.5 on Redemption Rights
(and footnote 9) gives dissenting shareholders the right to require the company to purchase back
their shares at a fair market value if they voted against a decision deemed to “alter the nature of
their investment” (further defined in article 8.2.4 and footnote 8).

The SPF document is also deficient in other 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
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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
Standard Charter.

In short, the possibilities for quite legally ignoring shareholder rights is huge. This means that
economic efficiencies of these large corporations may be undermined by unscrupulous managers.
Price Waterhouse strongly recommends to the LEC General Directors that they not follow the SPF
model and propose an alternative document modeled in Annex A that would be credible for future

private investors.
2. Role of the Executive Board and the Supervisory Council

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
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. Its official role is to monitor the activities of the Executive Board. The
first Supervisory Council members are appointed jointly by Minenergo, the Ministry of Economy,
the Ministry of Finance and the State Property Fund. Two Oblenergos each had only 5
Supervisory Council members. The Executive Directors indicated that 3 were candidates they had
proposed. One LEC had the following mix of Council Members : the Chairman was a
represenatative of Minenergo; one council member was a representative of the SPF, a third came
from the town’s branch of Prominvest Bank, the Oblenergo’s bank; a fourth was an Oblase
Council member and the fifth was the Chairman of the Labor Committee of the enterprise. This
mix appears to be typical of current practices in the Ukraine electricity sector. These individuals
are referred to hereafter as the Council Members. 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
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on Business Association is 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, Khmelnitsky
Oblenergo indicated that once they were a fully formed Joint-Stock Company that did not 100 %
belong to the Ministry, they wished to do without a Supervisory Council. A similar desire was
voiced by the senior executive directors of Dniproenergo Generating Company. However, the
general practice and State Property Fund model Charter seem to favor large corporations adopting
a two tier management system.

I1. CORPORATE GOVERNANCE PRINCIPLES
1. The purpose of Corporate Governance

In principle, the interests of directors and shareholders are identical. They all want to see the
enterprise prosper. This is also true of other stakeholders, such as neighboring communities that
depend on the company for employment and stimulation of the local economy, actual employees
of the company, customers and suppliers. In practice, there are many instances where the interests
of the stakeholders are not perfectly aligned and conflicting goals may create tensions. The goal
of corporate governance is to define all these interacting relationships precisely and to spell out
clear rules of behavior aimed at always maximizing the value of the enterprise to its investors and
therefore at reducing the cost of its capital.

No system of corporate governance in the world is perfect, nor is there a single model to follow.
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, and 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 in Annex A
for the LEC:s is but one example, designed specifically in the context of Ukrainian transisition to
a market economy and for enterprises that can expect to attract the interest of foreign investors
in the near term. '

There are, however, two universal criteria which must be met for all corporations 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 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 always be taken at the lowest possible level of
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hierarchy.

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 usually powerful CEO. While Germany and Japan prefer a
collegiate two tier management system which favors a more informal and private system of
decision making. Annex C contains a selection of recent articles published on Governance in
Germany which suggest a shift towards the Anglo-Saxon model (for Daimler and Veba).

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 in Annex A 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 smaller 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 in
a cost effective way.
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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. None of this applies of course as long
as the state is the only shareholder.

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. See
Annex C to observe how sensitive management is to shareholder approval.

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.
The cost of monitoring management is therefore less prohibitive for small investors and they 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 LEC's to make their financial statements transparent and ensure that
all material information is released in a reliable and timely fashion. )

(i) The State as a Shareholder

3 See however the articles on Daimler Benz and how even for German companies, increased transparency and
financial disclosure is becoming more important,
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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 essential, and close substitutes are generally not available. They are “natural”
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
obvious solution.

Historically, many public utilities have tended to be owned by the State in most of the world. This
logic has only 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 independently
competing and privately owned electric enterprises. Initially, the State will be the only shareholder
of the LECs, 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
LEC 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 to 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 LECs. The greatest pressure will come from politicians wishing to prevent
LECs from shutting off strategic but non paying customers. These include municipal service
organizations such as schools, hospitals, local transport services, etc. Other typical candidates are
state owned entities such as military bases. Local enterprises who employ a significant percentage
of the workforce are also difficult to shut down without serious social and political ramifications.
Liberalizing prices will probably lead to an increase in the price of retail electricity which 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
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management of the LECs. 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 LECs, minimize social unrest and reduce electricity prices. These objectives
are contradictory and sometimes mutually exclusive and it would become 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 efficient
allocation of resources in the economy. In the long run, 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 run to manage
the transition of the economy as smoothly as possible and provide social safety nets to its more
vulnerable constituents. PWG 194 describes in detail how for instance non-paying and non-
priviliged customers should be dealt with. How else 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 should have a number of rights with which they can exercise control over LEC
management. Any proposed Corporate Charter must 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 Annex A. See
Section I11.3.iii, below, on Council Members).

The righ fair_an | 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 (but this is not a guarantee

4See Annex E.
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for common shares).
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, 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. But Annex A does provide for Directors
to be responsible for more than gross negligence.
The right to limit liabili he_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 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
potentlal) is, however unhmlted
s ligu : Shareholders are entitled
to the proceeds resultmg from 11qu1datlon of a company after aIl obllgatlons have been met.
The right to amend the Charter : Shareholders can vote on important matters such as capital
increases, changes of to the goal of the company, 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 or in other words
an inside or an outside 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 words
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"President” or "General Director" are used interchangeably to refer to the person appointed as
head of the Executive Board.The word “Chairman” seems to be used to refer to the head of the
Supervisory Council.

(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 lead the action, and the
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 perfc-med with independent judgment, but also with the
recognition that the Executive Board has the primary responsibility for initiatirig and implementing
the corporation's objectives and policies. ;. literal interpretation of Article 4 5 should be avoided.
The law says that the Supervisory Coyny'il "controls" the Executive Board The idea is not that
Counc’l Members should be the policem: :n monitoring the Executive Direc tors on behalf of the
Sharebholders. In fact, if that were their fu ction, then the law does not give -hem enough powers
to enfc ree it meaningfully. ’

Insteac, the purpose of having a two tier management system (as in Ukraing : Council Members
and Exccutive Directors), or the two typés of Executive and non-Executive D' rectors of a one tier
manag :ment system (as in the U.S.), is t» provide an appropriate decision-inaking process. The
goal is to avoid errors in corporate stratt gy as much as possible and, wher: errors do occur, to
correc!-them quickly. The focus should th¢ refore be on the respective roles of the Executive Board
and Supervisory Council as defined by tf.e internal procedures of the comp iny.
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
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consensus. Useful examples include General Motors, Home Depot, Lockheed, IBM,
Westinghouse and Time Warner.

(iti)  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 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
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them in the decision making process. We recommend that the LECs 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
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 raising additional capital 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
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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
LEC's 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 LECs, 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
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 LECs 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 job : 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.

vernmental and regul 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
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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 Directors

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.

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 bést interests of the
corporation. He must perform his duties with such care "as an ordinarily prudent person
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
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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.

l ) Fiduciary Duties in Practice
Fiduciary duties serve a very important role in corporate governance for US and UK
companies by defining cértain 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
l Executive Directors and in inculzating a culture of duty to shareholders.

But it is more realistic in the shor! term to rely on so called "bright liie rules”, rather than
broad standards, to define pio, er and improper behavior for Council Members and
Executive Directors. This has be >n done extensively in the proposed Corporate Charter.
We require non-interested Courci Members to approve many decisic ns in order to protect
minority shareholders from poten al opportunistic exploitation of the company's resources
by Executive Directors, Counci’ Members or controlling shareholders®. The idea is that
shareholders, sometimes with:a qualified majority vote, and/or th.e Council Members,
should monitor important decizions (precisely defined in the Chart>r) to check that they
do potentially increase the value of the company and are not simpl” designed to transfer
wealth from the company to in erested parties. The annotated veision of our proposed

5 See for instance Article 8.3.4.4. of the Annex A on pre-approval of any "self-interested” transactions.
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charter as it appears in Annex A, highlights these self-enforcement provisions and bright
line rules (relevant paragraphs appear in italics).

(vii)  Selection Criteria and Terms of Office

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 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 Council, 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
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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 (o devote his full business time and efforts to the business affairs of the Company
or il he has been grossly negligent in the conduct of his corporate duties.Such provisions can be
elaborated in a separate contractual agreement between the Executive Director and the Company,
represented by the Supervisory Council’s standing committee on compensation (see viii b below).

(viii) Role of Standing Commitiees

1e 1 ndi mmi

Standing Committees were mentioned brielly 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 (ie Council Members in Ukraine)
to specialize and 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.

Differen f Standin nni

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

a) Nomination Committee
The Nomination Commitlee 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 appointiments, should be made by the full Supervisory Council, with a simple
majorily vote. The Chairman of the Executive Board should continue to be confirmed at
the annual shareholder's meeting. The Nomination Committee should propose one
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candidate. Shareholders should have a simple procedure by which they can propose
alternative candidates to be included in 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
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 full 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.
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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 LECs, 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. This will probably very soon also be a requirement for listing on the Kiev
Stock Exchange or the Moscow Stock Exchange. 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;

. 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 oul 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.
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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
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 LEC's currently envisages that they must
conduct their business operations in accordance with international accounting standards 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
wholesale electricity market reforms and prevent LECs from abusing their monopoly position in
setting retail tariff levels.

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
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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
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 as 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 has introduced regulations, as several other countries of the Former
Soviet Union (FSU) have done, requiring large companies to contract the shareholder registry
function to an outside independent organization. This does not mean that the Company should not
maintain a parallel set of records, in order to ensure accuracy of both data bases.

0. 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 generating companies, the general public and the government (local
and national). 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 LECs should be further researched.
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IV. LEGAL & FINANCIAL REPORTING REQUIREMENTS
1. Financial Reporting

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), defined in the electricity distribution and supply license and gradually phased in.
These are likely to include the adoption of some international accounting standards and some
specific disclosure requirements for the Market Funds Administrator. Finally, "Managerial
Accounting” will be the internal records and analysis developed to give management and 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 is recommending, 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. Regulatory reporting requirements are influenced by the
longer term interest that consumers be 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 international accounting standards. 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 LECs establish their retail tariffs based on 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 international accounting standards should be adopted. Price
Waterhouse is preparing 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 does
not not need to be minimized. Prudent management practice requires statements to remain
conservative, but closer to reality.
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2. Disclosure Requirements for Issue of Shares

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 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
corporatization® (LECs appear to be at different stages in this process at the date
of writing this manual). 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
proportional share purchase rights.

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.

§ 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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iii)

(iv)

V)

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
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 list appears
in Annex G.

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;

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
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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 requires much more extensive research.
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1. General Provisions
1.1. The open joint stock company Oblenergo Company, hereinafter referred to as the

"Company" is founded in accordance with the executive order from the Ministry of

Energy of Ukraine dated --------rm-m-mmm- No xx, by means of restructuring

corporatization of the state-owned enterprise Oblenergo.

1.2  The Company is composed of its separate subdivisions, namely:
1.3. The Company registered name is as follows:
The open joint stock company - Oblenergo Company, briefly, OCo.
1.4. The address of the initial registered office of the Company is
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 retail),
leasing, dealing in, transmission, and distribution of:

0 power, light, energy and heat in the form of electricity or otherwise,

(i) 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.

2.2. 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;
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- 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
"OBLENERGO".

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;

352 received income;

353 products manufactured by the Company in the course of its operation; and

354 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 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.
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3.8  Subject to Article 2 of this Charter and the laws of Ukraine, the Company shall have
the power to:

3.8.1

3.8.2
3.8.3
3.84

3.8.5

3.8.6

3.8.7

3.8.8
3.8.9

3.8.10

3.8.11

3.8.12

3.8.13

3.8.14

3.8.15

3.8.16

exist in perpetuity, unless and until the winding up and dissolution of the
Company by the Shareholders pursuant to the terms of this Charter;
wind up and dissolve in the manner provided in this Charter;
have a corporate seal, trademark and logo registered with the Chamber of
Industry and Trade;
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);
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;
acquire, own, hold, lease, improve, employ use and otherwise deal in and
with real and personal property or any interest therein;
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;
maintain settlement, hard currency and other accounts in the banks;
appoint such officers and agents as the business of the Company requires
and to pay provide such officers with suitable compensation;
adopt, amend and repeal this Charter or any of its terms;
conduct its business, carry on its operations in connection therewith,
and have offices and exercise its powers within, and outside of,
Ukraine;
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;
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;
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;
incur liabilities and obligations, including the borrowing of money, and
secure such obligations by mortgage, pledge or other encumbrance;
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.

4.2. The Shareholders have the right, subject to the laws of Ukraine:

4.2.1 to be inscribed in the Company's Share Registry;

422 to participate and vote in person or by proxy in the General Meetings and
Special Meetings of Shareholders;

423 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;

4.2.4 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;

425 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;

426 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;

427 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;

428 to freely dispose of the ownership of their shares;

DRAFT NO 1 6 April 10, 1996



4.2.9

4.3.
4.3.1

432
433

434

4.4

51.

5.2

5.3.1

after new shares are issued, and within 30 days of the close of the new
subscription, to elect fo buy at the same price as the initial offering 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 it, the participation right
is limited to those Shareholders who did not vote to approve the issuance;
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.

The Shareholders have the obligation:
to adhere to the founding documents of the Company, this Charter and ali
other governing documents of the Company;
to execute the decisions of the Company's General Meeting and its other
management bodies;
not to disclose the commercial secrets and confidential information about the
Company's activity which they acquire in their capacity as Shareholders; and
to fulfill any other obligations required of them pursuant to the laws of
Ukraine. '

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.

Statutory Fund of the Company

The Statutory Fund of the Company equals 0,000,000 billion KBV. This is the initial
authorized capital of the Company.

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.

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.
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5.3.2

533

6.1.

6.2.

However, the Company may nof issue shares fo cover losses linked with its
economic activity. The Supervisory Council may decide fo issue new shares
in an amount not in excess of 33 % of the Statufory Fund, subject to existing
Shareholders’ participation rights described in Arficle 4.2.9. The Supervisory
Council may delegate this power to the Executive Board?. 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 Company, those share shall be deemed invalid
and will no longer carry any voting or financial rights, and the Statutory Fund
shall be reduced fo reffect this fact.®

If the newly-issued or reissued shares are sold by the Company fo a
Supervisory Council Member (a "Council Member"), a member of the
Executive Board (a "Board Member"), key employee or Shareholder holding
20% or more of the outstanding shares (voting and/or non-voting), the
transaction will be considered a "Self-Inferested 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 vofing shares, and either (1) such
shares sold equal 20 % or more of all previously oulstanding 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 tofal 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 of the Shareholders, excluding shares held by the
proposed acquirer of the new shares.*

Shares of the Company

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 vofing or financial rights
associated with such shares.®

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

DRAFT NO 1 8 April 10, 1996

47



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.

7. Procedure for Profit Distribution and Cost Recovery

7.1.  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 firm, determine, in accordance with generally
accepted accounting principles, that:®

7.1.1 the Company will be able to satisfy its liabilities as they become due in the

ordinary course of business; and

7.1.2 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:
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8.2.1

8.2.2

8.2.3

8.2.3.1

8.2.3.2

The Shareholders, as constituted at the General Meeting or a Special
Meeting (each, a "Meeting"), constitute the highest decision making body of
the Company;

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.

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:
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 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 Chairman of the
Executive Board, is appointed by the Supervisory Council prior fo 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 Council.”
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.

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
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8.2.3.3

8.2.3.4

8.2.3.5

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.

Quorum: 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.

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 Meeting, elected before every Meeting, shall be entitled to
a second or tie-breaking vote. Vofes will be counted by a Counting
Commission, appointed at the beginning of each Meeting by the Supervisory
Council. Afl votes will be kept confidential. VWhere 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 articies 8.2.4.1 t0 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.
Proxy 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).
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8.2.4.

8.2.4.1

8.2.4.2
8.2.4.3
8.2.4.4

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 Meeling 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 canceled 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 canceled 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.

The Shareholders must authorize any transaction that fransforms 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
fransaction that it believes will transform the nature of the Company or poses
a substantial risk of abuse to the Shareholders. The following types of
fransactions are assumed to be within the exclusive competence of the
Shareholders:®

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;

a liquidation of the Company;

a fransformation of the Company into a legal entity of another type;

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
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8.2.4.5

8.2.4.6

8.2.4.7

8.2.4.8

8.2.5.
8.2.5.1

8.2.5.2

8.2.5.3

8.2.5.4

course of business such as electricity);

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

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

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

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

Redemption Rights.®

Any Shareholder who does not vote in favor of any transaction referred fo 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 fransaction. This
right of redemption must be exercised within 30 days of the vote by the
Meeting of Shareholders.

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
about the value of the property and is not obligated fo buy the property,
would be willing to buy.

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.

If 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 ofher
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-informed buyer would be willing to pay for all, or a conirolling
portion of, the Company's shares, and other factors that they consider
important.
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8.2.7

8.2.8.

8.2.9.1°

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.

The Shareholders may also consider all other issues related to the
Company's activity.

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 authonty to call a Special Meeting of Shareholders.
Any such entity may submit an agenda item for such a Meeting 40 days prior
fo such schedule Meeting.

8.3. The Supervisory Council

8.3.1.

8.3.2.1

8.3.2.2

8.3.2.3

8.3.24

8.3.2.5"

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. lts 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.

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.

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).

The first Council Members are:

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.

The Council Members are elected jointly for one year, following a rule of
cumulative voting. Each share of voting stock is affributed 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
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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"7 Notwithstanding Section 8.2.9, any Shareholder representing more than 5 %
of the vofes may present a candidate for election at the General Meeting of
Shareholders. This candidate must either be identified 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 nofification of the General Meeting is sent fo 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 official agenda and universal proxy
ballot form sent to afl 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 Supervisory 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 withhold from the

Shareholders any material information 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 fransaction 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 voting, non-voting or a combination thereof), a member of
the Executfive Board or a senior Company official or is a company or third
party in which one such inferested party and/or his immediate family
members owns, directly or indirectly an interest of greater than 5 %. The
interested party must disclose his/her interest to the Company before the
fransaction 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 fransaction if the consideration for any properly or services
transferred by the Company, as determined by an internationally recognized
accounting firm, 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
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8.3.4.4

8.3.4.5
8.3.4.6"

8.3.4.7

8.3.5.
8.3.5.1

8.3.5.2
8.3.5.3

8.3.54

8.3.5.5%

8.3.6.

8.3.7.

services.™

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

The Supervisory Council shall elect a Chairman from its Members.

The Council Members will exercise due difigence 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
(1) shall not take advantage of any business opportunity falling within the
sphere of the Company's goal and activities without notifying the Supervisory
Council and receiving approval from a majority of non-interested Council
Members and (i) 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).

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.

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 Council Member 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 shall convene 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 (that is, within 33% of the Statufory 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 5.3.1, 5.3.2 and 5.3.3. The offering price
must not be less than fair market value, as defermined by the Supervisory
Council in consultation with a firm of internationally recognized accountants.

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

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

8.44. 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.
ABC.

8.4.51 The Chairman of the Board runs the Board's activity. The Chairman is

authorized to act on behalf of the Company; he/she 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.

8.452 Issues of authority, terms of activity and material maintenance of the
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8.4.6.

8.4.7.

8.4.8.

8.4.9.

8.4.10"

8.4.11

8.4.12

Chairman of the Board are determined in the contract which is completed

between the Shareholders and the Chairman.

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.

The sittings of the Company's Executive Board are held not less than once

a month and are considered authoritative as long as ¥ 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.

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.

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.

The Board Members owe a duty of loyalty to the Shareholders and a duty fo

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 notifying the Supervisory Council and receiving approval from a

majority of non-interested Supervisory Council Members and (i} shall

disclose all substantial information refating to the Company when it proposes
to issue or repurchase Company stock or debt (in the form of bonds or
similar instruments).

Contflict of Interest: If a Board Member has an interest in any corporation or
enterprise or activity which the Company is involved in a business
relafionship, he/she must disclose this interest to the other members
of the Executive Board and the Supervisory Council and shall be
excluded from 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.

Company Secretary:

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 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.
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8.5. The Revision Commission

8.5.1.1

8.56.1.2

8.5.2.1

8.5.2.2

8.5.3.

8.5.4.

8.5.5.

9.1

9.2

9.3

10.

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.
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.

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.

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.

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

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.
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.

Accounting and Reporting

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.

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.

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.

Procedure of Introducing Changes into the Company's 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.

11.4 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 settiements 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 l[aw 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.
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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.

ABC
President of OJSC "Oblenergo" Company
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Annotations to the Charter :

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
(1/3 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 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 Accounting
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 brought to
their attention.

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

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

13. Any "Self-Interested” transactions and situations where conflicts of interest exist must be
specially approved by non interested Council Members.
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14. Defines fiduciary duties of care, loyalty and attention for Council Members..

15. See footnote Number 2

16. Defines fiduciary duties of care, loyalty and attention for Executive Directors.
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1.1

1.2

1.3

2.1

2.2

3.2

3.3

PROPOSED CHARTER OF "DNIPROGIDROENERGO"

General Provisions

The open joint stock company "DNiPROGIDROENERGO"/llereinafter-
Company/is founded in accordance with the decision of the Ministry of Energy
of Ukraine dated " " 199 N by means of restructuring of state-
owned enterprise/SOE/ "DNiPROGiDROENERGO" is an open joint stock
company in conformity with the Decree of the President of Ukraine dated May
21, 1994 N 244/94 "On measures about market transitions in the energy system
of Ukraine".

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

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

Goals of the Company's Activity

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.

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.

Legal Status of the Company

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

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

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



34

3.5

3.6

3.7

3.8

3.9

3.10

3.11

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.

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.

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.

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.

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.

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.

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 appbinted by the Executive Board.

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 Shareholders

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;
l . 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
I 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
l member, the Company must submit copies of its annual balance sheets,
Company's reports, and minutes of all meetings, for his first-hand view;
l . 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
l 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:




4.4

5.1
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5.4

5.5

. 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.

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

Statutory Fund of the Company

The Statutory fund of the Company equals to KBV.

The Statutory fund is divided into
nominal value of 25 000 KBV.

common shares, each at the

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

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..

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



5.6

6.1

6.2

6.3

6.4

7.1

7.2

7.3

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

The Company's Shares

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

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.

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.

The Profit Distribution and Expenses Cover Procedure

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.

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

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. Administrative 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

8.3

8.3.1

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.

The Supervisory Council

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,

/EO



8.3.2.

8.3.3

834

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.

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

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.

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 aad services;

. In case of necessity initiat: s the conduction of extra revisiins and
auditors checks of financia' and business activity of the C »mpany;

. Presents to the Founder ;;uzgestions 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 l

peculiarities of the Company's property privatization.

8.3.5 The Supervisory Council have the right:



8.3.6

8.3.7

8.3.8

8.3.9

8.4

8.4.1

8.4.2

. 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.

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

activity.

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.

The extra-ordinary meetings are held quarterly and are considered legal if the
have 2/3 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 1/3 of its
members or the Company's Executive Board.

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.

The Company's Executive Board

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

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 theCompany can make a
decision to delegate its authority to the competence of the Executive Board.

e



8.4.3

8.4.4

8.4.5

8.4.6

8.4.7

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.

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.

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.

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.

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



ANNEX B : COMMENTS ON THE PROPOSED CHARTER FOR

"Dniprogidroenergo”
General 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.

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.

Goals of the Company's Activity

Section III 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; maintenance of equipment,
premises and constructions; consumer services; commercial and intermediary
activity; foreign etonomic activity,; performance of the other activity allowed by
the present law of Ukraine."

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

1



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



3.11. says staff 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.

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 [...] 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
Jrom 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.

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 passed 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."

Shares of the Company
[no comments]
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 III.



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 :

8.2.2

- The General Meeting of the
Shareholders

- The Supervisory Council

- The Executive Board

- The Audit Commission

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 determined 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 : l

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))



Other

to approve the Charter and to introduce the changes and
amendments; (art 41(b))

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

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

to adopt decisions on property 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.]

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

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;

fo 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 cause! 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 III 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 limportant element of corporate
governance. This can be done by introducing new items to the
agenda, as permitted by article 43 paragraph 2.
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- to gpprove 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 wer¢ considering an investment that
would double the generating capacity for instance.

to determine the payments to remunerate the labor of the
Company's officials, its subsidiaries and branches, representative
offices;

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 provisibns. 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-
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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.

Quorum : 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.
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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
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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
thereafler, 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 II} 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.
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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 fixed property 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 1o 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



8.3.4.1

8.3.4.2

8.3.4.3

8.3.4.4

8§3.4.5

8.3.4.6
8.3.4.7

8.3.4.8

8.3.5.

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
his/her interest to the Company before the transaction takes place and if
he/she 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.

The rights of the Supervisory Council: A more complete list ¢f rights is
proposed

in our draft model :



8.3.5.2

8.3.5.3

8354

8.3.5.5

8.3.6.

8.3.7.

8.3.8.

8.3.10

8.3.11

8.3.12

8.3.7.

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 2/3 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 1/3 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



8.3.8.

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

We suggest the following wording :
"Meetings 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 2/3 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 1/3 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 addéd :

"Responsibility 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
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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 refining 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.

Conlflict 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, he/she
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”.

Company 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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1.1.

1.2.

1.3.

2.1

2.2.

3.1.

3.2

33

General Provisions

The State Joint Stock Energy Supply Company TERNOPILOBLENERGO, hereinafter
referred to as the "Company" is founded in accordance with the executive order from the
Ministry of Energy of Ukraine dated July 28, 1995 No 134, by means of reorganization
of Ternopil Oblast Electricity Network into the state joint stock energy supply company.

The Company full registered name is as follows:

The State Joint Stock Energy Supply Company TERNOPILOBLENERGO, briefly,
SJSC TERNOPILOBLENERGO.

The address of the initial registered office of the Company is 2 Energetychna St. 282010
Ternopil Ukraine.

Goal and Subject of the Company's Activity
The goal of the Company's activity is :

-to conduct business and provide services to meet the needs of the economy of Ternopil
Oblast and Ukraine as well as their residents and other customers for electricity under the
Energomarket conditions in conformity with the licenses;

-to meet economic and social needs of the Company’s Shareholders and workers.

The subject of the Company's activity is :

- generation of energy in conformity with the license;

- obtaining energy and providing supplies to the customers;

- conducting commercial and mediatory operations, as specified by the license;
- foreign trade activities;

- public services;

- other activity not prohibited by the law of Ukraine.

Legal Status of the Company

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

The Company executes its activity in conformity with the effective legislation of Ukraine and
this Charter.

The Company is the legal successor of the Ternopil Oblast Electricity Network.
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4.1.

4.2.

4.3.

4.4.

45.

The Company's Founder and Shareholders

The Company's Founder is the State in the name of the Ministry of Energy of Ukraine.

The Company's shareholders may include 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.

The Shareholders have the right :

- to participate and vote in person or by proxy in the General Meeting of Shareholders;

-to elect by cumulative vote and be elected to the Company's bodies as specified in Article
8 of this Charter;

-to participate in the Company's profit distribution;

-to obtain information about the Company's activity. At the request of its Shareholders, the
Company must submit copies of its annual balance sheets, 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. The Chairman of the Executive Board of the Company
shall bear personal responsibility for providing the information to the Shareholders and the
authenticity of this information.

-to freely dispose of their shares.

Shareholders may also have other rights stipulated by the effective legislation.

All Shareholders of the Company must be inscribed in the Company's Share Registry jointly
kept by the Company with the Center for Securities Circulation and Accounting of the
Ministry of Energy of Ukraine.

The Shareholders have the obligation :

-to adhere to the founding documents of the Company; to execute the decisions of the
Company's General Meeting and its other management bodies;

-not to disclose the commercial secrets and confidential information about the Company's
activity;

-to fulfil other obligations envisaged by the effective legislation.

The Shareholders are financially responsible for the Company's obligations within the limit of
their shares.
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5.1.

5.2.

5.3.

5.4.

5.5

5.6.

6.1.

6.2.

7.1

Statutory Fund of the Company

The Statutory fund of the Company equals to 1,527,204 million KBV. It is the initial
authorized capital of the Company.

The Statutory fund is divided into 1,527,204 million common shares, each at the nominal
value of 1,000,000 KBV.

The Company has a right to increase or decrease the amount of the authorized capital. The
Company's General Meeting of Shareholders may decide with a 75 % majority of voting
shares to increase or decrease the amount of authorized capital. The Executive Board may
decide to issue new shares in an amount not in excess of 1/3 of the Statutory Fund.
After the Company's outstanding shares are paid up in full, the Company can increase
the amount of its authorized capital:

- by issuing new shares;
- by increasing the par value of the shares.

The Company can decrease the amount of its authorized capital:

- by reducing the par value of the shares;
- by buying out a portion of the shares from the Shareholders with the purpose of the

annulment of these shares.

However, the authorized capital cannot be decreased in case of any objection from the
Company's creditors.

The decision on the increase/decrease of the statutory fund shall go into effect from the date
of their inscription to the State Register.

Shares of the Company

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.

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, or to alienate them
in favor of other legal entities or physical persons, unless otherwise determined by the acting

legislation.

Procedure for profit distribution and cost recovery

The Company's income shall be composed of the revenues drawn from its activities less the
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7.2

7.3

7.3.1

7.3.2

7.3.3

7.3.4

material and other related costs and labor costs. The interest on bank loans and debentures
as well as the taxes and payments to the state budget envisaged by the effective legislation
shall be paid from the Company's balance profit. The net profit of the Company shall remain
at the Company's disposal in full. Dividends and other gains from profit on the share of state
property shall be used by the Company for the purposes of technical reconstruction,
production development, new technologies and replenishment of working assets on the
agreement with the Ministry of Energy.

The procedures for sharing the Company's net profit and cost recovery shall be determined
by the highest decision making body of the Company in conformity with this Charter and
pursuant to the effective legislation of Ukraine.

The Company creates the following funds:

- reserve (insurance) fund;

- dividend fund,;

- production development fund.

The Company's reserve fund shall be created in the amount of at least 25% of the Authorized
fund. The reserve fund shall be used for recovery of the expenses related to damage or loss
and extra-budgetary expenses. The decision on using the fund can be made by resolution of
the highest decision making body of the Company. The reserve fund will be generated by
annual deduction of at least 5% of annual net profit of the Company until completion. The
fund shall be placed on a separate account with the Company's bank.

The dividend fund shall be generated from the net profit of the Company. The budgetary
amount of the fund and the amount of deductions per year is determined by the Executive
Board and approved by the highest decision making body of the Company. The dividend
shall be paid to the Shareholders on the pro rata basis depending on the amount of their
stock of Company’s shares.

The production development fund shall be generated from the net profit of the Company by
annual deductions totalling at least 30% of the net profit.

The Company shall make deductions to the industry’s centralized funds of the Ministry of
Energy of Ukraine, including:

- reserve and investment fund - in the amount of 1.5% of cost of the Company’s goods,
works and services at the expense of the income remaining after taxes;

- innovation fund in the amount - of 0.7% of actual sales turnover at the expense of the cost
of its goods, works and services;

-centralized currency fund - in the amount of 5% of currency revenues remaining after
mandatory sale of currency to the state and taxes;

- industry’s labor protection fund - in the amount of 0.3% of the actual sales turnover at the
expense of the cost of its goods, works and services.

The highest decision making body of the Company may decide by resolution whether to
create any other funds of the Company.

Administrative Bodies of the Company
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8.2.2

8.2.3

8.2.4

The institutions of the Company are :

the highest decision making body of the Company;
the Supervisory Council;

the Executive Board;

the Revision Commission

The highest decision making body of the Company:

The Company's General Meeting of Shareholders shall be the highest decision making body
of the Company. Until other shareholders obtain share ownership through the privatization
process, the Founder shall be the single share holder and be the highest decision making body
of the Company.

The Founder represented by the Ministry of Energy of Ukraine, in the name of the body, is
authorized to run the Company by taking decisions on the matters within its competency.
The Founder appoints its representatives to the Company's institutions and gives them the
relevant powers.

The legal status of the General Meeting and its decisions, order and terms of its convention,
shall be determined according to acting legislation and the following provisions :

The Meetings of Shareholders shall have the following powers:

- to determine the Company's scope of activity, to approve the Company's plans and
implementation reports;

- to determine the Company's organizational structure;

- to approve and amend the Company's Charter;

- to elect and recall each member of the Supervisory Board (except the First Supervisory
Board);

- to elect and recall each member of the Executive Board (except the First Executive Board);
- to appoint the Chairman of the Executive Board (except the First Chairman);

- to elect and recall the Revision Commission (except the First Revision Commission);

- to approve the Company's and its subsidiaries, affiliates and representative offices' annual
financial statements and reports, as well as the reports from the Revision Commission and
the procedure for profit sharing;

- to determine the cost recovery procedure;

- to create, reorganize and liquidate the Company's subsidiaries, affiliates and representative
offices and other entities and approve their Statutes and Bylaws;

- to take decisions on property accountability of the officials and other members of the
Company;

- to approve internal documentation of the Company, including company procedures,
rules, regulations, etc.

- to pre-approve self-interest transactions;

- to determine the remuneration and duties of the key officers of the Company and its
subsidiaries, affiliates and representative offices;

- to make decisions on the Company's termination, to appoint the liquidation commission
and approve the liquidation balance.




8.2.5

826

8.2.7

8238

The highest decision making body of the Company can also discuss all other issues related
to the Company's activity.

The General Meeting of Shareholders shall be held in Ukraine and convened no less than
annually. Special Meetings are convened in the event of insolvency of the Company, or on
the demand of the Shareholders that make on aggregate over 20% of the total Company's
shares, and on the demand of the Supervisory Council at any time and for any reason.

The notifications on the date and agenda of the Meetings shall be the responsibility of the
Executive Board.

Notification of Shareholders .

The 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 .

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. In case the Meeting is not
called by the Company's management, but the shareholders that make on aggregate over 20%
of the Company's shares, 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.

Quorum. 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.

Proxy 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.

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. Voting rights will be exercised by proxy through the open vote procedure.
Signatures on proxies are presumed valid. If the Chairman of the Meeting, the Counting
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8.3.

8.3.1.

8.3.2

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 8.2.6
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.

The right of any participant of the Meeting to vote by proxy shall be limited to 1% of the
total number of Shareholders. It is recommended that the signatures on proxies should be
certified either by the signatory’s office or by local authority.

Voting: All decisions in the Shareholders Meeting shall be adopted by 3/4 of present votes,
on the matters including:

(i) the amendment of the Company’s Charter;

(ii) liquidation of the Company;

(iii) creation of the Company’s subsidiaries, affiliates and representative offices, or their
liquidation.

All other 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 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
Board. All votes will be kept confidential, with the exception of voting by proxy.

The Supervisory Council

The Supervisory Council is the body that protects the interests of the Shareholders and the
State by exercising the control over the Company's activity. On gaining ownership of the
Company's shares by other shareholders through purchasing of at least 60% of its corporate
stock, the first General Meeting may elect the new Supervisory Council and determine its
competence.

The Supervisory Council shall consist of 6 members, each of them being a single
representative of Ministry of Energy of Ukraine, local branch of a banking institution, State
Property Fund of Ukraine, local Rada, Anti-Monopoly Committee of Ukraine, and the
Company’s staff.

The first Supervisory Council and its Chairman shall be appointed by the Inter-Branch
Committee composed of the representatives of the Ministry of Economics of Ukraine,
Ministry of Finance of Ukraijne and State Property Fund of Ukraine in conformity with the
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8.3.4.

8.3.5

8.3.6

83.7.

3.3.8.

8.4.

acting legislation.

The powers of all members of the Supervisory Council , as well as any changes in its
composition, shall be confirmed by the highest decision making body of the Company with
the exception of the First Supervisory Council.

The Supervisory Council ;

-subject to the resolution of the highest decision making body of the Company, appoints and
concludes the contract with the Chairman of the Executive Board (with the exception of the
First Chairman as specified in paragraph 8.4.4 of this Charter). )

-confirms the Chairman's appointment of the members of the Executive Board,
-pre-approves all transactions with the Company's real property in the equivalent exceeding
10% of the Company’s authorized capital,

- discusses and approves quarterly and monthly reports from the Executive Board and
Revision Commission;

- makes assessments of the activity of the Executive Board related to investment, technical
and pricing policies, as well as goods and services standards;

- initiates, for a due reason, specific audit or inquiry of the Company's activity;

- takes other actions pertinent to control over the Executive Board activity;

- submits recommendations on the issues of the Company's activity to an approval of the
highest decision making body of the Company;

- submits recommendation to privatization authorities regarding the specifics of the
Company's assets privatization.

The Supervisory Council has the right:

-to obtain any information on the Company's activity;

-to order members of the Executive Board and Company officials to present reports on the
specific issues of the Company's activity;

-to invite outside experts for verification of specific issues of the Company's activity.

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 highest decision making body of the
Company. Should the performance of the Supervisory Council be found unsatisfactory, its
composition may be subject to changes by resolution of the highest decision making body of
the Company.

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 of its members
are present. The decisions of the Supervisory Council are adopted by a simple majority of
votes. In case of equality of votes, the Chairman of the Supervisory Council is entitled to a
decisive vote. Extraordinary sittings of the Council are convoked at the request of the
Chairman or 1/3 of its members.

The Executive Board
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8.4.3.
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84.6.

8.4.7.

8.4.8.

The Board is the executive body of the Company that manages the Company's current

activity.

The powers of the Executive Board extend to all issues of the Company's activity unless
those related to the sole competence of the other institutions of the Company by the effective
legislation, this Charter, or the decision of the highest decision making body of the Company.

The highest decision making body of the Company may delegate part of its powers to the
Supervisory Council.

The Board (with the exception of the First Executive Board) is elected for the term of three
years. It is accountable to the highest decision making body and the Supervisory Council and
provides the implementation of their decisions..

The Company's Board consists of 6 members, including;:

-The Chairman of the Board - CEQ;

- First Vice Chairman and four Vice Chairmen designated to different activities.

The First Chairman of the Boardis appointed by the Founder.

The next Chairman of the Board shall be appointed by the highest decision making body of
the Company. The list of the other members of the Board shall be submitted by the Chairman
to approval from the Supervisory Council. The Chairman of the Supervisory Council
completes a contract with the Chairman of the Board on behalf of and by the order from the
highest decision making body of the Company. This order shall be in effect at least until the
first General Meeting of Shareholders whereby it may be subject to changes.

The Chairman of the Board ruus the Board's activity. The Chairman is authorized to act on
behalf of the Company without the order; he/she is authorized to run the current activity of
the Company, implement the decisions of the Company's highest decision making 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.

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 Company's highest decision
making body and the Chairman.

The sittings of the Company's board are held not less than once a month and are considered
authoritative as long as 1/2 of its members are present. The decisions of the Executive Board
are adopted by a simple majority of vote. In case of equality of votes, the Chairman of the
Executive Board is entitled to a decisive vote.

Extraordinary sittings of the board are convoked at the request of the Chairman or 1/3 of its
members.

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

The Members of the Executive Board shall bear collective and/or personal responsibility to
the Company, its Shareholders and third parties for breach of the acting law or the provisions
of this Charter or any damage or loss to the Company resulting from negligence, fraud,
incompetence or other guilty actions as specified by the effective legislation.
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8.5.

8.5.1

8.5.2

8.5.3.

8.5.4.

8.5.5.

9.1

92

The Board Members shall by resolution of the Executive Board, appoint a Company
Secretary who shall be responsible for maintaining the Shareholders registry), 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.

The Revision Commission

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
highest decision making body.

Verifications are conducted annually or at the demand of the Company's highest decision
making body, the Supervisory Council or on the Revision Commission's own initiative or at
the demand of the Shareholders who own in total not less than 10 % of the shares.

The Revision Commission reports only to the Company’s highest decision making body. The
Commission submits verification documents to the Company's highest decision making body
and the Supervisory Council.

The Revision Commission is elected by the General Meeting of Shareholders for the period
of three years. The results of the vote shall be kept confidential.

The First Comission consists of 3 members appointed by the Founder.

The Revision Commission has the right to invite experts, auditing companies to provide
assistance.

The Revision Commission members have the right to take part in Meetings of the Executive
Board, with the deliberative voice right.

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

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

Accounting and reporting

The Company keeps operational and accounting records as well as statistical accounting and
mtrabranch reports and submits them to the state statistical aulitorities in accordance with the
established procedure.

The first fiscal year begins since 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 be correspondent
with the calendar years.
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10.1

10.2

11.

11.4

11.4.1

11.4.2

11.5

Procedure of introducing changes into the Company's Charter

The right to introduce any changes in the Company's Charter pertains to the sole competence
of the highest decision making body of the Company.

The decisions of the General Meetings of Shareholders on the introduction on the changes
in the Company's Charter may be adopted by 3/4 of present votes.

Termination of the Company's activity

The Company's activity may be terminated by its restructuring (takeover, merge, division,
separation or transformation) or liquidation.

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

The Company may be liquidated:

-in case of the Company operating at a loss;

-by the decision of the Company's highest decision making body; or

-by the judgement of the court of law or arbitration;

-in the event of the Company’s bankruptcy;

-on the submittal of the regulating bodies in the event of systematical or rough breach of law;
-in other cases stipulated by the effective legislation.

The liquidation of the Company shall be conducted by the liquidation commission appointed
by the highest decision making body of the Company, or, similarly, by the court of law or
arbitration in the event of the liquidation at law or by arbitration.

From the date of appointment of the liquidation commission, all management powers shall
be passed from the Executive Board to the commission. The commission will announce the
the liquidation process commenced and the period of claims application in mass media,
particularly including obligatory publication in the official newspapers of Verkhovna Rada
and the Cabinet of Ministers of Ukraine.

The Liquidation Commission shall bear liabilities on damage or loss caused to the Company,
its Shareholders and third parties that result from the Company’s activity.

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 highest decision making body of the Company or to the related court of law
or arbitration.

The available Company’s funds, including proceeds from sales of the Company's assets, shall
be shared between the Shareholders in proportion to the total par value of their shares and
in conformity with the law in force.

The liquidation of the Company shall be deemed completed, and the Company terminated
from the date of corresponding entry made in the State Register.
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FEBRUARY 10TH 1996

Shareholder values

OU eapect to hear it from Tony Blair, the

leader of Britain's Labour Party. But now it
is surfacing in the American political main-
stream as well. All over the English-speaking
world, and even tentatively in Germany, peo-
ple are beginning to ask an elementary ques-
tion. Who do companies belong to, and in
whose interest should they be run?

Until recently, most people assumed that
firms are the property of their shareholders
and should therefore be run in their sharehold-
ers’ interests. But most pcop]e also assumed
that the interests of companies and the interests of citizens are
broadly aligned. What American or Briton fails to swell with
pride when told that American or British firms are earning
record profits, boosting productwnty and generally becoming
more competitive?

Lately the chest-swelling has become a little less automatic.
From the White House to the Palace of Westminster the cry goes
up that higher profits and producuvntyare failing todeliver the
higher wages and job security they are supposed to. Itis impor-
tant to understand why this line of thinking is emerging now,
why itis likely to grow, and why the fashionable “remedy”—
impose on firms a variety of social obligations far beyond lhat
of earning money for their shareholders—is wrongheaded.

Capitalists and gentlemen

Two things have made it tempung in recent years to attack
firms for their greed. One is “downsizing”. Though people
grudgingly accept that firms are entitled to [reeze wages and
fire workers when times are hard, they cavil at this behaviour
when profits are high. In America real wages have been falling
in spite of rising profits. And there was an outcry at the begin-
ning of this year when AT&:T, one of the world’s most successful
companies, said it would sack a further 40,000 workers.

It is not just the man in the dole queue who says this is
wrong. In Congress last month Bill Clinton asked American
firms to put “long-term prosperity ahead of short-term gain”
and to share the fruits of increased productivity with their
workers. In The New York Tintes Robert Reich, his labour sec-
retary, has accused corporations of abandoning their respon-
sibility 10 communities and employees. A similar idea lurks
behind Mr Blair's advocacy of a (still undefined) “stakeholder
<0c1ety .Atleast one American senator now wants firms to sub-
mit, in parallel with their financial accounts, a formal account
of the way in which they are treating the enilronment their
employees and their community.

The other reason for the unpopularity of big companies is
globalisation. As barriers to trade and investment fall, corpora-
tions are accused of shopping cynically around the world for
the cheapest workers and the laxest tax, labour and environ-
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mental regimes. Mr Reich says global elec-
tronic capitalism has destroyed the “gentle-
manly” investment system under which
America’s industrial leaders once took care to
balance the interests of shareholders, employ-
ees and the public at large. He proposes a tax
penaltyon firms that fail in their responsibility
to maintain jobs and neighbourhoods.

This particular idea is astonishing. Mr
Reich seeks, in effect, to punish firms that in-
vest in technology rather than workers. It
would be hard to think of a better way to make
American workers less productive, and to make American
companies less able to compete in the world economy. Com-
pared to that, Mr Clinton’s plea to firms to share productivity
gains with their workers may sound like simple common
sense, perhaps even simple decency. It is neither.

If a Airm invests in machines and lays off some workers,
where is the case for paying more to the workers who retain
their jobs? If anybody has a case for “compensation”, it is the
workers who have been sacked. The ones who remain need not
be working any harder; indeed, their jobs may now be easier.
In a sense, they are already privileged. Also, of course, sharing
out productivity gains within the firm discourages new em-
ployment. Altogether, it is 2 way of making the winners even
better off and the losers even worse off.

A broader point is that the shares of profits and wages in
GDF over long runs of years are surprisingly stable. This sug-
gests that raising economy-wide productivity is the surest way
to raise wages, and the surest way to raise productivity is to
invest. Anything that discourages investment makes societies
worse off. Mr Reich complains that, in a global economy,
American profits are just as likely to be invested abroad as at
home. But the fraction invested abroad is still small. Nor is it
the case that American firms building factories overseas are do-
ing so chiefly in search of cheaper labour. They are more often
motivated by the need to be closer to growing markets.

On closer inspection, in other words, there is nothing newly
irresponsible about the behaviour of American firms. If any-
thing, bosses have got themselves into hot water by discharging
their chief responsibility—running the firm as profitably as
possible—rather better than they used to. The real reason for the
new questioning of their responsibilities is that politicians
sniff a wonderful opportunity for buck-passing.

If politicians felt strongly enough about low pay, down-
sizing or foreign investment, they could reach for direct reme-
dies. But most have the sense to see that such remedies—na-
tional pay policy? guaranteed jobs for life? protectionism?—
would inflict great economic damage. How much simpler to
make it the duty of firms to provide the good things that govern-
ments can no longer provide, such as rising incomes, job secu- 13
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rity, and stable and prosperous neighbourhoods.

To the obvious objection—that a firm encumbered with
these additional duties is liable to fail in its primary one of
efficient wealth creation—advocates of stakeholder capitalism
have a stock reply. Look, they say, at the successful versions of
capitalism, in Japan and much of continental Europe, in
which companies already take on much wider social respon-
sibilities: these economies have often performed better than
their Anglo-Saxon counterparts.

The difficulty is that, for the moment at least, this is no
longer true. It was fashionable to admire these other capital-
isms in the [980s, when their economies were up and Ameri-
ca's was down. Now matters have reversed themselves. This
may prove nothing except that all economies are subject to the
economic cycle, no matter how they interpret the duties of their
firms. But it is a peculiar moment for the English-speaking
world to envy the arrangements of Japan and Germany.

Recent events have highlighted the inflexibility of such
economies (see pages 21 to 25). Germany’s biggest industrial
company, Daimler-Benz, has just notched up the biggest peace-
time loss in the country’s history, and is now trying hard to put
profit first. Japan's policy of lifetime employment, always less

comprehensive than portrayed, iseroding fast. In fact there was
a lot wrong with these stakeholder economies even in the early
1980s: Germany’s was inflexible and short on creativity; Ja-
pan’s suffered from high underemployment and a tendency to
be pro-producer and anti-consumer in all sorts of ways.

The real scandal

Point-scoring comparisons of the different versions of capital-
ism create caricatures. Only an agitator or an academic could
seriously claim that big American and British corporations are
fixated exclusively on maximising returns for their sharehold-
ers; and even if they were, they would still see the point in pay-
ing to have a motivated and loyal workforce.

Arguably, bosses should be more like that caricature. A lot
of managers in Anglo-Saxon firms have become detached from
the interests of their increasingly dispersed shareholders, most
of whom are ordinary citizens, not cigar-puffing plutocrats.
These managers are insufficiently accountable to anybody in
particular. That is why the next surprising thing you will hear is
a lot of bosses enthusiastically embracing the language of
stakeholding. And itis why everybody else's interest is to insist,
however unfashionably, on shareholder value.
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Unhappy families

Despite being suddenly champ.ioned by the Democrats in America and the La-
bour Party in Britain, stakeholder capitalism in both Germany and Japan is

facing a crop of troubles of its own

HAT goes under the name of capital-
ism varies a lot from country to coun-
try, even among rich economies. A big dif-
ference is in attitudes to public companies;
in particular, in views about their duties
and responsibilities beyond their obvious
objective of producing goods or services. In
America and Britain, a public company has
traditionally had one overriding goal: to
maximise returns to shareholders. In Japan
and much of continental Europe, in con-
trast, firms often accept broader obligations
that balance the interests of sharehalders
against those of other “stakeholders”, nota-
bly employcees, butincluding also suppliers,
customers and the wider “community”.
The models of what are popularly
known as shareholder and stakeholder cap-
italism are each something of a caricature;
but the caricature is not wildly misleading.
It has become fashionable to set them
against one another in a sort of capitalist
beauty contest. In America and Britain,
many voices now assert that stakeholder
capitalism is the more attractive. President
Clinton and the Labour Parly leader, Tony
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Blair, have both called on companies to be-
have with greater social responsibility, Mr
Blairexplicitly adopting the stakeholder tag.
Robert Reich, the American labour secre-
tary, who has written admiringly of German
and Japanese capitalism, recently suggested
that firms which failed in their responsibil-
ity to maintain jobs should pay extra taxes.

In Britain, some businessmen have
jumped on to the bandwagon. A report on
“Tomorrow's Company”, published by the
Royal Society for the Arts in 1995 and spon-
sored by firms such as Cadbury Schweppes,
Guinness, Midland Electricity, Unipartand
NatWest, asseried that “those companies
which will sustain competitive success in
the future are those which focus less exclu-
sively on shareholders and financial mea-
sures of performance—and instead include
all their stakeholder relationships .. . in the
way they think and talk about their purpose
and performance.”

The oddity of such talk now is that, after
two decades of relative underperformance,
the American and British economies have
for the past decade performed as well as or

better than those of Japan and continental
Europe. Moreover, the stakeholder version
of capitalism that these evangelists seek so
fervently to propagate has itself come under
unprecedented strain.

Model economies

Several things differentiate stakeholder
from shareholder capitalism. One is near
lifetime employment, at least for a signifi-
cant number of “core” workers. In Ger-
many, the leading example of continental
Europe’s brand of stakeholder capitalism,
this is mainly a matter of convention, al-
though employment law also makes laying
off workers harder than in America or Brit-
ain. For large redundancies, companies
must adopt “social plans” to cushion the
blow, as well as consulting works councils,
which represent employees. Sometimes
companies are forced to choose whom they
sack on the basis of age and family situation
rather than competence.

Employees also participate directly in
German company management. They are
represented by law on “supervisory” boards
(which oversee lower-tier management
boards)ofall big public firms. In most firms
shareholder representatives hold the bal-
ance of power; though occasionally, as in
Volkswagen, a car maker in which the state
of Lower Saxony owns 16% of the shares, la-
bour representatives do. But even when
shareholders decide, the biggest are often
banks, insurers or other firms that have
broader interests in the firm (they may be
creditors or suppliers, for example); they
may not behave solely with shareholder in-
terests in mind.

In Japan, lifetime employment is more
formal even than in Germany. Following a
rigorous selection process, salarymen have
traditionally been guaranteed jobs for life.
The rest of the workforce (more than half of
it, including most women) is less fortunate,
likely to be on short-term contracts and at
risk of being laid off whenever the economy
slows.

Customers and suppliers of Japanese
firms are also ofien bound together into
broad groups of firms (the so-called
keiretsu) in a web of cross-shareholdings
that gives each firm some pull over all other
firms in the group. These shareholdings,
like those in Germany, have tended to be
maintained for years. Many German firms,
indeed, have a single long-term share-
holder. Although this is less often true of
Japanese firms, their largest five sharehold-
ers typically own a quarter of the equity,
compared with perhaps 40% in Germany—

but less than 10% in America or Britain. The 21
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dominantvoicein a German firm will often
be a bank’s; at the heart of every keiretsu,
there is also a bank, which owns shares in
each firm in the group. Such banks may be a
firm’s leading lenders too.

To their admirers such characteristics of
German and Japanese systems confer on
stakeholder capitalism big advantages over
shareholder capitalism. Guaranteeing jobs
for life gives employees a stronger incentive
to take the time and trouble to invest in ac-
quiring skills that are valuable within their
firm, but may have only limited value out-
side it. Workers with less job security have
more of an incentive to acquire only the
skills that increase their chances of lucrative
employment elsewhere. Including employ-
ces in a firm’s strategic decision-making, as
in Germany, is also said 1o foster a co-oper-
ative environment, and to ensure that when
difficult decisions such asjob cutshave to be
taken, they can be carried through with the
support of labour as well as capital.

Cross-sharehaldings like those in Japan
that bind customers and suppliers are also
said to encourage investment. They allow
better co-ordination of plans than would be
possible for stand-alone shareholder firms.
Such shareholdings are, moreover, regarded
as evidence of a long-term commitment be-
tween the parties, which enables each to
make investments that will pay off only af-
ter several years, confident that they will not
find that their customer or supplier has
gone elsewhere. And the ability to make
long-term investments, particularly in re-
search and development, is also said to be
enhanced by the combined role of banks as
both lenders and shareholders.

Moreover, the commitment of share-
holders, and particularly banks, 10 a irm
gives them a strong incentive to sort out
problems as they arise, rather than, as in
Britain or America, just selling their shares
or accepting hostile takeovers, which are as
rare as unicorns in Japan or Germany. The
long-termism of banks is also claimed to
make them a more reliable source of finance
than equity for small and medium-sized
firms, which in stakeholder mythology are
the most dynamic and innovative actors in
an economys; such fitms are more common
in Germany, notably, than they are in
America and Britain.

Capitalism versus capitalism

If believers in the benefits of stakeholder
capitalism were right, you might expect its
superiority over shareholder capitalism to
be reflected in better economic perfor-
mance. Yet a close look at the evidence sug-
gests that it is not.

At first sight, admirers of stakeholding
have an invincible case. The stakeholder
models in Germany and Japan emerged
during post-war reconstruction. Over the
past 40 years, the average annual growth

22 rate of GoP per head has been 3.0% in Ger-
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many and 5.5% in }Japan, well above Brit-
ain’s 2.0% and America’s 1.7%. Measured in
dollars and at market exchange rates, GDP
per head in 1994 was $36,732 in Japan,
$25,512 in America, $25,133 in Germany,
and only $17,465 in Britain.

These broadbrush numbers mask some
big changes, however. Taking only the past
30 years, growth of Japanese Gpp per head
was still sprightly, averaging 4% a year, but
the other countries have converged some-
what: Germany 2.4%, and America and
Britain 1.9% each. Over the past decade, the
rates have been closer still: Japan averages
2.5%, America 2.2%, Britain 2.0% and Ger-
many 1.9%. In 1995, America’s GDP per head
grew by an estimated 3.3%, Britain's by 2.6%,
Germany’s by 2.1% and Japan’s by 0.5%—al-
though these differences owe a lot to Japan
and Germany having gone into and come
out of recession later.

Other data are more intriguing still (see
charts). Stakeholding is supposed to pro-
duce higher investment, Japan has consis-
tently invested a bigger proportion of its
GDP than anywhere else, above 20% since
1960. Between 1960 and 1973, America and
Britain lagged behind Germany as well.
Since then, however, the differences among
these three countries have been tiny com-
pared with the gap between all three and Ja-
pan. In the 1980s, Britain invested more of
its Gpp than any country bar japan, with
America a close third, though German in-
vestment has since risen again,

According to Britain’s National Insti-
tute of Economic and Social Research, man-
ufacturing productivity is highest in Amer-
ica. In 1979, German productivity came
next; by 1993, productivity in Japan had sur-
passed it. And whereas in 1979 manufact-
uring productivity in Britain was half that
of America, two-thirds of Germany's and
three-quarters of Japan’s, in 1993 it was over
90% of that in Germany and was closing the
gap with America and Japan. Between 1960
and 1973, average annual growth of manu-
facturing productivity was 9.6% in Japan,
5.7%in Germany, 4.1% in Britainand 3.3% in

America; between 1979 and 1994, it was 4.2%
in Japan, 4.0% in Britain, 2.5% in America
and only 2.2% in Germany.

As for research and development, in
1993 America came within a whisker of in-
vesting as big a proportion of GpP in R&D
as Japan. Both had raised r&D spending
significantly over the previous decade;
whereas, as a share of Gpp, it had fallen in
Germany. Although British spending on
r&D still lags behind Germany’s, the gap is
smaller than it was.

A crunch test of stakeholder capitalism
ought to be its effect on employment. As re-
cently as 1981, the stakeholder model
seemed clearly superior. Japan had an un-
employment rate of only 2.2% and Ger-
many 4.5%, compared with 7.6% in America
and 8.3% in Britain. Japan stills scores well,
with an unemployment rate of 3.1% at the
end of 1995—although, as discussed below,
this looks less good on closer inspection.
However, America (5.6%) and Britain
{8.0%), now both outperform Germany
(9.9%). True, Germany has had to accommo-
date millions of workers from the east fol-
lowing unification; but even in western
Germany unemployment is now higher
than in America or Britain.

The overall impression from these fig-
ures is that the stakeholder economies, most
notably Japan, certainly outperformed the
shareholder ones in the first few decades af-
ter the war; but that the gap has narrowed
significantly in the past 20 years or so. And
in the past decade, the shareholder models
have shown some signs of overtaking the
stakeholder ones.

This prompts several questions. Is the
stakeholder magic wearing off? Certainly,
the outperformance of Japan and Germany
ended long before the recent recession. Is
stakeholding effective only in periods of
rapid growth, such as Japan and Germany
enjoyed afier the war—and does it crack
when put under macroeconomic pressure?
Did the superior performance of these econ-
omies actually stem from factors that had
nothing to do with stakeholding, such as a
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huge injection of fresh capital and new fac-
tories after the war, and a better-educated
workforce?

None of these questions is easily an-
swered. But there is one more significant
piece of evidence which suggests that the
stakeholding model may no longer be as al-
luting as its fans in America and Britain
claim:itis under serious attack at home.

Abad case of the Benz

In Geimany, the commitment to stake-
holder capitalism has been taking a beating
in recent years for two related reasons: Ger-
many’s high costs of production, caused
mainly by high labour costs and a strong p-
mark, and the pressure to internationalise
bath production and the raising of capital.
German companies have slashed their
workforces to cope with recession. Compe-
tition from abroad continues to discourage
employment within Genmany and encour-
age a build-up of production outside it.

For example, Daimler-Benz, Germany's
biggest industrial company, has shed
70,000 jobs (though its profitable car maker,
Mercedes, is now hiring again). Grundig, a
consumer electronics firm, has just an-
nounced 3,000 job losses. Deutsche
Telekom plans to lose 60,000 jobs to help
ready itself for privatisation. The German
employers’ federation thinks that, overall,
as many as 300,000 jobs have migrated
abroad in the past five years.

There is growing political pressure to
change employment law to make the Ger-
man labour market more flexible. German
firms are grumbling about the high social
costs that have helped to make employment
costs so high, notwithstanding German offi-
cial enthusiasm for the European Union’s
social chapter, which will spread those costs
to the rest of Europe. And it is dawning on
most firms that an increasingly global capi-
tal market may be more demanding than
traditional German capital suppliers. Com-
panies such as Daimler and veBa, an en-
ergy, telecoms and chemicals group, are ac-
tively promoting the virtues of shareholder
value. veEBA's chemicals arm has shed a
quarter of its workforce and sold or closed
two dozen divisions.

Daimler's decision o list its shares on
the New York Stock Exchange in 1993 was
significant. Part of the price for that was to
report its profits under accounting stan-
dards similar to America's. These have re-
vealed hefty losses that traditional German
accounts could largely have disguised, most
recently of pmé billion in 1995-—the biggest
peacetime loss ofany German firm. This has
¢reated pressure for dramatic changes to
boost efficiency. The firm has abandoned
its palicy of diversifying into everything.
Jirgen Schrempp, its chairman, has said
that “profitability must take precedence
over revenues”; to prove it he recently
pulled the plug on Fokker, Daimler’s loss-
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making aircraft subsidiary in Holland.

The German pattern of single dominant
shareholders is also changing. Deutsche
Bank has allowed its holding in Daimler to
fall to 25%. Commerzbank has sold some of
its long-term shareholdings. All German in-
vestors are now obliged to reveal details of
shareholdings bigger than 5% ina company;
transparency can encourage divestment,

In Japan as well the stakeholder model
has come under pressure. Some keiretsu
may have begun tounravel; under financial
pressure, some partners have recently
started to sell their cross-shareholdings.
And the lifetime employment of core work-
ers is increasingly under threat. Firms have
started to export jobs abroad in response 1o
the strong yen and to fears of protectionist
measures against goods made in Japan. A
survey in 1994 for the Nihon Keizai
Shimbun, Japan's leading business daily,
revealed that 59% of manufacturers in-
tended to increase overseas production. The
Nomura Research Institute predicts that, by
1998, almaost 40% of the production of Ja-
pan’s five major electronics groups will be
offshore.

Advocates of shareholder capitalism
have also risen up in Japan. Some Japanese
companies, led by the Mitsubishi Corpora-
tion, its biggest general trading company,
are switching their focus to return on equity
to bolster financial discipline, This will be-
COME MOre COMMON as pressures grow on
the pension system, which has until now ac-
cepted low returns on shares in Japanese
firms. The ageing of the Japanese popula-
tion is likely to create a huge demand for
cash from the pension system, which will be
forthcoming only if firms pay higher divi-
dends. A recent attempt by Japanese insur-
ers to lower payouts 10 pension funds was
met with a threat to shift pension money to
foreign fund managers.

Japanese companies are
still bending over backwards
to protect [ifetime employ-
ment, however. The first peo-
ple to bear the brunt of hard
times are always women and
pari-timers, and potential re-
cruits, The graduate unem-
ployment rate, which has
risen from 6% in 1992 to 14%
last year, is one of the highest
in the oecD. But many firms
are beginning 1o get tougher
on lifetime employees.

For example, NTT, Japan’s
telecoms giant, announced in
November plans to shed
45,000 jobs, a quarter of its
workforce. Nissan, a car
maker, is to lay off 7,000 work-
ers. Many firms are moving
staff to parts of the business, or
to affiliates, where they have

has said that 70% of its growth in profits this
year will come fiom such shifts. It is now
possible to find male managers serving cof-
fee in Airms such as Honda, in place of the
usual office ladies.

Above all, Japanese firms are redefining
“lifetime employment”, pointing out that it
applied only toa proportion of workers and
whittling down that proportion as much as
they can. Japanese banks have introduced a
system of “up or out™: those who do not
make the grade by the age of 40 are sent to
run local banks. Toyota has moved some 50-
year-old managers from supervisory jobs to
“individual work”. More desperate firms
are introducing “voluntary” early retire-
ment,

Official Japanese unemployment is ris-
ing, if slowly. Some big companies are get-
ting tougher with their subcontractors. A
government survey of nearly 1,250 subcon-
tractors found that more than two-thirds
had been pressed to cut their prices. (The
Japanese have a name for the trend:
shitauke ijime, or “subcontractor bully-
ing”.} Small and medium-sized businesses
shed nearly 2m jobs in 1989-94, with many
businesses going under. There is a growing
belief in the country that the shake-out of
jobs has barely begun. If the definition of
unemployment were expanded 1o include
those willing to work but not actively look-
ing for ajob, the rate might rise immediately
to 9%—and it looks like going higher still.

The changes in German and Japanese
economic performance, together with the
switch of emphasis towards shareholder
value that many of their firms have made,
should give pause for thought to Anglo-
American advocates of stakeholder capital-
ism. 1t would be deliciously, if sadly, ironic,
were Britain and America to shifi towards a
model just as it was about to be abandoned
by its inventors.

less job security. Nippon Steel
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Schrempp cocktail

BERLIN

<< DOER, not a thinker. A power

player, not a philosopher.” Such
is the rhetoric with which the German
press has greeted the imminent change of
command at Daimler-Benz, Germany's
biggest industrial firm. On May 24th
Edzard “the thinker” Reuter will retire as
chairman; Jurgen “the doer” Schrempp,
foruier boss of Daimler's aerospace sub-
sidiary, will take over.

Mr Schrempp does not discourage the
impression that he is the antithesis of Mr
Reuter, who in the past decade has spent
an estimated DM9 billion (36.2 billion)
transforming Daimler from a car manu-
facturer into an “integrated technology
concern” that includes Europe’s biggest
aerospace company and a clutch of other
businesses from software to train build-
ing. The change was disastrous for
Daimler’'s profits. Daimler-Benz
Acrospace and Ak G, the two pillars
of the thinkers diversification,
have made combined net losses of
DM3billion in the past three years.
Mercedes-Benz accounted lor two-
thirds of the group’s sales last year
but nearly all of its profits.

Mr Schrempp is vowing to
bury Mr Reuter's vision and make
Daimler “the most prohtable en-
terprise in Germany.” Operations
that fail to meet his profit target—
said to be a retuin of 12% on capi-
tal—-will be dumped. The holding
company, which oversees Daim-
ler's four subsidiaries, will have to
meet equally tough criteria.

But Mr Reuter deserves some credit
for the company’s current course and Mr
Schrempp some blame for its past mis-
takes. Mr Reuter, afterall, broke a German
taboo by listing Daimler’s shares in New
York last vear, exposing the company to
the demanding scrutiny of American
shareholders. Meanwhile. as boss of the
aerospace group, Mr Schrempp was in-
volved in the dubious acquisition in 1993
of Fokker, a money-losing Dutch aircraft
maker. And although he trimmed 12% of
its workforce last year and closed six
plants, the acrospace group may still lose
money this year.

Indeed, since he learned last summer
that he would get the top job, Mr
Schrempp seems 1o have stepped up the
pace of restructuring throughout the

In perspective
Daimler-Benz’s net profit/loss, DM bn
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whole group. The recent decision to
merge AEG's undersized rail business
with that of ABe Asea Brown Boveri, at a
cost to Daimler of $900m, bears his fin-
gerprints. He is seeking pariners for big
chunks of the aerospace operation, in-
cluding Fokker, Dornier (which makes
turboprop planes) and MTU, an
engine maker. In essence, Daimler
is swapping its big stakes in bad
businesses for smaller stakes in
better businesses.

That will leave Mercedes as
one of the few profitable firms that
Daimler actually manages. its
boss, Helmut Werner, has boosted
productivity and chopped model
cycles from 11 years to eight. He is
disappointed not to win the chair-
manship, and may want a long
lead from his new boss. But Mr
Schrempp is not one to lutk in the
background. If asset sales leave
him with little else to do, the temp-
tation to meddle in Mercedes may
be overwhelming.
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Daimler stalls

BERLIN

F FRENCH capitalism is in a state of

shock, so are those who thought that
German industry had emerged from re-
cession fitter than ever. The country’s big-
gest industrial group, Daimler-Benz, had
probably hoped that june would be re-
membered for the novel oval headlights
on the newly launched car of its
Mercedes-Benz subsidiary. Inslead it will
be remembered for Daimler’s announce-
ment, on June 28th, that it will this year
report its first post-war loss. Its share-
price immediately fell by 7%.

Daimler had said in April that the
strong p-mark would hurt results, espe-
cially at its aerospace business, which
earns most of its revenues in dollars. It is
also complaining, with increasing shrill-
ness, about the stubbornness of the 16
Metall trade union, which recently won a
pay increase of nearly 4% and a reduction
in the working week to 35 hours. The
union has refused to consider Mercedes’s
proposal that Saturday be restored as a
normal working day. “I'm not sure they
undersiand the competitive situation,”
moans one Mercedes board member.

Daiinler has just started up new pro-
duction in lower-cost countries; now it
plans for the first time to shift abroad pro-
duction that is being done 1n Germany. It
is planning charges of “well over DM1
billion" ($720m) this year to cover the cost
of job losses and other restructuring.

However, the announcement is most
interesting because Daimler need not
have made it. Standard procedure in Ger-
many is to wash away losses by selling as-
sets or releasing hidden reserves. Daimler
took DM4.6 billion of restructuring
charges in 1993 and 1994, in a far worse
economic environment, without report-
ing a loss under German accounting stan-
dards. So why this time?

Part of the answer is that the German
firm, whose shares were recently listed on
the New York Stock Exchange, is simply

becoming more candid: it is recognising
its currency-related losses rather than cov-
ering them up. But the loss warning also
sends a clear message from Jirgen
Schrempp, who became Daimlers bossin
May, that he is ready for drastic measures.
His audience includes not just unions
but also his managers (Mr Schrempp has
already said he will cut 200 people from
the firm's head office) and the country’s
politicians, who are not subsidising the
aerospace industry as much as Daimler
wants. On the same day that Daimler
made its spine-chilling announcement, a
committee in Germany’s parliament ap-
proved financing for the Eurofighter pro-
ject, in which Daimler has a big stake.
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RECkless pursuits

EKE the power they supply, Britain’s 12
regional efectricity companies (RECS)
are unremarkable most of the time, but
they have the capacity to deliver an occa-
sional shock. The handful of firms now
considering buying a Rec should handle
them with caution.

Takeover speculation hotted up once
again on July &th, after Stephen
Littlechild, Britain’s electricity regulator,
announced a new price regime for elec-
tricity distribution. Distribution accounts
for around 90% of the recs’ profits. The
price controls are tighter than before, but
not enough to deter predators.

On July 13th Southern Electric Inter-
national, a subsidiary of Southern Com-
pany, an American power firm based in
Georgia, made a hostile £1 billion ($1.6
billion) bid for South Western Electricity,
a REC. As The Economist went to press,
Trafalagar House, a British conglomerate,
was expected to revive its bid for North-
ern Electric (its £1.2 billion hostile bid
lapsed in March, after Mr Littlechild un-
expectedly said he would revise his price
controls). There is talk of Hanson, an-
other British conglomerate, making a bid;
and even of a merger between two RECS.

RECs have clear attractions for preda-
tors. They have a stable cash-flow and

minimal debt (their average debto-eq-
uity ratio is 15%). Only six years ago, RECS
were part of an inefficient state-owned
electricity monopoly. Since privatisation
in 1990, ReCs have on average shed over
13% of their workforce, but the chances are
that a company such as Hanson could
find more fatto cut.

The problem with buying a rEC is
likely to come on the revenue side. Brit-
ain’s electricity market is becoming more
competitive. industrial consumers have
recently been allowed to choose between
competing electricity suppliers. From
1998 domestic customers will be able to
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shop around too. But the bigger threat to
prices is regulation.

Mr Littlechild once had a reputation
as a hands-off regulator. He pioneered
Britain's “rpi-minus-x" style of regula-
tion under which prices are fixed every
five years, allowing companies o reap the
benefits of efficiency gains in the inter-
vening period. But in March he shattered
his image by deciding 1o tighten regula-
tion only months after his previous price
review. He had been shocked by the
embarrassingly generous terms of
Northern's defence against the bid from
Trafalgar. Mr Litlechild may be refuctant
to intervene yet again—unless another de-
ferice package by a rec shows that he has
still been too lenient. But he may none-
theless insist that, if two RECS merge, any
efficiency gains are passed on to custom
ers rather than shareholders.

A bigger regulatory nisk than M
Littlechild's ego is the Labour Party. Judg
ing by the polls, Labour is likely towin th
next election {which must take place b
May 1997). Labour has recently threatene:
a “windfall tax” on privatised utilities;
has also talked about redistributing cas
to customers if profits exceed a certa:
level. This week, Southern Electric Intc
national’s American bosses expressc
their admiration for Britain’s hands-
style of regulation. They may have spok:
a little too socon.

and their experien~~ with Volkswagen (vw)
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Changing Values

Satisfying Shareholders
Isa Hot New Concept

AtSomeGermanFirms
Veba AG FEI—I—;EY—?;;CS Strategy

By Closing Weak Units,
Laving Off Thousands

An Attack on ‘Corporatism’

By Grrc STEINMETZ
Staff Reporter of THE WALL STREET JOURNAL

Ulrich Hartmann, the chief executive of
industrial giant Veba AG, is doing some-
thing unheard of in Germany: He's worry-
ing about shareholder value.

He has laid off thousands of workers,
fired longtime managers and closed divi-
sions that date back to Veba's begin-
nings — all in the name of investors. "*Our
commitment,” he said in last year's an-
nual report, *'is to create value for you, our
shareholders.””

The developments at Veba, Germany's
fourth-largest company in revenue terins,
underscore a trend
catlching hold in
German board-
rooms. Mr. Hart
mann believes the
trend will pick up in
Germany if only, he
says, because the
pursuit of share-
holder value is in
everyone's interest.

“'Satisfying  the
shareholders is the
best way to make
sure that other
stakeholders are
served as well,” he says. "It does no good
when all the jobs are at sick companies.”

But the German public — used {o a
fabled “"German model” of management
that advocales describe as “sapitalism -
with a human face” — remains deeply su-
spicious of the alternative way of doing
husiness. A number of people are left
behind,” says Norber{ Wieczorek, a mem-
ber of Germany's lower house of parlia-
ment and an economic expert with the
oppesition  Social Democratic  Party.
" That's not the way for Germany.”

Mr. Hartmann is one of a new breed of
German managers who are enthusiasti-
cally embracing the shareholder-value
concept. Others are Juergen Dormann at
Hoechst AG and Juergen Schrempp at
Daimler-Benz AG. During a recent inter-

view, a secretary interrupted the conver-
sation to notify Mr. Schrempp of Daimler's
opening stock price. **A year ago, no one in
the company knew what the stock price
was,’” he says. Now, he adds, the company
keeps stockholders in mind with every-
thing it does.

Ulrich Hartmann

priving companies to change are ever-
growing capital requirements. Unable to
raise enough money in Germany, compa-
nies are turning to foreigners. Nearly half
the shares of drug companies Hoechst,
Bayer AG and Schering AG are owned by
non-Germans, who want more than just a
dividend check. "“There is no German or
French or American capital market any-
more,” says Veba's Mr. Hartmann. “Itisa
global capital market, and we all have to
play by the same rules.”

In addition, supporiers of shareholder
value describe the traditional German ap-
proach to business as “‘corporatism’ and
say it fosters stagnation and loss of oppor-
tunity. They blame it {or Germany's slug-
gish growth and for the highest number of
Germans out of work since World War 1I.
Economists say more emphasis on profits
might bring job loss in the short term, but
produce more jobs over time.

If the Veba example spreads, it could
radically alter the way business is done in
Germany, the world's third-largest econ-
omy. The result would include leaner,
more powerful companies that would be
tougher foes for U.S. rivals.

Deciding What's Best

The loser, however, would be the Ger-
man model of business, where executives,
banks and labor decide behind closed
doors what is best for a company. Presi-
dent Clinton and British Labor Party
leader Tony Blair praise the system be-
cause it puts the interests of workers, the
communily and other "‘stakeholders’ on a
par with those of shareholders.

Ellen Schneider-Lenne, a management
board member of Deulsche Bank, says the
emphasis on shareholder value must be
viewed critically. She talks about corpo-
rate raiders who ‘squeeze companies
dry”" and show no regard for workers.
Minority shareholders, such as pension
funds, are part of the problem, she says,
because they sell to the highest bidder.

Deutsche Bank has found itselfl on
the defensive because shareholder-rights
groups cite German banks as the No. 1
obstacle to their cause. Banks can — and
do — own stock in German firms, and
vften are the largest shareholders in com-
panies to which they lend. Because of their
conflicting roles, they lose sight of share-
holder interests, contends Wuerzburg Uni-
versity Prof. Ekkerhardt Wenger, Ger-
many's leading shareholder-rights activ-
ist. He was once tossed out of a Deutsche
Bank annual meeting after refusing to be
silent. "The German system is a cartel
with the! banks protecting management
from market pressures,’” he says.

Another hurdle is German fabor. In a
practice known as codelermination, labor
representatives sit on German boards, and
worker groups have a strong voice in
personnel matters. Unions eye the share-
holder-value movement with suspicion.
“Companies obvicusly have to earn
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noney,” says Michael Denecke of 1G Che-
nie, the wunion represenling German
‘hemical workers. “'But profits shouldn't
»e the only measurement. A company also
1as obligations to society.”

And some German executives openjy
‘ear shareholders. SAP AG, a successful
software firm, recently adopted antita-
{eover measures. "Our company would
1ever have achieved its present position if
t were guided by outside interests,” says
Chiel Executive Dietmar Hopp.

Over the years, Veba has strayed from
‘radition. The onetime Prussian utility
nonopoly still produces power, but it also
osuilds shopping malls, runs a cable-televi-
sion system and is the counlry's biggest
sperator of gasoline stations. With 68 bil-
tion marks (345.99 billion) in revenue last
year, Dusseldori-based Veba is larger
than DuPont Co. or Chevron Corp.

The company's stock price has doubled
since 1991, consistently outpacing the Ger-
man market. Beneficiaries have been in-
lernational investors. Some 43% of Veba's
shares are in foreign hands. Daimler-Benz
lists its stock in the U.S., but only 88
American mutual funds hold Daimler
shares, compared with 295 Veba owners.
FMR Corp.’s Fidelity Investments unit is
Veba's largest U.S. investor, according to
Morningstar Inc.

Sharehelder Uprising

Under Baron Rudolf von Bennigsen,
who lorded over Veba for nearly 20 years,
shareholder communications meant let-
ting individuals blow off steam at annual
meetings. But after the baron's death in
19389 from a lung infection, successor Klaus
Piltz faced a shareholder uprising.

There was cause for management con-
cern. Veba, unlike most other German
companies, didn’t have big shareholders to
shield it against hostile-takeover (hreats.
When the government privatized Veba in
1959, it allowed only small retail investors
to own the company’'s stock.

That shareholder structure made it
easy for foreign investors to snap up large
positions in the company. When the iron-
willed baron died, they wanted a return on
their investment.

The declaration of war came in the
form of a 115-page report by the British
brokerage firm S.G. Warburg. The May
1991 report said Veba was worth twice its
market capitalization, and was easily the
most undervalued company in Germany.
Warburg warned that the company was
“'vulnerable” to a takeover if it didn't act to
boost its stock price.

Nicolaus-Juergen Weickart, a Frank-
furt lawyer who has taken part in Ger-
many’s few bul bruising lakeover battles,
seized on the message. He warned the
coinpany that foreign shareholders might
sell if Veba ignored their demands. That,
in turn, would depress the stock price and
make the company more vulnerable to an
outsider amassing a big stake. Mr. Weick-
art declined to comment for this article.

All n the Famlily

Paying close altention was Veba's Mr.
Hartmann. An easygoing executive with a
passion for modern art, Mr. Hartmann, 58§
years old, had practically grown up at
Veba, His father, Alfred, served as a top
official at the Ministry of Finance, where
he was the baron’s boss, and later served
on Veba's management board. Ulrich
joined Veba following his father's death
and served as chief financial officer during
the time of Mr. Weickart's allack.

“'We look Weickart very seriously,”
Mr. Hartmann says. “We agreed with the
critics that there had to be changes.”

Mr. Piltz began to address some of
the concerns, but died in an avalanche ina
1993 skiing trip in the Alps at the age of 57,
Mr. Hartmann took on the chief execu-
tive’s job. Aided by Chief Financial Officer
Kurt Lauk and a team from Boston Con-
sulting Group of the U.S., he carried on
Mr. Piltz's agenda.

In one of this {irst acts, Mr. [{artmann
updated investor-relations efforts. Share-
holders nof only had someone to talk to
when they called Veba, but they also got
more information than they ever received
from any German company. Mr. Hart
mann made personal visits to shareholders
in the U.S., Canada and London.

The company’s annual report began to
give more financial details. In the area of
accounting, Veba became one of the first
German companies to report earnings ac-
cording to methods requested by security
analysts. Some managers feared it re-
vealed too much to compelitors and em-

ployees, but Mr. Hartmann argued there
was no other way. )
Veba also made sure it could gauge its
performance. “'It’s one thing fo talk abput
shareholder value, but it’s another thing
when you establish internal systems to
measure i, Mr. Lauk says.

Closing Businesses

Operations that failed to measure up
would be fixed, sold or closed. Two years
ago Veba's Raab Karcher division,
founded in 1848 as coal trader, got out of
the coal-trading business.

The most significant shake-up came at
Veba's chemicals operation, Huels, a con-
sistent money loser in need of a complete
overhaul. A new, aggressive management
team slashed the work force by 1_2,000
employees, closed its tire-rubber business
and sold its synthelic-rubber operation.
The unions grumbled, but — because they
were part of the decision-making process—
went along with the changes, recogmzing
the predicament at Huels, _ .

The changes at Veba have since [iltered
down to the bottom line. Qwing (o a sharp
rebound at Huels, Veba's profil rose 40%
last year to two billion marks. _

How quickly other German companies
follow Veba's lead is another guestion.
Christian Strenger runs DWS, Germe}ny's
largest mutual-fund company, and is an
outspoken critic of German corporations.
He believes German companies have a few
years to go belore they cafch up to U.S.
firms in terms of improving shareholder
value. But he notes that Gerinan compa-
nies all but refused o talk to him until a
few years ago. Now they call him.
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MINISTRY OF ENERGY AND ELLECTRITFICATION OF UKRAINE

EXECUTIVE ORDER
28.07.95 Kiev No. 134

On creation of State
Joint-Stock Power Supplying
Company ‘Ternopilenergo’

According to the President Edict, dated the 4th of April 1995, No 282,795 “On
restructuring of Power Sector of Ukraine”, and to the execulive order No.75 of Ministry of
Economy, daled 14.06.95, “On editing lists of enterprises subject to corporatization and
terms of its implementation” and Lo the Ministry of Energy executive order No.106, dated
15.06 95 Corporatization Commission of Ternopil Regional Enterprise of Electric Grid(PES)
submitted to the Minenergo Report on evaluation of Ternopil PES jproperty state on 01.06 95
and Charler Draft of State Joint-Stock Power Supplying Company “Ternopiloblenergo”,

I ORDER:
i. To adopt the Report on evaluation of Ternopil Regional Enterprise of Electric
Grid(PES).
2. To create State Joint-Stock Power Supplying Company “Ternopiloblenergo”
on the basis of Ternopil Regional Enlerprise of Electric Grid and to approve its
Charter.
3. To appoint Mr. Maladyka Grigoriy Vasilyovich the Head of the Board -

Direclor of State Joint-Stock Power Supplying Company “Terrnopiloblenergo”
according to the Contract No.553, dated 13.07.93

4. To Mr. Maladyka G.V. to make state registration of State Joint-Stock Power
Supplying Company “Ternopiloblenergo”.

3. To consider State Joint-Stock Power Supplying Company “Ternopiloblenergo”
as a Legal Successor of Ternopil Regional Enterprise of Electric Grid.

6. To the Corporatization Commission of Ternopil Regional Enterprise of
Electric Grid to develop and submit to the Ministry Shares distribution plan for the
State Joint-Slock Power Supplying Company “Ternopiloblenergo”. This plan should
{oresee that 100% of the shares should belong to the State. The Commission shall stop
ils activity from the moment of state registration of the Company.

7. The conlrol upon the execution of this order shall be put on the Department
of organisation structure and property forms (Mr.Zavgorodnii)

Minister ) Sheberstov O.M.
(Signature)
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CERTIFICATE
OF
SECURITIES ISSUE REGISTRATION

The Ministry of Finance certifies that the
issue of the shares being accomplished by the
State Joint-Stock Power Supplying Company
“TERNOPILOBLENERGO”
for the amount of One Trillion Five Hundred Twenty Seven Billion Two
Hundred Four Million krb.

Including :
One Million Five Hundred Twenty Seven Thousand Two Four of Simple
Registered Shares
At value of: One Million krb.
For the amount of: One Trillion Five Hundred Twenty Seven Billion
Two Hundred Four Million krb.
Is inserted into Securities Issue Register
Registration No. 454 /1 /95
Date of issue: 30 October 1995

The Head of the Department of
Securities and Credit Funds Relations A.V . Litvin

//e



CERTIFICATE No.00130725
OF
THE STATE REGISTRATION OF
THE BUSINESS ACTIVITY ENTITY

State Joint-Stock Power Supplying Company
“TERNOPILOBLENERGO"”

Ternopil, Energetichna Str.2
(Address)

Issued by : Ternopil City Rada Executive Committee

State Registration Body
Executive Officer: Ya. Savkiv, interim Chief of Economic Department

(Signature) Stamp

10 August 1995
Issue date

New address information:
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Section V. Placing of shares belonging to the Open Joint-Stock Company
which was created on the basis of the state enterprise and put to the G
group according to the State Privatisation Program.

Total number of the shares which belong to the state - 1527204
Total nominal value - 1527204000 000 KBV.
Nominal value of the share - 1000 000 KBV.

Open Joint-Stock Company ““ Ternopiloblenergo”

Way of shares Placing Shares Statutory
Placing Term Fund Share, %
Beginning End Number Value

of shares | in KBV,000

Beneficiary Sale of

the Shares: tst 2nd
s To Company quarter quarter
Employees: 1996 1996
M {or privatisation 100500 100500000 6,58
vouchers 3,29
M for cash 2010 50250 50250000
(persons)

e To people who
has the right for
Beneficiary
purchase of the
shares according
to:

o Article 25 of the st 2nd
Law of Ukraine quarter quarter
“About 1996 1996
privatisation of
the property of
slate enterprises”:
W {or privatisation 420 21000 21000000 1,38
vouchers (persons) 10500 10500000 0,69
W f{or cash
»  Edict of the st st
President of quarter quarter
Ukraine 1996 1997
No.210,/93, of
15.06.93
M (or cash 208 76360 76360000 5.00
(persons)
2.Sale of the shares
to citizens of
Ukraine and . fst 2ud
commerciaf quarter quarter
mediators on 1996 1996

competition basis




1st 1268594 | 1268594000 83,06
W for privatisation quarter
vouchers
3. Shares belonging
to the State
Total 1527204 | 1527204000 100,0

N

121500 shares with total value 121 500 000 000 KBV. ( 7,96 % of Statutory Fund)

are to be sold to Ukrainian citizens and to commercial mediators

IHead of Department

Executive officer

O. Borodavko

V. Verina
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Section V. Placing of shares belonging to the Open Joint-Stock Company
which was created on the basis of the state enterprise and put to the G
group according to the State Privatisation Program.

Total number of the shares which belong to the state - 1527204

Total nominal value - 1527204000 000 KBV.
Nominal value of the share - 1000 000 KBV.

Open Joint-Stock Company “ Ternopiloblenergo”

Way of shares Placing Shares Statutory
Placing Term Fund Share, %
Beginning End Number Value
of shares | in KBV,000
Beneficiary Sale of
the Shares: st 2nd
e To Co[nl)any quarter quarter
Employees: 1996 1996
M {or privatisation 100500 100500000 6,58
vouchers 3,29
B (or cash 2010 50250 50250000
(persons)
*» To people who
has the right for
Beneficiary
purchase of the
shares according
to:
s Article 25 of the st 2nd
Law of Ukraine quarter quarter
“ About 1996 1996
privatisation of
the properly of
slate enterprises”:
® for privatisation 420 21000 21000000 1,38
vouchers (persons) 10500 10500000 0,69
B for cash
e Edict of the tst st
President of quarter quarter
Ukraine 1996 1997
No.210,/93, of
15.06.93
®  {or cash 208 76360 76360000 5.00
(persons)
2.Sale of the shares
to citizens of
Ukraine and 1st 2nd
commercial quarter quarter
mediators on 1996 1996
competition basis
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15t 1268594 | 1268594000 83,06
m  for privatisation quarter
vouchers
3. Shares belonging
to the State
Total 1527204 1527204000 100,0

121500 shares with total value 121 500 000 000 KBV. ( 7,96 % of Statutory Fund)
are to be sold to Ukrainian citizens and to commercial mediators

Head of Department

Execuéive officer

O. Borodavko

V. Verina
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“Approved”

by the Head of State Property Fund
(Signature) (Full name}

Stamp

" 144 1 99—

PLAN
of shares placing for open joint-stock company
created through corporatisation

Section!. Company Requisites

1. Code asto ZKPO TOTO0I1I31017121351

2. Full and short name for State Joint-Stock Power Supplying Company
“Ternopiloblenergo”, DAEK “Ternopiloblenergo”-DAEK (in Ukrainian)
stands for SJSPSC abbreviation.

3. Icgal address 282010, Ternopil, Energetichna Str.2

4. Number and date of stale registration: No.282, 10.08.95

5. Current account number and other account numbers of joint-state

company, name of the bank and bank requisites: acc. 221001 in Ternopil
Branch of Prominvestbank, MIFO 338426

Section 2. Description of the business activity

On 01.01.95 On 01.06.95
1. Roll number of 1995 2010
cmployees (persons)
2. Residual Value, in 1865605000 1481799502
KBV’000
3. Retained Earnings, in X 13636000
KBV’000
4. Profit after laxes and X 4160000
duties payments, in
KBV’000

5. Main business aclivities: Power supply to the customers of the region
6. Type of products produced or services rendered: Electric power

Product(service) value: Percentage in general volume of
1855159500 products produced(%): 100

7. Descriplion of Working Capital and Product Sales:



On 01.01.95 On 01.06.95
Accounts Receivable, 184309000 701789000
KBV’000
Accounts Payable, 300411000 982699000
KBV’000
Non-sold produclts value, 165143000 669587000
KBV'000
8. Land Tax, in KBV'000: 9 465 000
9. Environment stalus:
Fines paid for violation of environmental laws, in KBV'000: NO

10. Dala on piece of land of joint-stock company: 244 ba., all aver the
region under Lransmission lines’ poles and under transformer substations.

Section 3. Stalutory Fund of the Company

1. Statutory Fund : 1 527 204 000 000 KBV.
2. Nominal Share Value : 1 000 000 KBV.

3. Number of shares : 1 527 204

4. Shares in Statutory Funds of other legal entities :

Name and Legal Legal Address Total value Share (%)
Status

5. List of the objects which residual value is not included into the Statutory
Fund:

Name of abject Residual Value in KBV'000
[lousing Fund 25268383
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Section V. Placing of shares belonging to the Open Joint-Stock Company
which was created on the basis of the state enterprise and put to the G
group according to the State Privatisation Program.

Tolal number of Lhe shares which belong to the stale - 1527204
Total nominal value - 1527204000 000 KBV.
Nominal value of the share - 1000 000 KBV.

Open Joint-Stock Company “ Ternopiloblenergo”

Way of shares Placing Shares Statutory
Placing Term Fund Share, %
Beginning End Number Value

of shares | in KBV,000

Beneficiary Sale of

the Shares: tst 2nd
s To Company quarter quarter
Employees: 1996 1996
B for privatisation 100500 100500000 6,58
vouchers 3,29
®  for cash 2010 50250 50250000
(persons)
e To people who
has the right for
Beneficiary
purchase of the
shares according
to:
e Article 25 of the tst 2nd
Law of Ukraine quarter quarler
“About 1996 1996
privatisation of
the property of
state enterprises”:
B [or privalisation 420 21000 21000000 1,38
vauchers (persons) 10500 10500000 0,69
W f{or cash
e [idicl of the st st
President of quarter quarter
Ukraine 1996 1997
No 21093, of
15.06 93
B for cash 208 76360 76360000 5.00
(persons)
2.Sale of the shares
to citizens of
Ukraine and fst 2nd
commercial quarter quarter
mediators on 1996 1996

competition basis




ist 1268594 | 1268594000 83,06
B for privatisation quarter
vouchers
3. Shares belonging
to the State
Total 1527204 | 1527204000 100,0

121500 shares with Lotal value 121 500 000 000 KBV. ( 7,96 % of Statutory Fund)
are to be sold to Ukrainian citizens and to commercial mediators

1lead of Department

Execulive officer
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V. Verina
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Law on Business Associations

Text of Law

925D0024A Kiev HOLOS UKRAYINY 1n Ukraimian
11 Oct 91 pp 10-14 .

4

(Text on [aw of the Ukrxine on Business Associations
under the rubrics “Laws of the Sovereign Republic”)

(Text] This law definet the concepts and forms of
butiness gssocintions, the regulstions poverning their
establisthment 2nd activities and the rights and obliga-
tions of their copartpers and founders.

Section L Genera! Prindples
Paragraph 1. Business associations

This law recognizes as business associztions all enter-
prisce, orpanizations aod institutions establithed on the
basis of agreement smoag legal entities or citizens
through the joining of their property and entreprencunal
activity with the gim of making profit.

Business rusociztions includes joint-stock companies,
limjted liability companies, additiona! liability compa-
nies, full psriperthips and limited partmerships.

Business associztiont are {egal entities,

Business astociations mey engage in aay type of entre-
preneurial activity that does pot violste the laws of the
Ulkrine,

Busincss associations may scquire property and personal
non- property rights, enter into binding agreements,

represent themselves in court, arbitration court 1nd
court of referees.

P:.ru:u;h 2. Names of butinest tssociations

The name of & business rrsociation must indicate the
form of bariness association, and in the case of full or
limited partnerships—the surnames (names) of the com-
pany's copariners, 4t well 15 other cssential information,
The name of the businets rtsocistion is included in the
documents estublithing the company.

The compiny pime may indicgte the fact that the
business zssociztion belongs to particular munistnes.
deperiments or public organizations. The locztien of the
business 1sociruon must be in the Ukraine,
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Parxgraph 1. Foundert snd coparners of the business
155012 110D

The founders and copariners of & businas 14tociation may
be colerpriscs. ofpinimations or institutions, 18 well a5
atizens. except 1n cases specified by the laws of the Uknaine.

Enterpnsecs, orgpanizitions and institutions which
become members of 2 business associttion do bot cese
16 be legal enuties.

Forcign citizens, persons without citizeaship, foreign Jegal
entities and internationsl organizations may be founders
and copariners of business associatioos on an equal basis
vth citizens and legal endties of the Ulmine, except in
cases defined by the laws of 1he Ukruine

Paregraph 4. Founding documents of 1 business associ-
1tion

. A joint stock company, limited lisbility company or

1dditona] lisbility company are established 1nd 1t on
the basis of & founding agreement and statute, and 1 full
1nd lmited parnenhip, on the basis of a2 founding
1gresment

The founding documents must indude information about
the form of business associstion, the object and purpose of
iLs sctivity, the identry of the founders and copartnery, the
pame 0d Jocavon, the 1ze and minner of the exablish-
ment of the capital fond, the menner of sharing of profits
ind losses, the compositon and competendies of company
bodics 1nd thetr decision-making procedures, including
list of the matters which require unanimity or a specified
majority of votey, the procedure foc making changes 1o the
founding documents 1nd the procedure for liquidsting or
reorganizing the business 1ssociation.

The founding documents must also indude the informi-

tioo specified by parsgraphs 37, 51, 68, 67 and 76 of this
Law.

The sbsence of this information in the founding docu-
2ents is 2 basis for denidd of government registration o

- ¢ business assodaton

Other conditions may #lso be incdluded in the founding
documents if they do pot violxte tha laws of the Ukrzine,

Parsgraph 5. Team of sctivity of & business association
If & businest 1ociatioa's founding documents do not
indicate the term of int sctivity, it is considered to have
been extablished for an indefinite 1erm.

Paragraph 6. Govtrament registnation of 2 butiness
t10c o0

A butiness 1esociation acquires the rights of a legal entity
from the day of i goverament registration.

Government regisuttion is carried out aecording to the
regulations set out by the Law of the Ukrzire: “On
enterprises in the Ukrainian SSRU™

Business associztions which engrge in banking activities
ire registered by the Nsvions! Bank of the Ukraine

sccording 10 the manner st out by the Law of the
Ukriine on banks and banking activities.

Piragraph 7. Government registration of changes 1n 1
business assocustion’s founding documents

Changes which have occurred in the founding docu-
ments of ¢ business association and which peed 10 be
entered into the state register, are subject to government
registration according to the regulations set out for
government registration of companics.

The business 1scociation is obliged to inform within five
days the body which carried out the registration about
any chinges which have been made in the founding
documents 3o that essentisl chinges may be entered into
the state register,

Paragriph 8. Consequences of agreements made before
repstration of a businest associstion

A business association may open a checking or other
mmuin:bu.huvﬁludnwupconuwsmd
ober Agreements only afier n:pstnuon. A;rccmcms
mzde in the name of the business association before it is
registered are recognized 23 made with the business
wocustion only on condition of being later confirmed by
the business pasociatioca.

Agreements made by the founders before the business
1ss0cztion is registered and pot later confirmed by the
compeny wre legally binding only on the founders.

Persgraph 9. Branch enterprises, 2ffiliates and 2gents of
% buniness association

A business associztion hag the right to establish on the
termitory of the Ukraine and outsidz its borders affiliates
and ageots, 25 well 25 branch enterprises in tecordance
w1th the laws of the UkTuine.

Peragreph 10, Rights of copariners of business associa-
voas

Copariners of business 1stociations have the nght to:

1} ake pertin the mansgement of company afftirs in the
manner set out in the founding documents, except 1n
cases speaified by this Law,

b) take part in the division of the business assocition's
profits and oburin a share of them (dividend),

¢) vilbdniw from the business association according to
the established procedure;

d) receive information about the business 2esociztion’s
acuvity, The businets assocution is obliged to make
avalable 10 the copartner, at his demand. innual
socounty, reports about 15 acuvity 1nd minutes of meet-
g




Vo

UKRAINE 91

Copartners may abso bave other righty, 21 mpecified by
faw and by the bustiness asociation's founding docu-
ments.

Prrrgaph 11, Obligations of coparnners of 1 business
p1socetion

The copariners of a business issociation are obliged 10

1) act in accord with the business rssocistion's founding
documents and irnplement the decisions of genert! meet-
ings 1nd other management bodies of the business asso-
clation;
b) fulfill their obligations to the company, including
those reltted to investrment of property, s well 18
contribute {(pay for shares) in the amount and in the
~znper and by means specified by the founding docu-
oants

¢) keep secret commerdial secrets and confidential infor-
mation about the activity of the business associstion:

d) fulfill other oblipations if 30 required by this Law,
other laws of the Ukriine or the founding documents.

Paregraph 12, Owmnership and property of ¢ business
sssociation

A business sssociztion is £n owner of propeny:

—tnansferred 10 it in ownerthip by the founders and
COPLInesTs,

—produced by the business associztion through its eco-
pomic activity;

—tealized 15 profit, 25 well 13 other property oblrined in
w1ys oot forbidden by law,

Any risk of accidenud destroction of or damiage to
operty bedonging to a business sxocaton or trans-
ared 10 it for use is bomne by the business socistion,

unless otherwise specified by the founding documentt.

Parsgraph 13 Invenments of copartnery and founders of
& business prrocistioa

Invesunents by 2 businest association's copartners 1nd
foundery be in the form of buildings, souctures, squip-
ment and otber materid yaluables, secunities, the right of
use of land, water and other nptural resourcer, buildings,
structures o equipment, &t well & other property nghts
(Lndudm; intedlectual property), and mooey, induding
fordign currency.

The investment, which is evaluxted in rubles, consitutes
the thire of & copariner or founder in the capita] fund.
The manner in which the investments are evaluted is
sct out by the business pssociation't founding docu-
ments, unlest otherwise specified by the laws of the
Ukruine.

Prragraph 14, Funds of a business a1socuation

In 2 business association 1 reserve (insurance) fund 1s
established in &1 £mount 321 out by the founding docu-
meott, but not less than 25 percent of the capital fund, as
well 13 other funds specified by the laws of the Ukrine
or the founding documents of the business 1ssociation.

The smoant of the wnnus! contribution to the reserve
{insurance) fund is specified by the founding documents.
bt may not be less than five percent of the net profit.

Parsgrapk 18 Arsociaton Profit

Tbe wmociation profit is formed from receipts from
government activities afler covering matenal and simuar
expenditures for payment of labor. The adsociation pays
the interest on bank credit and oblipguons legally and
ulso taxes mandated by Ulpzine 13 well 15 other pay-
ments into the budget from the balance of the profit. Net
income remaining sfler the designiied payments wall
remain under the gmociation’s wtad disposition. The
1ocistion, in sccordance with established documents,
will designaie the manper in which this income will be
used.

Paragraph 16. Changes in the capiul fund

A business 2ssociation has the right 10 change (increase
or decrease) the amount of its capitl fund,

Increase of the aapital fund may be ke place only afier
all the copeartoers have made their full contnbutions

{ptyment for sharet) except in cases speaified for by this
Law.

Decrease of the capital fund may not take place if there
sre objections from creditors of the business assocution.

Drecisions of the business association regarding changes
in the size of the capital fund take effect on the day these
changes are entered into the government register.

Paragrzph 17, Controls over the financial sctivities of a
business gsrociation

Controls over the finandal activity of the busineas
associrtion are carried out by state tax inspection ind
other povernment bodies wathin the limits of thar
authonity, control bodies of the business association and
suditing services.

The controls must not disturb the company’s normal
work regime.

Paragraph 18. Accounting and sccount books

A business ansociation keeps aecounts of the reswts of 1
work, maintring rtatistical account books and mikes
them aveileble a1 required to state sutistical bodies.

Paregraph 19, Cessation of the aciivity of & business
asocistion
The scuvity of 2 business associztion ccates if the

1110012100 .'u reorpnized {(mempng, wnpexation. divi-
sion, exclusion, trindormavuon) of liquidated
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Reorpanizstion of 2 buriness axsocittion takes plice at
the decision of its highea bedy.

If 1 business assccistion it reorganized, the totality of its
rights and obligations passes over to its legal successors.
A business 1ssocistion is liquidated:

1) after completion of the term for which it w1s estab-

lished, or rrizinment of the goal set at the time of its
creation;

b) by decision of the business association’s highest body;

¢} on the basis of & decision of a court or 1n arbitration

court;

-—at the rcqumofbtnk:in;bodidi.ntbca_ucofu
inxbility of the business gssociation 10 pay its debis;
-1t the request of bodies controlling the business 1sso-

“i: cistjon's activity in tbe cxse of & rystemstic or serious
violation of the law by the business ssociation;

. d) for otber rersons specified by the founding docu-

ments,

: Paregraph 20. Liquidation commission

- Liquidation of a business ssrtociztion it carried out by &
" Hquidition commistion appointed by the business asso-

cistion, and in csses of bankrupicy of the cetsation of the

2 hyusiness association's activity, by the decision of a court

-~ or a1 arbitration count by a liquidation commission

\

" appointed by these bodies

From the day of appointment of the liquidition commis-
gon, suthonty to manige the affairs of the business
wssociation is trznsforred to the commistion. Within
three days of its appointment, the liquidation commis-
sion publishes informaBSon about Lhe business 2ss0cis-
tion in official (republican 1nd local) prest orpans, giving
tbe deadline for creditors 1o make their daims, eveluates
1+~ existing property of the businest asrocistion, makes

jc the business ssociation’s debtors and creditors
a_usettles with them, takes measures $o pay the business
2530Ciation’s debts o third parties a3 well 23 W0 its

. copartnert, cuiculates the liquidation balioce and for-
:+ wards it 1o the highest body of the business eesociation or
the body which xppointed the liquidrtion commission.

" Paragreph 21. Divigoa of the funds of the business

asocistion &t jts Hquidation

Monctary funds beloaging 10 the business 1sociation,
induding receipus from salex of i3 property at liquids-
ton, are 1hared out, tfier the pryment of wages owed o
employees of the buniness tsrocntion and wettlement of
obligxtions 1o the budget, the banks, owners of thares
trrued by the company and other ereditors, among the
copartners of the business 11sociation in the manner 1nd
teeording 1o the conditions stipulated by this Law and
the founding documents within six months 2fler the
oublication of informauen 1bout its liquidation.

Property mmfmpd to the business association for 1ts
use by copanners is returned in 118 natural form wathout
10y paymect.

Should disagreements arise regardiog the payment of the
debts of the business 2ssociauon, the mobnetary funds
w1l pot be divided among the copartners until the
disagreement is resolved or until creditors sre pven the
DECESIAry guarantees,

Paragriph 22. Time of ccssation of the activity of a
butiness association

The liquidstion of & business association is considered
compleied and the business association is regarded s

having ceased its activity from the moment that this fact
is entered into the government register,

Paragraph 23. Mansgement of 2 business association and
its executive personned

Mansgement of & business zssociation is carried out by
itt bodier, the composition 1nd manner of election
(1ppointment) of which depends on the form of business
1ssociation,

The executive personne of the business rssociztion are
the chairman and members of the executive body, the
chairman of the auditing commission. and in business
1socittions in which a company cound! (overseeing
council) i8 estsblished, the chairman snd members of the
company counct] {(overseeing council).

Not elipible to be executives of 2 business 11sociation are
members of elected bodies of public organizations, mem-
bers of the military, executives of bodies of the prosecu-
tion, court, suate security, internal afTairs, arbitration
court, stale notary’s office, a5 well 15 government bodics
called upon 10 conuol the gctivities of the business
1stocittion. Persons who have been forbidden by the
courts 10 engrge in » given type of activity 2y not be
executives of companies which eagage in that type of
activity. Persons who bave criminal records and do not
have a pardon for thefl, bribe-taking 1nd other merce-
pary crimes may pot wrsume management positions 1n
business associations of positions eotailing financial
responsibility,

Executives are liable for harm done by them to the
business association, tt specified by the laws of the
Ukrwipe.

Executives must not divulge commercial secrets or con-
fidentis! informriion end are lisble should they be

divulged, s specified by the laws of the Ulqzine 1nd the
founding documents of the business xssociation.

Sectiona L Specific Types of Basiness Associatdons
Chapler 1. Jelnt Stock Company
Paregraph 24. The copeept of 2 joint stock company

A joint stock company is 2 company which his 1 capital
fund thiat 1s divided into a specified number of shares of

|20
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equal nominal valoe and is Liable for its obligzuons only
with company peoperty,

The sharcholders are litbke for the obligations of the
company oaly within the limit of the shares they own

1o cases specified by the sutute, shareholdent who have
n?)l fully pud for their thares are liable for the obliga-
tions of the company within the limits of the unpaid
sums z$

The towd pominal values of the shares istued constitutes

the joint stock company's capital fund, which cannot be
less then 100 thousand rubles.

Paragraphk 25 The forms of joint stock companies

Joint stock companics indlude: the public joint stock
company, the shires of which may be crculited through
“ublic subscription and trading on flock exchanges; and

--he private joint stock company, the shares of which are

divided umong the founders and may not be circulated
through subscription or be traded on the stock exchange.

A privaie joint stock company mry bt.mrpgxmd into a
public company through the registation gf its thares in
the manner specified by the law on securities 1od 2 stock
exchange and by making changzs to the compiny’s
statute.

Paragraph 24, Founders of & joint stock company

Legal entitics and citizens may be founders of a joint
stock compsny.

The founders of a joint sflock company make an agree-
ment smong themsetves which seis out the manner in
whbich they will engage in common activity for the
esublishment of the joint stock company, and ther
liability to persons who tubscribed for shires and to
third parties.

The founders betr 1 commoa lisbility with regard to
~Bligations incurred before the registration of the joint

_ i<k company.

In order 10 establish 1 joint stock company, the foonders
must give potice of their intention 1o ertablish a joint
slock tompeny, carry ot & subscription for shares, bold
a founding meeting and officially register the joint stock
company.

Parsgraph I7. Isming of securities by the joint stock
compu:y

The joint flock company hat the right to istue bonds and
other securities in sccordince with the baw of the
Ukraine on securities and a ik exchange.

Pxragriph 28, Acguisition of thares

Shares wre purchased by the copariners at the time of the
erablisthment of the joint stock company on the bam of
A0 agreement with the company's founders, and in casss
when 1dditiona) thares are ittues because of b increase

in the size of the capital fund, oa the basis of an
rgreement with the company.

If oot otherwise specified by the company satute, &
shire may be also be 2cquired through agreement with
itt owoer or holder for & price agreed upon by the two
partes, or for the pnice which it is worth on the stock
market, or through inheritance by 2 citizen or a legal
entity which is & Jegal successor. The manner in which
thares are wld is to be specified in 2ecord with Ukra-
nizn law,

Parsgraph 29. Circulavion of shares

At the Ume of the esublishment of the joint stock
company, shares may be circulated through public sub-
scription (in the case of publicdly-owned joint stock
companies) or division of all the shares among the
founders (in the case of private joint stock companies).

Parsgraph 30. Public subscription for shares

Public subscription for shares at the time of the estab-
lishment of & joint stock company is organized by the
founders. The founders are obliged to be bolders of
shares amounting to oot ke than 25 percent of the
capite] fund for a term of not kess than 2 years,

The founders of a joint stock compeny publish notice of
2 coming subscription, in which must be indicsted the
compny name, object, 4ims and terms of activity of the
company, the founders, the date of the founding
meeting, the projecied size of the capiud fund, the
pominz] vatue of the thares their number snd {orms, the
privileges and advantages enjoyed by the copartners, the
location and the opening and closing dates of the sub-
scription, the form of property being invested by the
founders in matural form, the name of the banking
institution and the number of the checking account into
which the initial investments wifl be contributed. Upon
the decision of the foundery, the notice may also include
other informstion. The term of public subscription may
not be longer than six months.

Persons who wish 10 icquire shares must pay 1o the
founders’ account pot less than 10 percent of the value of
the shares for which they have subscribed, afier which
the {oundes will issue them 2 written commitment
regarding the sale of the sppropriate number of shares.

After the end of the term indicated in the notice, the
subscription is suspended. If up to that time, the
founders have ot succeeded in selling by subscription
60 pereent of the shares 1be joint stock company is
considered pot to bave been founded Pcmﬁnwho
subscribed for thares wre returned the sums or other
property invesied within 30 days. Lisbility for the failure
to do this is carmied in common by the founders.

Inthe case that subseriptions for shares exceed the size of
the capitd) fund, the founders may decline 10 accept
excess subtcnpuons. Rejecuion of subscripuons s done

2!
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on the basis of & st of rubscribers, beginning 1t the end
ortch:LS))ouidtbcfmmdmnotrcjcaLbengas
ubscriptioas, the decision regarding soceplance or rejec-
ijon ofpthc exeess subscription is mxdc by Lbc_found_m;
meeting. 1f the founders or the founding mesting reyect
the excess subscriptiony, the sums 'mvcﬁed; wre returned
in the manner specified in pant four of this peragraph

Before the day when the founding mecting u called,
persons who subscribed for shares must pay, incduding
their previous payment, not less than 30 percent of the
pominzl vilue of their sharew. As confirmation of their
investment, the founders issue lemporary certificates.

_ Parrgrephk 31. Division of el shares emong the founders

of 1 joint siock company
In cases where all the shares of a joint stock compiny 2re

- divided among the founders, the founders must pay,

efore the date of the founding meeting, not less than 50

" percent of the nomins] value of the shares.

Parrgraph 32, Acquisition by & joint stock company of
its own shares

A joint sieck company hus the right to buy out shares
purchased by a thircholder and paid for by him only
with funds that are not part of the capitl fund, for the
purposes of future ressle, circulation among employees
OtmnulmLﬁacs.buamunbewldorl.'nnuﬂc.d
witbin:tcfmofno{morcthmomyw.Du:}n;thn
period, dividon of the profit, at well a5 voting and
defining & quorum st peoeral shur:boldumcm_no, is
done without taldng into sccount the shares acquired by
the joint stock company.

Parzgreph 33, Payment for shares

A sharebolder is obliged to pay the full value of his shares
Withinlbcmm;moutbylhcfoundin:mccﬁnz:bmnot
later than one year afier the registration of the joint stock
company.

"n the case of failure to pay within the set term, the
JAarebolder, unlest otherwise specified by the company
statute, is charged interest on the outstanding sum of 10
perecot per year for the period of the deley,

In the cxs¢ of failure to pay within three months 1fier the
set lertn, the joint pock compeny has the right 10 sell the
shares in the manper ertablithed by the company suatute,

Prregrzph I Ban oo issuing shares in order 1o cover
lotses.

A joint siock company is forbidden to irsue shares 10
cover Jotses linked with its ecopomic activity.
Puregreph 35, Founding mecting of the joint slock
company.

The founding meeting of the joint stock company is
culled within the term indicated in the notice, but not
l21er than two months from the time of the completion of
the subsanipuon for thares.

Should this dexdline be missed, 2 person who subseribed
to shares has the mght 1o demand the return of the
poction of the value of the shares which be has paid for,

The founding mecting of the joint stock company is
recofnized ¢ valid if it has the participation of persons
who subscribed for more than 60 percent of the shares
for which 1 subscription wus held.

If because of 2 lack of & quorum the founding meeung
does not take plice, another founding meeting is called
within two weeks. If 2zain there is 2 lack of 5 quorum, the
joint stock company it considered nonexistent.

Voung at the founding mecting takes place according 10
Wbe principle of one sthare, one vote.

Decisions regarding the establishment of 2 joint stock
company, of its branch enterprises, affilistes and zgents,
about the clection of 2 joint stock company council
(oversecing council) and executive 1nd control bodies of
the joint stock company or about granting privileges to
the founders at the company's expense must be passed by
1 majority of ¥% of the votes of the persons present 2t the
founding meeting who have subscribed for shares, and
other matlers, by 1 simple majority of votes.

Parzgraph 36, The mandate of the founding meeting of 2
joint stock company

The founding meeting of a joint stock company decides
the following marters:

1) psses resolutions about the establishment of the joint
stock company and ratifies its statute;

b) accepts or rejects proposals regarding subscriptions
for shares which exceed the number of shares {or which
the subscription was sannounced (if a resolution
regarding a subscription exceeding the announced sub-
scription is passed, the projected capital fund is appro-
priately increased);

¢) decreases the tize of the capital fund in cases when the
full amount indicated in the notice his not been covered
by subscriptions for shares within the set term;

d) elects the council of the joint stock company (over-
seesng council) and the executive and control body of the
joint stock company;

e} resolves questions related 1o the accepunce of agree-
mepts made by the founders before the establishment of
the joint stock company;

1) defines the prvileges granted 10 the founders:

g} approves evaluttions of the invesiments mzde In
patural form;

h) other matters 1 specified by the founding documents.

piy-3
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Parigrapk 37, Coatent of the joint sk company
statute

The sutute of the joint stock company must includse, in
1ddition to tbe informetion mentioped in paragraph 4 of
this Law, informaizon sbout the types of shares being issued,
Mmmﬂvﬂuglhcrﬂluon@pm;vmmo{
parchised by the
founders and the consequences of the failure 1o mext obli-
gations with regard to purchasing shares,

Parsgrsph 38 Procedure for increasing the size of the
capiul fund of & joint siock compeny

A;omtstockcompuyhut.bcn;h!lommthcmc
of its capitad fund if 1l the previously-issued shares are
fully paid for &t & value not below the pominsl value,

.l'ocapiulﬁmdiscnlumdthmud:thcimofm
shares, exchange of bonds foc shares or incease of the
pominal value of the sharee,

Subscription for additionally-issued shares tkes place in
the munner specified by parsgrzph 30 of this Law,
Shsrcholdars have priority in acquiring sdditonally-
irtoed shares

ineresss of not more than % in um «g'm rum!‘ph
mmﬁ%mmwnw may taxs placa at an of the
directors if 10 specafied by the statute,

Changres in the rtanute related 10 an incretse in the size of
the capite] fund must be registered by the body which
regisiered the company sietute afier the additonaelly-
issued shares gre sold

A procedure for enlarging the capiud fund differeat from
the one presented in this paragraph may be specified by
the statutes of banking and insurance institutions which
are joint stock companiecs.

Tarzgraph 39, Procedure for decreasing the size of the
apital fund of a joint sock company

A decision to decrease the size of the capital] fund of a
joint stock company i made in the same manner 28 that
1o enlarge the caprtal fund.

The tzr of the caprtdd fund it decreesed by decreasing
tbe nomina] valoe of thares oc by decreasing the number
of thires by purcharing some of the shares from their
OwTxers in order 10 annul thess shares

If a joint stock company decides 1o decretse the size of
the capitzl fund, thares not remitied {or annulment are
contidered invalid, but not sooner than six months afler
il sharebolders bave been potified of this in the manner
specified by the statute,

The joint stock compeny will compentate the share
owpers for lotses reluted o changes in the capiud fund.
Ditagreements regarding compensation for these Josses
wre serded by & court or an arbitration court

Parigraphk 40. Notice of 1 general meeting on changes to
the capita) fund of 1 joint stock company

The notice regarding the celling of 2 generzl meeting 10
deal with marniers related 1o changes in the capiwd fund
of 1 joint stock company must indude:

1) the reasons, method and minimal size of the increase
or decrease in the size of the capital fund:

b) 1 dreft of the changes 1o be mide to the company
statute in redition o the increase or decretse in the size
of the capital fund;

c) information about the number of shares which are being
sdditiondly issued or withdrawn 2nd their total value:

d) information about the pew nominal value of shares:

c) the rights of sharcbolders during the supplemental
issue of thares or their withdrawal

f) the opening and doting dates of the subscription for
shires being sdditionally issued, or of their withdrawal;
g) the mrnner in which share pwaers will be compen-
sated for bosses linked with changes to the capital fund,

Pacsgraphk 41. The highent body of 1 joint siock company

et f o jEtnt ek compeny by whie generd
% lgfgcgmpu}? ders have the right
10 ke part in the geoeral mesting, regardless of the
number or dass of the shares they own. Members of
executive bodiet who wre not sharcholders are alsa
ukowed 10 take part in the peneral mecting with the right
of 1n sdvisory vote. The shareholders (their representa-
tives) who take part in the geoeral mesting are registered
w1th 10 indication of the number of votes each one has,
This list is signed by the meeting chairman and secretary.
The compeence of the general meeting includes:

1) defining the basic directions of the joint stock com-
pany's sclivity and spproving plans and reporis about
thedir reslination;

b} maXing changet 1o the company's statute;

¢) ekction ind dismisea] of members of the joint stock
company council (overieeing coundil);

d) ekectiona and dismisszl of members of the executive
body 1nd suditing commirtion:

¢} sccrpance of the annual mssersments of the ectivities
of e joint siock compray, including jis branch enter-
pruses, sceepunce of the reports and tssessments of the
wudiung commisnion and the manner in which the

profits are shared out, determinstion of the manner in
which fotses are 1o be covered:

N establithmeny, reorpanirztion and liquidation of

btranch enterprises, affiliniet and agents, rufication of

therr suatutes and regulations;

1) pamapr of resolutions about imposing property lia-
bility on compeny executives;
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b} scceptance of rukes of procedure xnd other interoal
company documentt snd determination of the com-
pany's organizational structure;

i) resolutton of questions regarding the sequisition by the
joint stock company of its own shares;

§) definition of the conditions of prymeat for the work of
eraployees of the joint stock company, its branch enter-
prises, affilizies and 2genty;

x) approval of contracts (agreements) made for an
amount which excoeds that indicated in the company
statute;

1) passage of & resolution concerning the cessation of the
company's activity, appoinunent of & liguidstion com-
mission, acceptance of the iquidation balince,

- ther matters may be included in the competence of the
seneral meeting by the company statute,

The general meecting is recognized s valid if it bas the
participation of shareholders who bave, in complisoce

with the company statule, more than 60 percent of the
voles,

Paragraph 42. Validity of the decisions of the geoerad

meeting of shareholder

On the following matiers, decivions of the generad

. mecting of sharcholders must be paused by a mejority of

¥ of the voies of the sharcholders tking pant in the
metting

1} change of company statute; |

. b) passage of a rosolution about the cessation of the

company'’s acuwnity;

¢} establishment 20d cessation of the activity of branch

enterprises, affiliates and agents of the company.

On other mattery, decisions are made by ¢ simple
rjority of votes of the shareholdens taking pan in the
_Jeting. '

Paragraph 43, Procedure for calling & penera! share-
holder meeting

The bolders of inxaibed rtock give persona! notice of the
holding of & general shereholder meeting In addison,
gcoeral potice of the mecting must be gven in the
mananer specified by the satute, with information about
the time wnd plsce of the mecting and 18 agends. The
notice should be itsued not kess than 45 days before the
date of the groerd] mecting. l

Apy sharebolder has the right 1o make propotals for the
1proda of genersl mecting pot later than 40 days before
the date of the mecung. Within this term, sharebolders
»ho coptrol x toud of more than 10 percent of the voles
may demand the indusion of ¥ maner in the meeting
genda

Before the date of the geperal meeting, sharcholders
must be given the possibility of familarizing themselves
with documents related 10 the meeting 2genda

The general meeting does not have the nght (0 make
dzcisions on matiers which are not included 1n the
1geade.

Purtgreph 44 Method of voting 1t the general share.
bolder meeting

Voting at the genera! shareholder meeting is dooe
rccording 10 the principle of one share, one vote. The
company statute may establish the minimal number of
shares nesded o have the right 1o vole ¢r 2 Himit 10 the
oumber of votes which may be had by 1 single share.
bolder.

A representative may be permanent or ippointed for a
certain term A sharcholder has the right 1o change his
representative 1o the highest body so long s he gives
notice of this fact to the executive body of the joint stock
company.

Parugraph 45. Frequency at which general meetings are
aalled. Extraordinary mestings

A proert] shareholder mecting is ’callcd not less fre-
queatly than once per yerr, unjess otherwise specified by
the compiny statute,

Extrzordinary shareholder mectings are called in case of
the company’s inability 1o pay its debts and in other
circumstrnces sef out in the company statute, and in any
other case if so demanded by the genera) interests of the
joint stock company.

Such 1 meeting must 2150 be called by the executive body
1t the demand of the sharebolder council {oversecing
coundall

Shareholders who control a Wotal of more than 20 percent
of the votes have the right 10 demand the calling of an
extraordingry meeting at any time and for any reason. If
within 20 deys the directors have not cumied out this
demand, the shareholders have the right 10 call such 2
mecting themselves.

Paragraph 46. The joint stock company cousncil (ovence-
ing eouncil)

Within 2 joint stock company, 2 joint siock company
council (overseeing council) may be esublished which s
responsible for controlling the sctivity of the executive
body.

The joint stock company cousncil (oversecing council)
may be mandated specific functions that are part of the
competence of the peneryl mecting by the company
suatuls or by & decixion of & general tharcholder meeting

Members of the joint stock company council {overseeing
council) may not be members of the executive body.
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Purgraph 47. The executve bodies of a2 joint nock
company

The board of directorns or another body specified by the
compe.py slatute is the executive body of the joint sock
company 1od directs its current sctivities.

The work of the board of directors is beaded by the
chsirman of the board, who it appointed or elected
according to the statute of the joint siock company.

The bosrd of directors decides sll matters relating 1o the
activity of the joint stock company, except for those
which are part of the competence of the peneral mecting
and the joint siock company council (oversesing coun-

~ dlL The genera]l mecting may pass & resolution tranefes-

ring part of its rights to the competence of the board of
directors.

.-'xboudofdim:tﬁnmunrtmwlhcmduod-

-"‘boldt:rmcctin:mdlbcjo{mnod:commnyoound]

(oversecing coundl) and see 10 the implementation of
their decisions.

: The board of directors acts in the name of the joint flock

company within the limits specified by this Law and the

. joint stock company statute.
- The work of the board of directors is beaded by the

chsirmzn of the board, who is 1ppointed or elected in the
manner et out by the joint stock company stiatute,

7 Paragraph 48, Chairman and members of the board of

directors of a joint stock compeny

The chairmen of the board of directons of & joint flock
company hes the right 10 act without special warrant in
the name of the company. Other membert of the board
of directort may 1lso be granted this right in sccord with
the suatute,

The chairman of the company’s board of directors sees
2 it thst the minutes of board meetings are recocded.
he minute book must be svailable 21 o1l times to the
shareholders. At their demand, rgned extracs of the
minute book must be provided.

Pensons who ere employed by the compiny are per-
mitted 1o serve &1 chairman and members of the botrd of
directiors.

Parsgraph 49. Avdit commirtion of 1 joint siock com-
piny

Cootrol over the financial 15d economic activity of the
board of directors of a joint stock compaay it carmied out
by an fuditing commisdion, the membert of which 1re
¢lected from wmong the shareholders.

The manner in which the 2uditing commition carries
outl its actvity and the number of it members ix
tpproved by the general rtharcholder mecting in secord
with the sutute of the joint stock company.

Yerification of the finsncial and ecopomic activity of the
bosrd of directors it doae by the 2uditing commission at
the request of the genera] meeting or the joint stock
company council (oversesing council), at its own injtia-
tive or 1t the demand of thareholders cootrolling a total
of more than 10 percent of the voter. All matenals,
sooounting or other documents and personal explana-
tioes by employees must be provided to the suditing
commission of the joint stock company at its demand.

The 1uditing commistion reports the results of its ven-
fications 10 the general meeting of the joint stock com-
pany or 1o the joint stock company council (overseeing
counail)

Members of the auditing commission have the right to
take part in meetings of the board of directors with an
adviory vote.

The wditing commitsion makes its sssettment of Lnnual
reportt and balances. Without an assessment of the
anditing commitsion, the genera! shareholder meeting
docs pot have the right to accept the balance,

The avditing commission must demand the calling of an
extrsordinary general shareholder meeting in the case of
an epperrance of & threst to the viw] interests of the joint
stock company or the revelation of misuse by executives.

Chapter 2. Limited Lisbility Company
Parsgraph 50. Concept of a limited liability company

A compiny that is recognized 2s a limited liability
company is one which has a capital fund divided into
party, the sizes of which are set out by the founding
documents.

Copartners of the company are liable within the limits of
their investments.

In cxses specified by the founding documents, copartpers
who hive pot peid their investments in full are lable for
the compeny’s oblipgtions 2130 within the limits of the
unpaid part of the investment

Perxgreph 51, Particulsr features of the content of the
founding documents of a limited liability company

The founding documents of a limjted liability company
must include, in addition 10 the information indicated in
paragraph 4 of this Law, information about the size of
the share of each of the coparinert, ind the size, compo-
sition and manner of contributing their investments.

Changes in the vilue of the property contributed 1s an
investoent and additions] contributons by copartners
do pot affect the tize of thedr share in the capital fund set
out by the founding documents of the coopany, unless
otherwise rpecified by the founding documents.
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Parzgraph SL Capita] fund of 1 limited Liability company

In a limited liabidity company, & apind fund is estab-
lished. which must be no less than 50 thousand rubles

Up to the time of registration of the limited liability
company, cach of the coparinery is obliged 10 invest not
less thxa 30 percent of the investment speafied by the
founding documents, and the inverment is confirmed
by documents issued by 2 banking institution.

Exch copartner is obliged to pay his investment in full
not later than one year afier the company's registration.
In the case that this obligation is not met within the set
term, the copartner is charged interest of 10 percent per
year on the outstanding sum for the period of delay
unjess otherwise specified by the founding documents.

A copartner of & limited liability company who has paid
bis investment in full is given & certificate 10 this effect

._ "oy the company.

Paregragh S, Concession of & thare (part of it) in the
capitsl fund of 1 limited liability company

A copartner of & limited Hability company may, with the
agreement of the other coptrtmers, concede his share
(part of it) 1o ope or several other copartners and, if not
omavucspcaﬁndbymcfoundm;doammu,ahom
third partiesr. The company’s copartmers heve priority in
scquiring the share (part of it) of 1 copartner who is
conceding it in proporton 10 their shires in the com-
pany’s capital fund or ts otherwise rgreed 1mong them-
seives

The transfer of the share (part of it) to third parties may
take place only afier full payment of the investment by
the copartper who is conceding the share,

In the case of the transfer of a share (part of it) to & third
party, & amultancous transfer occurs of all the rights 2nd
obligations belonging to the copartner who conceded the
share in full of in part

The share of 2 copartner of a limited lishility company
raxy be acquired by the company itrelf afier he has paid
the investment in full In this case, the company is
obliged 10 transder the thire 1o oiber copariners or o
third partics within & term which m1y not exceed one
year. During this period, the division of the profit, as
wrell 43 voting 104 the definition of 1 quorum is done by
the highest body without takdng into secount the share
icquired by the compeny.

Parzgraph 54 Pryment of tbe value of propaty at the
time of withdrawl of a copartner from 1 limited Hability

company

Should 2 copartner withdraw from the Limited Hability
company, he is paid the value of a part of the company’s
property in proportion o his thare of the capiwd fund.
The payment is made afler acceptance of the report for
the year in which be withdrew from the company, within
& lerm of 12 months from his withdrawal At the demuand

of the copartner and with the rgreement of the company,
the investment may be returned in full or in part n
patura] form.

The copurtner who his withdrawn is psid part of the
profit owng to him earned by the company in that year
up to the lime of his withdrawal. Property contnbuted by
the copanner for use by the compny is returned 1n
naturad form without sny payment

Paregraph 5. The legal successors (beirs) of 1 copanaer
of 1 limited Liability company

In the case of rcorpninliou of a lega! entity which is a
coparines of 1 company, or in relation to the death of a
citizen who it & copartner of a company, the legad
successors (heirs) bave & poonty right 1o enter the
compdny.

In the case of 2 refusal of the legal successor (heir) o
enter the limited lisbility company or a refusa] of the
company 1o accept the legal sucoestor (beir), be it given
in monetary or natural form the share of the property
which bedonged to the reorganized or liquidated legal
entity (beir), the value of the share being determined on
the day of the reorganization or liquidstion (death) of the
copartner, In this case, the size of the company's capitd
fund is decrensed.

Parzgraipk 54, Period of coming into effect of decisions
regarding decrease of the size of the capital fund of &
limjted liability company

The decision of 3 limited liability company sbout
decreasing the size of the capital fund comes into effect
pot sooner than three mopths afier government registra-
tion snd publication of this fact in the established
mannef.

Paragraph 87, Application of recovery against the share
of a copariner of a limited lability company

The application of recovery against the shire of a
copariner of a limited liability company in relation 1o his
persona] obligations is not permitied.

Should 2 copartoer have insufficient property 1o cover
hudcbu,lhcm:dnorhuthcn;htwdcmnd the
company shere of the indebted copartner in the manper
specified by paragraph 58 of this Law,

Peragraiph 58 The highest body of 2 limited liability
company

The highest body of a limited liability company is the
coparners’ meeting. It is composed of the copartners of
the company of representatives appointed by them.

The coparners’ representatives may be permanest or
1ppointed for a specific term. A copariner has the right
tod:m;nhurtprts&uuwwmccomnm meeung at
any time o long 15 he informs the other copartners of
this fact

O

T
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A copariner of 1 himited liability compeny hus the right
wmmfc:hummmmdawmmo&bcrmpamuor
representative of apother coparer of the company.

Coparipers have 2 number of votes in proportion 1o the
sizes of their shares in the capital fund.

The copariness’ mecting dlects the chrirman of the
comp4ny.

Paregraph §9. Competenee of the meeting of the copast-
pers of 2 imited Hability company

The competence of the meeting of the limited lublhr)'
company y incJudes, in additon 10 the matters set oul in
points a), b}, ¢ b), ) of paragraph 41 of this Law:

2) determining the dize, form sod manner of contribu-
tion of 2dditional investments by coparmers;

resolution of matters related 1o the sequisition by the
.. ‘mpany of a copartser’s share;

" ¢) exclusion of 2 copartoer from the company.
* On the mutters st oud in points 1) and b} of parzgraph 41

of this Law, 21 well 13 oo matters related to the exdusion

~~of:wputnqﬁmmlbceompmy.unmmnyofthc
. highest body is required.

" Ou other marters, decitions are made by a rmple
. majority of votes

- Paragrepk 69, Decision-making procedure of the
7 meeting of the copariners of a limited Bability compeay

* The coparinery’ mecting it considered valid if it bas the

paricpation of copartners ( tstves of copart-
pers) controlling & total of more than 60 percent of the
votes, and for questions which require unanimiry, par-
ticipation of all coparinert.

Members of the executive bodies who are not coperiners

. of the company mxy take pert in mectings with the right

of xn advisocy vote, Copartoers who tike part in a
mcun;mrcnnzmdmthmmdmnonoﬂhcnumbcr
Wadm:mabuﬁnhnnumcdbylbc

Any copariner of & Lmited Hability company has the

: nthttodcmndmdczmoucnmuuutbcwpan

nert’ meeting H be mxkes his propotal po later than 25
dzys before the date of the mecting.

In cases pecified by the foanding documentt or by
procedurnad nukes by the company, resolutions
may be prssed by the method of questioning In this case,
& drafi resolution or question o be voted on is keat o the
copartners, wbo muxt give their opinioa in writien form.
Within 10 days of the reception of the last reply fom the
votery, all the copuriners must be informed by the
chairman about the resolution that has been passed.
Resolutions made by means of questioning ase regarded
11 sccepted in the absence of rejection by even 2 tingle
copariner,

The chairmen of the company meeting secs o its that the
minutes tre recorded. The minute book must be avail-
ible 1t 1ny time to the company copiriners. At their
demand, signed extoacts from the minute book must be
provided.

Parsgreph 61 Frequency of calling of meetings of
copariners of a limited liability company. Extraordinary
mectings

A mecting of the copartners of 2 limited liability com-

pany is called not less than twice per year, unless
otherwise specified by the founding documents,

Extrzordinary meetings of the copartners are called by
the company chairmsn under circumstances set out in
the founding documents, in the exse of inability of the
oompanytoptyludchu,mdmotbcrusatf;o
required by the general interests of the company, in
particular, if & threat arises of & gignificant decrease in
the size of the capital fund.

A meeting of compsny copartmers must 1l1o be called at
the demand of the executive body.

Company coparnners controlling & total of more than 20
percent of votes have the right to demand the calling of
extraordingry copartners’ mecting 2t any time and for
any ressoq related 10 the sctivity of the company. If the
company chzirmin docs not mext ruch 2 demand within
25 days, the copartners bave the right 10 call the meeting
themedves.

Notice to copartners about the calling of a general
mecting of the company is given in the manner specified
by the stetute and munt include the ime and place of the
meeting and its sgenda. The notice must be given not less
than 30 days before the date of the genera] meeting. Any
copariner has the right to demand consideration of a
matier by the meeting 30 long 15 be makes his proposal
not later than 25 dsyx before the date of the meeting. Not
htummmdmbcfommc;muﬂmccunglbc
company copariners must be piven the possibility of
f;mﬂ;mn;tbmsdmmt.h documents related o the
mecting 3grnda. Resolutions on maters not included in
the agenda may be parzed only with the agreement of 2l
the copariners present xt the meeting.

Paragraph 61 Executive body of a limited hability
company

Within a limited Hability compiny, an executive body 18
esublithed which is collegial (board of directors) or
composed of one person (director). The board of diree-
tors is chaired by the penerad director. Persons who are
oot coparmers of the compiny msy be members of the
executive body.

The botrd of directory {(director) deals with ol matters
relsted the company's acuvity, with the exception of
those which are part of the exdusive competence of the
copariners’ mesting. The copiriners’ meeling may pass
resolutions transferting pant of its authority to the com-
petence of the board of dircctors (director).
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Thcboudofdmon(dlm:tm)rtpomwlhccopan
pers’ mecting and soeg 10 the implemeaustion of it
decisions. The board of directors (direcior) does not
have the right to make decitions which are obligatory to
COmPany COpLrners.

The board of directors (director) acts in the ntme of the
company within the limjus sc1 by the present Law and the
founding documents.

The generad director bas the right 10 sct »ithout special
warrant 1o the nxme of the company. Other members of
the board of direciors may akso be granted this right

The general director {director) mey not also be chairman
of the mecting of the company copirtners.

Paregraph 63, Control over the acuvity of the board of
direciors (director) of the limited liability company

Control over the activity of the bosrd of directors

?(duw:mr) of the limited lisbility company is curmied out

by the auditing commistion, which is esteblished by 2
meeting of the company from their own rnks
with the number of members mpecified by the founding
documents, but no fewer than three. The members of the
bourd of directors (director) mxy not be members of the
auditing commission.

Verification of the activity of the company's board of
directors (director) is done by the andiling commission
at the request of the meting, 21 its own injtiative or 21
the demsnd of the compsny copartners. Toe auditing
commission has the right 10 demand from the company's
executives sl essentia] materiads accounting and other
documents and pervoaal explanstions.

Tbe auditing commission repocts the resulis of its veri-
fications to the company’s highest body.

The auditing commission makes tn wssesament of
annual reports and balances. Without the rusessment of
the auditing commission, the mecting of the company
copartners docs not have the right to accept 1 company
balance.

Ibe suditing commistion has the right 10 propose the
calling of an extreocdinary coprriners’ meeting if 1 threat
arises to the vl intereets of the company of in the case
of revelstion of exisase by compeny employees.

Paregraph &4. Excluton from 1 limited liability com-
pany

A copartner in 2 limited lisbility company who system-
wchJy fiils o fulfill or improperty fulfills his obliga-
Uoas, or by his actions prevests the compiny from
stitining ju gosls, mey be excduded from the company
by & resolution ptised unznimously by & coparters’
mecting. [n thit case, the coparter involved (his repre-
sentative) docs pot 1ake part in the voling.

If 2 copartner is excduded from the company, the results
mpeaified by parzgraphs S4 and 55 of this Law apply.

Chapter 3. Addidona] Liabllity Company

Parsgraph 65. Concept of 2o additonal liability com-
sy

A company recognized 23 an additiona lubLhry com-
pany is one which bas a c2pital fund divided into paris,
the sizes of which are defined by the founding docu-
ments. The copariners of the company sre lizble for jts
debts with their investments 1o the capital fund. and in
the czse that these funds tre insuflicient, with their owm
property, in proportion 1o the investment of eich
copariner,

The limit of liability of the copartners is specified by the
founding documents.

Applicable 10 an additionat lability company 1re the
stndards sef out in paragraphs 4, 1} and $2-64 of this
Law, taking in1o account the particular features specified
by & gven parzgraph.

Chapter 4. Full Partmerihlp
Paregrepk 66, Concept of a full parinership

A compiny recognized as & full partnership is one of
which all the copartners are engaged in common entres
preneunal activity and cuty common liability for the
company's obligations with sll of their property.

Parsgraph 7. Content of the founding agreement for a
full paninenship

Tbe founding agreement for a full partnership must
indiczie, in addition to the conditions specified by
perrgephs 4 and 66 of this Law, the size of the shares of
esch of the copartiners, the size, composition and manner

of making contributions, the form of their participation
in the affairs of the company.

Peragreph 68, Mansgement of the affairs of a full pan-
perthip

Manrgement of the affairs of 2 full partnership is carried
out according to the genera] agreement of all copartners.

Mansgemnent of company affains is carmied out either by
1l tbe copartners or by one or several of them acting in
the name of the company. In the latter case, the extent of
the mandate of these copartners it specified by an
sutbonration which must be signed by the rest of the
COIPANY COPETDETT.

If the founding 2greement stxtes that some copariners
1re piven the mzndxtcmmmxzcthcmmmysxﬁ'un
i1 11 mpecaficd thal exch of them may 2ct independently in
the pame of the company. The founding 1greement may
staie that these copariners bave the right to carry out any
pyeo acts only in common.

Copariners who have been commissioped 1o manage the
uTurs of 2 full parnership are obliged 1o provide to the

——
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ther copartnert &t their demand complcgc in.fo_rmldou
fbouuctjomu:m'odo«ninthcumcmdmmcmtcrms

of the company.

The mindate of & copartoer 10 manage company afTairy
is fully or partly suspended in the case ofgnnuon of the
company's aclivity, the copartner’s rejection of the com-
mission or the cancellation of the commission ot the
demand of even one of the other copartnert,

A copariner who acled in the common interest without a
mandsie, showld his actions not be approved by the
other copartnery, has the right to demand compensation
for his expenses if be can demonsiraie that ax ¢ result of
his actions, the compeny preserved or acquired property
which exceeds in value the expenses incurred by the
company.

Parzgraph €9, Surrender of & share (pant of it) of a
mmcrofnﬁzllp&mxnhip

The transfer by 2 partner of a full partnerthip of his thare
(part of it) to other coparmery of the company or third
purties may take place only with the agreement of ali the
COpAITDErs.

Wimlhcuxnduo{asbxm(panofh)mllhirdm,
there i & simubancous trunsder of the totality of rights
sind oblipatons beloaging to the copartner who wyithdrew

. from the full putpenhip or surrendered part of his

share.

In the case of reorpanination of & kgrd entity which is a
copariner of a full partpership, of the death of a citiren
who it a copartner of 1 full partoervhip, the legal sue-
crssor (beir) has 2 priority right to join the compiay with
the agroement of all the other copartners.

The legal successor (ber) bears responsibility foc the
debts of the coparmer to the full partnership and for the
debts of the company to third partics which were
incurred during the period of the company’s activity.

1 the case of 8 refuml of the legal sucoessor (hedr) W join
the fill parmerchip o 1 refusal of the company 10 sccept
the fegad socorteor (hedr), be is peid the value of the share
which befoags w0 the reocganired legal entity (bedr), with
the vilue being denermrined on the day of reorganization
(dexth) of the copartner, [n this case, the amount of the
company’s property, defined in the founding agreement,
is suitably decreased.

Prizgraph 70, Ban on compatition of the copanners of a
full partnerthip with the full parmership

The copariners of & full parinership do not bave the right
to make agreements in their pames and in thedr intererts
which are identical 10 the poals of the activity of the
compeny, of 10 take part in any companies (except for
Joint rtock companict) which have the tame pouls of
activity as the full partoership.

101

In the case that & coparwner breaches the requlatons
established by this paragraph, he is obliged to compen-
sate the lostes caused by his actions to the company.,

¢
Parsgraph 7). Withdrawal of 1 copanoer from a full
parinership

A copariner of 1 full paripership which has been estab-
lished for an indeterminaie lerm may leave the company

at any time so long as he gives notice of this fact no Jess
than three months in advance.

Withdrawal from & company which has been established
for 1 set term is tllowed only if there are serious rexsoans
and if wurning of this fact is gven no fess than nx
mooths in advance.

If upon the withdrawal of & oopann'er from a full
parioennhip, the company continues to exist, the

is paid the value of his invesument in sccor-
dance with the balince calculsted on the day of bis
withdrawal. At the demand of the pariner and with the
sgreement of the company, the investiment ouy be
returned in full or in part in patural form.

The copartner who withdraws is paid the share of the
profit owing to him, which w2 earned by the company
during that yetr. Any property contributed by the
coparmer for the company’s use is refurned in naturad
form without any payment

Pargrapk 72 Exclusion of a copartoer from 1 full
partnership

The copartner of 1 full partnership who systematically
fails 10 carry out or improperly camies out his duties or
prevenls by his sctions the atainment of the company's
gols mzy be excluded from the panpership in the
manner specified by the founding documents.

1f a copartoer of & full partnership is excluded, the results
specified by paragraph 71 of this Law apply.

Parsgraph 73, Application of recovery against the
copariner’s thare in ¢ full parinership

Application of recovery 1gains the share of 2 copariner
in & full parnership in relation to his own obligations
not permitied. If the copariner has insufficient property
1o cover his debte, the creditors muay demand in the
esablisthed manner tbe liQuidation of the company or
the apporionment of the share of the indebted
copariner.

The other copartners bave the right, with the um of
maintiinieg the existence of the company, to 2pporioa
the share of the indebied pariner in monetary or naturad
form in sccordance with the balages cziculsted on the
day of Ur copanper's withdrzwal from the company.

Puragaph T4 Lability of copartners for the debis of a
full parinerthip

{f a1 the time of liquidation of a full pannership. 1 1
found that the property 1t insufficient 10 pay &l the
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. DECREE OF THE FPRESIDENTY COF UKRAINKE
ON THE CORPORATIZATION OF ENTERPRISES

P4

With the viev to reforming ths administration of ths state-
owned sector of the economy, to increase the rerponsibility of
stata-owned enterprises for the resulte of aeccnonic aogtivity ang
to prepare such enterprises for privatization, I hereby RESOLVE:.

.1, That corporatirzation is tha transformation of state
enterprisss, closed joint atock companies in which more than 75%
of -.the charter fund is owned by the state, as well as industrial
and sclentific-production assaciationa, the legal gtatus of which
was not brought into conformity with applicable legislation prior
hersto (hereinafter referred to collectively as “entaerprises"},
into o s,

Enterprises vith a book valua of capital ssgssets sstimated
as of January %, 1993 of not less then 20 wnillion karbovanaets
shall be wubject to corporatization.

This Decrea shall not apply to enterprisgses which are not
subjact to privatization according to applicable 1lawv; to
enterprises with respect to which a decision has basn taken to
privatize; to natural wenopolies; and to the santerprises wvhich
are subject ta Decree of the Cabfnet of Ministers of Ukraine No.
51, dated May 17, 1993, "On the Particulars of Privatization of
Property in the Agrolndustrial Complex™ and Decrea of the Cabinat
of Ministers of Uxraine HNo. 57, dated May 20, 1953, "On the
privacization of Complate Property Complexes of State-Owned
Enterprises and the Leased Structural Subdivisionx Thereofv,

2. That the founders of opan joint stock companies which
shall ba establishad pursuant hereto on the basis of state-owned

property from the side of the Ukrainian &tate ghall be the

inistries and other bodles of the state exacutive branch whic
arda mubordinate to the cabinet of Ministers of UKraine and which
are apthorized to manage guch property.

. \
a, To recommend to the organsa authorized to manage
communal property to carry out corporatization accoxrding to this
Decree.

Ty &
4. That members of thaGﬂi%Evisory councils:of the open
joint stock companies formed hérEundar, &Hill conelst of
representatives of the joint stock company, the founders, the
banking institutfon of tha company, the workers! collsctiva and
representatives of tha privatization body, each of which shall
be approved by the Hinistry of Economics of Ukraine, the Ministry
of Flnance of Ukrafne and the State Property Fund of Ukrains. .
Representatives of other hodlies and organigzations may also b

members of the supervisory council of the fompanyu ~The authorlt*
of the supervialing o 1 of the opan jolnt st _gg_égxépun 8
be aeearmiEEEL%§ the|{Requlations of the Supsrvisox uungtrr*—'

fo“uabvdﬁH
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t
L That the founders of tha open joint stock company shaly

imposs tha obligations of tha chairman ‘of the_mpanagement of th
jo{n@ stock company upen the director of thc'iEEEFgflna aubjec:

to corporatlzation,

Y

Upon the nomlnation of the chairman of ths management, the
supervisory council shall approva the members ©f the management
of the jolnt stock company from the offfcars af the enterprise

subject vo corporatization. i
6. That the Cabinet of Ministers of Ukraine shall:

~.within one week approve the Regulations on the gggg:@ure
tor the corporatlzatlion of enterprigesy —

~ within one nmonth approve t§a Regulations of the
supervising Council, i
e .

e

7. That tha organs authorized to manage state property
togulhior wltl Lhie Miniotey of Blalislicve of Ukralie oliall, willila
one month, subpit to the Ministry of Eoonoaicas of Ukraina the
list of enterprises subjact to corparatieation and the schedula
thereof. Within two weeks on the receipt of the above mantioned
documaenta ths Hiniatry of Bconomics of Ukralne ahall submit the
dratts of the agreed uvpon documents for the sappraval of the
cabinat of Hinisters of Ukratlne, : .

The Hinistry of statistics of Ukraine togeathar with the
Hinistry of Economica of Ukraine shall, within tan days, approve
the apprepriate form for creating tne lists of enterprisas

subjeot to corporatization, :

8. That the founders pf open Jolnt stook companies shall,
upon the decislon to privatize the open joint stock comfunies,
transfer the shares of such companies to the state privatipati

organa aceording ¢ armine nletcy o
nance of Ukraina and tha State Froperty Fund of Ukralnas.

vera corporatized In accordance with the schedule set forth in

Article 7 hereof the directoreg, the deputy directors and the

’ chief specialists of such antarpgises &% well as the directors

' of thelr structural subdivisions shall rcguire
additional shares ¢of the company at nominal value

YEnr_deferral of pAyment up to ,a total ancunt of 53 of _the
c te the on _of sghares b¥

employean of the company on prefexential terms. The deferral o
payment TGr the shares will be granted on tha condition that at

lsagt 30% of the value of the acguired shares has been
contrlibuted. . .

10, That the responsibility for  implementing
corporatization shall be placed on the ministers and on the heads
of the other organs of the state exacutive branch which are
subordinate to the Cabinet of Kinlsters of Ukrains.

11. That aupervision ovar the implementation of this Decres
shall be carried out by the Cabinet of Ministers of Ukraine.

TN e e o

i

' ( 9. That during tha privatization of the enterprises wvhich
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That this Decree shall coma {nto force as of tha date
vf its execution.

The 'clty ot Kylv President of Ukraine
June 15, 1997

L.Kravchuk
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RESOLUTION KO. 08
OF THE CABINET OF HINISTERA OF UKRAINA

ON THE APPROVAL OF THE REGULATIONS
ON THE PROCEDURE FOR CORPORATIZING ENTfRPRISES

In order to implement the Decrea of the Presideht of Ukralns

of June 1%, 1993 "On the Corporatization of Enterpridaes”, the
Cabinet of Mlnlsters of Ukraine heraby resclvas: i

r
To approve the attached "Regulations On the Procedure for
Corporatizing Enterprisasn, H
July 8, 1993

Prime Hlnistgr of Ukraine
L. KUCHMA

Minister of ths Cabinet of Mininters of Ukraine
VY. USTOVOITENKO

REGULATIONS |
ON THE PROCEDURE FOR CORPORATIZING ENTERPRISES

1. Thase regulations set forth the procedure for

corporatizing state enterprises, closed joint etook.compenies in
which more then 75% of the chartor fund ie owmod by thae mtats,

a3 wall as {industrial and scientific~-production asgoglations, tha
legal status of vhich was not brought inte conformity with
appliocable legislation prior hereto {(herainafter referred to as

"gnterprisas™). a

2. Within a two. week period frem the coMmpaencement of
corporatization, as describad ln Article-7 of the Docree of the
President of Ukralne "On the Corpoyatization of Enterprises”
dated Junea 15, 1993, the director of the anterpriss ahall rubmit
proposals te the founder of the opsn Jolnt-stock company

(hereinatter raeferred to ag the "Foundar") on tha individual
members of the corporatization commiesidh) (hareinaftmr reforred

a1
" to as the "comm{geign™), which shall incYude represaentatives of
the Founder, the banking institution gsrvicing _the senterprige,

tha ~appropriate stave—privaciiation body and the workers
collectiVa 8 tha ¢orporatizing enterprise. In tha event of the
co¥poTaTiTaricoh of monopolist enterpiises, the Comnmission shall
include a representative from the Anti-Monopoly Committea, The
commismsion mey also finclude representatives of other bodies and

organizations.

The Founder shall approve the menbars of the Commisslon
within a mne week parind
preserve their positions and average wages per month for the
duration of the pericd of work in the Commission. :

ML 20
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3. The chalrman of tha Commission shall organize tha work
of tha Conmiszion and ehall ba personally liable for {ts
activity.

4. A Commisslon meeting shall ba deemed legally convaned
it not less than two thirds of its members ate present,

5. Daclsions taken by the Commission shall be adopted by
a simple majority. In the event of a tie £n the votlng, the
chafirman ghall have the casting vote. A Comnission member who
does not agree with a decision adopted by the Commission, may
submit his comments ln writing and such written comments shall
be snteraed into the minutes,

6. The minutes of the Commigeion mesting shall ba prapared
within three (3) days and saigned by the ochalirman of thae
Commisaion.

7. The administration of the corporatizing enterprise
shall be obliged to provide the CcCommlssfon all necessary
accounting, statistiocal and other data within the time pericd
spacified tharator.

8. The Comni{saion shall have the right to enlist experts,
suditorsa, consultantgs and other companies. Payment for tha
servicées of such experts and consultants shall ba carried out by
the corporatizing enterprisa. .

9. The Commission shall ba responsible for the accurate.
preparation of documentation and the authentiolty of data uzed
by the Conmiaszion.

10. The <Commiseion, within a (two-month peried, shall
prepara and transfer to the Founder ancgggiéﬁ“fﬁn valiation of
the entira property complex of the corporatlzing Entérprlse and
a harter 6f the opén Jjoint-stock comfany, praparsd in
accordance with the Law of Ukraina "On ‘Econg»g’ Asaocciations”,

%‘ L]

11. wWithin a one week periad, the Founder shall raview and
confirm tha act on the valuation of the entire property conmplex
of tha corporatizing enterprise and sahall, within a ten-day
preriod take a decision on the establishment of an open jJointe
stock company and confirm {ts charter. In the event of =a
disparity betwean the foregoing documents and the requirements
ot thaesa Regulations or other applicable legislativa actm, the
Foundex shall make all necegsary amendments and additions to such
docunents.

At the same tims, the Founder shall submit to the Minlstry
of Finance, the Hiniatry of tha Economy and the 8tata Property
Fund his proposals ag to tha members of the supervising council
of tha open Joint-stock conmpany.

12, Within ons week after the approval of the chartaer, the
director of the corporatiezing enterprise, pursuant to & power of
attornay from the Founder, shall submit an application togather
with the decisfon to eutablish an open joint-steck company and
ite charter to the =tate bodles that register subjects of

- .- ... _.BESTAVAILABLE COPY. ___
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commerclal activity. No atate registration fas or other payments
shall ba due and payable In connection with tha foragoing.

13. The Ministry of Economy, tha Minisatry of Finance and
the State Property Fund shall, within a two week pariod, confirm
the members of the supervising council of the opaen jolntsstock
company. -

14, The structural subdivisions (units) of enterprises and
associations whose legal status was not brought into conformity
with applicable leglglation may be re~of§ln£z-3 In€Ka procans
‘o2 the é%?hurxtifitlcn into saparate anterprises, including open
joint-stock companies, pursuant to a decision of the Founder.

18. From the date of the registration of the open joint-
etock company the ascets and liabilities of the enterprise and
ita structural subdivisions (unite) shall) ba tranaferred to the
open joint-atock company. The }joint-stock company shall bscoms
the legal succassoxr to all of the righta and obligaticns of the
corporatized enterprise.

16, The charter fund of open Jolnt-stock companies
aestablished according hereto shall be datermined in accordance
with the existing Methods for tha calculation of thes valua of
objects of privatizatien and leasing.

17. The ragistration of the ispuanoces of eharas and
information concerning thelr {ssuance shall be conducted in
accordance with the procedure spscified by tha HKinistry of
Finance. Tha cost incuirred in connection with tha lssuance of
the shares qf an open joint-stock company shall be for the
account of tha company.

18. Disputes arising in the procees of the corporatization

of enterprises shall be rasclved irn accoxdance wlth appllicable
law.

19. The corpeoratization Comnisglon shall be desned

liguidatad from the date of the registration of the cpen jolnt-
stock company.

-
-——
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10.Registration of open ISC Director of JSC

"Donbassenergo”

Iead of the Departinent of forms of properties
and organizational structures
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FLAH FOR HDC SOLVENCY v Fﬂ#"’f
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| Backeround

Ar of 29 February 19296, NDC je insolvent, 7The pasl due claims on NLC,
Including its 8 RLCs, exceed 1Le casly on hand by about Kvzon U1l (£1,100 nil
at Kvl80,000/%).  Of this auwount, only Kv3o tril has been formally presented
al WDC'p bank,  Of thix Rv30 t11], aboul Kv3 (141 consiets of clainms by tax
authorities,

Banking regulaticns glve priorfly Lo payments due Lo such tax clalms, with the
gffect that all cash palrld into NDC accounts 1s de facto Laken by Lax
Authoerities and nome goes Lo oblwl cleditols.  As a resualt, HDC now avoids
el Jts cash aceount by divercing payments Cln ough bat ter al rangementc ol
thhough the RLCs, bolh of which cause confusion andd distiust.

The effect has bLeen Lo destroy the rellabllity of HPC's promises Lo pay,
making it twpogeible for the world Bank to lend mongy to ur through 11X, and
preventiog HDC from object fvely admlnfstel ing the payment rules called for In
Lhe prospective Buergomatket Hombel s Agreement.

The KV200 (i) owed by HOC {8 10 principle of feel by overr Kv200 tril of
arrears oved to NDC Ly (he oblenergos, 7These oblenergo avrears arose for Lo
easong:

1.1 The oblenerpgos are (i twn ovwed a roughly sinllar amoumt by thelr
cuslomer s, which the oblenerpos have so tar been unable ol
mwiliing Lo collect: and

1.7 Of the amounte collected, the ubhlenel gos appear (o be retaining
amounts In excess of what they ave entitled Lo, paying a
correcpondlngly rednced amount. Lo NDC.

Ae g step toward Lmproving payments to HDC by redocing problem 1.2 above,
Mineneipy and the HDC e (netalling a system by which all cash paymentg from
Al retall electpjoily customers o Ukralne sie pald Inte cash escrow accounts
contyoliocd fofidly by the Hatfonal Rank of Bkratne and HDC.  Hhiite helpfo),
the vscrow accounte wiil do Little Lo solve The most sel fous prollem, 1,1
above,

Athe same Uime, many of the beet cleclr lefty custumeys have Laken to
purchasing theiy power tlnough nomtar 11 supplicis as parl of batter and

ofigel Uansactions. These eecrow and vontari(f payment arrangemenls are
Hllustrated In Fignre 1 altached,
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These changees are to be accompl lshed by the obleus gos signing the
Energomarket lembers Agrermenl together with a supplementary agieement
on escrow accouwils and special collecttoim ag {n Aorickes § and 2, aud jn
the tniterdm §f necessary by ampnding the existing RDC/obilenerpo wsale
agteements,  There wvould be no 1DC agreement to defel cotlect ion of
oblenergo debls,

MDCHRIXC S/ Genica cherpy purchase agreemenls ale 1o be changed Lo provide
that:

(1) NDC's energy putchase prjee Js Lo be sel at Lhe HERC-approved
generator tarilf yntil the Bnergomarket Members Agteement (UEMA'™)
bevomes gffective el Lhe generator licenses are fsgued at which
time the ypanchase price Is to be set according tv the Ha ket
Jimles;

(2) HDC's peayment. obllpgat (o § Lo ho Liwmited Lo applying Lhe
avallable fundes according to the BJA finde adwinfsirat jon
procedine (EMA Almex 5), abd wader a0 clioumslances can a genco
claim additional paywent from RO

{3) Eavh genco agrees 1o conwvert the foll amount due to fU from
NDC+RDCs as of [2 Apr{1]) 1990 (Lhe “Effective Date™) Lo o
promissory note in Lhe fum attached as Annex 33

(4) Fach penco agrees Lo take all necessary acljons to release all
Cladmg filed by it with NDC+RDCs Lanks wilhin |5] businees rlays
after the Bffective Date: and

5 Fach penco agrees 1o allow NG to devotle all of HDCs cash proveeds
1ccefved subsequent Lo the BEffect fve Date Lo payment. of fte
temaining overdue obllpallons, In the amowunl of approsximately
Foele, 0] trdl, until theee apounts are folly pald, a period
cstimated at [5-10] calergdar daye {(the "Inlerim Period”). All
power put chase payment oblipatfons Incuryed by HDC durting the
Inter im Per fol shall be defetted and added Lo the amount of the
Atmex J note at the end of the Inter im Perlod,

These changes are Lo be accomplished by the gencos signing the
Fveveonsrket Hembers Apreement Lugelher with prum}nwur( nioles an in
Ammex 3, and In the intectn if neceessary by amending Lhe exisling pover

mirchace agieements, l

NDC mugl renegoliate ils bank lomn o extend theiyr maturity so Lhatl
ithey can be repald {rom a wholesale mal ket Prfee suwrcharge over a perfod

ol tlime,
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3 Recudred Actiune

The arrangements set oul above zre to be acconplished by the folloving
acLtions:

At NDC+RDCE must. agtee with Lhe oblenetgos on amounls due asg of Lhe mosl
recent avaflable month end (the "Heference Date™).  Thene swounts would
Lheiy be updated as ot the Effect)ve Date. This requires:

(1) HhC+RDCs should notSiy each oblepergo of the total awmount due atl
the Reference Dale accotding to HDC records,  Bach ablenergo
notifies NOC of the same according to thelyr records. T the event
af differences vhdceh can not be resvlved by the pat Lies within 10

fays, NERC decldes,
’ (F prece
1é) HERC Conf!rws(ﬂ@ﬁZﬂE@Fﬂ?ﬁigrule nused lo deterwine whien a retald

chstomer fe {n daefaullt on Ite payment obligatfon (che “"Delfault
Rule"). N

d e the time at whivh the oblenergo vould be

n This woril
zcg«:au“ Gﬂ¥hmi@ptolmmmndﬂmvhm For nonpayment, vhich may
¢ .

i I by customer clagy,

0 There mzt be a Defaull Rule for all customers, even those
where suspension of service is actually not allowved.

a For exampie, the Default Rule could be as wimple as: A
customer s {n Pefaull if any amounl remains wnpald 15
~calendar days after thelater of  (a) Lhe date ft was due or
(h) [the Effentive Date].”

{3) Each ol:lenergo must provide NDC'e Mar ket Funds Administrator with
summary [nforwat fon on those chgLomel s who are in hefault,
Inclnding the total muneber of such customerys, the number vhose
serviee has heen saspended, and the total amont of money due tronm
them at the Reference bale,

1.2 The standaid form of HDC power sale agreement, embodylng Lhe provisions

of seclions 2.1 and 2.7 above, s pepared by RBC and approved hy the
HERC, |

i3 NOCHRDCE noLify each of the gencos of the tatal amounl due to them at

the Reference dale according to (OC records,  EBach genco polifies NHC of
the same according to their recotds. Ui the event of dit{erences which

Ny
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can not be reeolved by the parties within 10 days, HERC decides.

3.4 Tha stamdard folm of HBOC power purchase agieement and promisgory 1ote,
enbodydng (he provisions o sectlon 2,3 above, 1s prepared by NIXC and
approverd by the HEJC.

2.5 On the Sifective Date degignated by the NERC, prospectively on (2 Aprifl
1U36), the following actlons ate taken:

(1) Bach cblenergo sfgns the approved NOC povwer sale agreement using
the fipmes detvomined fIn actlon 3.1 abuve;

(2) The accounte of all retall customers iIn Default are transferied to
thejr oblenerpgo special collections group for speelal collection
action aucotdlng 1o Aunex 2

(3) Bach genco &igis the approved HDO powel prrchase agreement aid
momissoly note nsing the figures determined i actfon 3.3 above;

and
(4) WDC s bank vredftors sign Lthe loan 1eschedul fng agreement,

K In the days immediately following the Eyfective Date, all cash collected
by HUC will be applied Lo pay off its remaining creditors. This shonld
tuhe b-10 daye, after which BDCs bank avcounts shondd be free firom
Tlens, and HDC can resume Lrading ar a sulvent enterprise.

These action should be taken al once, regavdless of completion of the
Buergomarket HMeinbers Apreement,

4 Ef frots )

These forbearance and collection atrangements should restore HDCs solvency and
g1 adually end the nonpayments problem I the povwer secloy.

Th g0 dofng JU shonld be noled that these collection procedures have the
following effecte:

4.1 The oblendrgos are glven strong incentives to colleclt on old debls and
to prevent new tofonlte,

4,72 The collection peiioimance of the ublenvigus is Lo be monitored by the
NDC's Market Fimde Administtator on behalf of the ket gomal ket Roard,
uhich will be empowered to recommend penalt les {f an oblenergo falls lu

perform the epecified special collection v ocedures,

o
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9,7

The cash escrov accott e give HIX Lhe means Lo enforce paymenl proralion
rulec on the oblenergos and to collect any penaltices due from them {or
failwe to perform e apecial collection procedures. '

Special collections depat Uments are part of any warket-basced clectricity
supply organization, and the carly development of these capabi)itlvs
will add a permanent value o vach of Lhe oblenergos.

The collection enfeorcament mechanfgm does not reculre hroad i tallnent
of electiicily rervice Lo whole obleneipos, so there should he no
interference with supply to customers who do pay promptly.

The corl of an oblenerpos failure (o collecl atrem s and sruspeind service
Ly ponpayers will be borne by local customers in Lhe form of an
oblenergo-specific surcharge ob whvlesale electvicity prices which will
Le pulr)icized and provide local pressme on the oblenergns to perform,

The whole process Is under HERC supervisfon to prevenl. abuse and fo (o
he carried oot nniformly patinnwide to pevent unlain burdens acrocs

1eglons.

1S
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ANHEX 1

CASH ESCROW ACCOUMNT CORDITIONS

This annex sets out proposed conditions wiifeh the Plarewd cash escrow accounts
chondd 0311l In ordor to wecigo that Lhop aro of fnot tie aeed yat i nn
interfere with exigling nomtanriff trading arrangemenis:

1

[ 2%

i

oG

All exdieting paymenl arteae due tu oblenerpog mnet flow through the
escrow gecounts In order to avold diversfon of collected arrcars by
oblenergos. All such paymenle are (o be in cash chly.

Ho oblenerpgo may accept barter goods in ditect or incdirect psyment for
power after the Bffective Date,

Fees allowed Lo each sblenergo from fwuls paid Into its cash escrow
ATCOUNE are (0 e hazed on tie teeg allowed undeyr Lheir LYND Anr LS
ticenses.

No fee fs to be collected from the oblenergo escrow account for
generatfon costs, slnce all oblepergo generator output Is to be sold to
NDC and paild fur pursuant to the standard HDC power purchase agreement.

Each oblenergo 1etafl costomer accot which violates RERC s publlshed
Default Rules is Lo bLe promptly noticed Lo the HDC's Market Funds
Adnindstrator and transferred (or gpecial collectlon actlon pursuant to
Almex 2 hereto. At that time the oblenergo will have no {urther right
to LVNO o1 LES fees from that customer's payments unless and until the
customer §s transferred back to the oblenergo according Lo Lhe special
collection procedines.

NEPC mepy al any time ovder an zudit by zn Independent suditor, et the
oblenergo’'s expense, o verify, un a statistical basis, the oblenergo's
1ecords of amounts due f1om and paid by relail customers,

Nentard £F suppliers custeomers who have no alrears due to thelt oblenergo
shall be under 110 oblipalion Lo pay into Lhe oblencigo eBorow sccount
fer enerey purchssed {rom thefr nontarlif supplier, whether paid for In
vash or in barter gnods.

The use oOf ©HOIUY sCCOUNLH {1 ne way retnees the oblenergo's {insncinl
respongibility for all energy delivered by NDC Lo the oblenergo’s LV
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nelwot k., Bach oblencrge remaing £ully rosponsible to elther pay
directly for ench delivered energy or Lo asgsinre that it ls pald for
indirectly through offset. Uransfer orders from genetalol s,

These conditions are in addition to those alieady establiched for proper
administration,
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AHNEX 2

SPECIAL COLLECTION PROCEDURES

This ammeyx sets out the proposed special collectlon procedwes 1o be followed
hy each ohlenergo’'s Speclal Collectiomns Group ("SCG). The procedures aie to
be approved by NERC and published prrjor to Jmplementatfon.

There procedures apply to all r1etal) customer accounts which have violated the
HIERC-approved befault Rule and have heepn transferred Lo epeclal collections
pursuant to Annex 1 hereto.

]

Each Defaultec retall customer ,is tp be not [f:ed al Lthe Lime iU is
transgferred for speclal coliection and jr Lo be told what to expecly if
payment is not made withln a further 15) day notice perlod. 1f the
customer 1 cusrently putchasing energy fyom a nontari€f supplier, that
suppllier s alrgo notified,

Immediately after Lhe notice period expfres, if paymenl has not been
made in full or a satlsfactory payment plan (paying no less than current
invofces plus interest plus JO7 of arreare each nonth) is agreed:

2.1 Service to the befaulted costomer is to be promptly suspended; and

2.2 The SCG is to file a clalw against the cnsiomers bank accoupt §f
thig has not alcready boen done.

1f the SCG {6 prevented Ly government urders or pressuce from
effectively suspending service 1n step 2, the SCG aust fnmediately:

3 Apply Lo HERC to treat Lhe wnpald and acorulng ancunls ae a
“defanit suhsfdy”, to be recovered Uwnoangh defanit subsidy
certiffcates and charged to an oblenerpgo-specific Energomarket
surcharge ovel a period of Ulmei and

3,2 Publish o notice of the involuntary cortimmiion of service, the
reasoit for it and the prospeetive Financial cffects on the paying
customels,

NERC shall then have 10 hasiness days (o decide whether or not Lolgrant
a default cubsidy!
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3.2 (f NERC grants enbsidy certificate statug, this account s
releaced from special collecticns, ard LVHO and LES gervice fueen
are Lo be pald tu the oblenergo flrom Lhe oblenelgo escrow account
In the normal way.

J.4  If NERC does not grant subsidy status within that Line, the
oblernergo ts abl. fault angd:

(1) From Lhe Defaultl Date Torward, the oblenergo §e not to be
paid any LVHNO 1 LES fee for serving the Defaulted customer;
and

(2} Beglmilng [3] weeks after the Defaull Date a penalty will bae
deducted from escrow amounls due Lo Lhe oblenergo In the
amouit of i Lhe Defaulted customer's LVHO and LGA [ee,
increasing by 18 each week until Lhe oblenergo 1s paying the
full value of the energy belng consumed by the Defaulted
custorer, ‘the proceeds from thle penalty are to be applied
to the oblenergo's power purchase payment obligation to NDC.

Any customer faillng to petform ot 4 agreed payment ptan §6 tn have
service fwmedistely suspended nntil the account is paid in full and
acceptable securfly arvangemerite are made Lo prevent a recurrence,

Cuglomerg are to be discharged from special collectlons only when all
arreas have been pafd, Ifncluding interest.

Full interest chotges and penaltles as authur iced under current law
(est fmated at [1]% per day) are to be charged to the customers account,

The SCG may accepl payment by Defaulted custowel's only In cash., Customer
barter goods mnst be conver ted to cash hbefore payment to the 5CG.

All proceeds cvollected by the 5CG are Lo go directly to the Jocal RDC
escrow account., byparsing the ublener go escrow account and elfminating
any assocfated fees which would liave been due to the oblenergo.

The SCG 16 Lo recetve [H17 of all pre-1996 arrears which 1t collects,
plus [31% of all post-1ues arrears which ft collests, These (ees will
Le pald From the RIX! escrow account.  [For §1 DI of pre-19296 airears
collected over 36 nontles, this would mean paying aboul $50k/m per
ol:Jenergo in total cempensalion for speclal collect [vn services. )

Each SCG fs to file weekly an aged recetvables reports with the HpC
Harket Funds Administiator, together with a report of collectiong and
related activities as Uw Energomarket Board may requesl, For aping

5k
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12

purposes, custome) payments are Lo he applied flrst to Interest and
penalties, then to atveats, oldert £irsy.

The Lnergomar kel Bouard may declare any amoumte cdue from a cnstomer whose
cervice has been suspended to be a "Bad Gebl” §f it gemains nneollected
after the later of (6] wonths afier Defaull date ocr (3] months after Lhe
Effective Date, This declarstion means:

11.1 The Bad TeblL amount {s removed from the 3CG backlog: and

11.2  The Bad Debl amnunt is added to the oblenergo-specific
Evier gomar ket surchatge vver o perjord of tiwme, and this {acl is
publ {shed,

HOC & auditer and market funds administrator ate Lo monitor the
perfotmance of the 27 SCGs,  1n the event of systematic fajlure by an
500 Lo properly report, suspend service ot collect payment, the
Encrgomarket Board may vecommend to MNERC penalties of up to 20Z of the
oblenergo's supply and LV fee be charged agalnst tle oblenevgo crorow
account untll the deficlency fg corrected. Proceeds {rom such penalties
shall be applied Lo reduee the oblepergo-specific surcharge.

The special collection program may be moddfied at any Uime by the Enelgomarket
Buard with the consent of the NERC, taking due accomnt of lncent{ve payment

obligations to the SCGs.
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ANNEX 3

GENERATOR FORBEARANCE AGREEMENT

The form of promissory note glven Ly NDC to eash generator shall Include the
following provigions.

This agreement dated s botween (Genetator} ("Seller”) and National
Dispatch Center of Ukraine on behalf of jirell and fte eight subordinate
tegional despatch centres (THIXCY):

1) HOC hereby acknuwledges debt to Seller in the amount of = (. Kv _ } . as
of {31 Harch 1996} for electricity purchased on and before that date
(Lthe "Debt™),

) HDC agrees to repay the Debt as follows:

2.1) rrincipal s to be pald In 36 eyual installments beginning 30 June
190h,

2.2) HIX shall pay Scller [nterest at the Bank of Ukraine Interbank
Lending Rate, compounded monthly from 1 Aprll 19496 on the then
ontstanding halance until fully paid,

2.3) Principal and interest are to be paid on the last business day of
each month,

2.4) Any amounts ncol pald when due shall accrve Snterest at the rate of
120% of the Interbany Lending Rate.

2.5%) 1In each month after Jhme 1996 until the Debt Is tully pafd, any
amounte recelved through the specfal collectime procedure [set
oul. in Armex 71, nel of ascooioted expenses, shall be applied
firct to pay tth mont.h'e fntercst andprinoipal on all suoh Dabt
pro rata amot credftors, and second Lu prepay the next wnpaid
principal paymwents, pro rata anmong creditors.

J) NDC agrees to éecure trepayment of the Debt as foullows:
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3.1)  NDC shall unify all wholesale electrfeily sales now conducted by
elght RDCs and the NBC jn a unified nattonal electy fcily
cettlement syslem, upetated by HDC.

3.2) MC shall poul all dafly receipte from wholesale electiicity
sales, whether as cash or as offsets valued at markel prices, and
vhether collected directly or though escrow accounts. Thie entire
amont, after deductfon for obligations to the bhudget and HDC
expencee, shall be avaflable to make scheduled payments on the
Debt.,  The debt service payment take priority over HBC payment for
current energy prwrchases, ancillary services ond HY network fees.

3.3)  If necessary, NUDC shall add a surcharge Lo Lhe wholesale market
price gufficient (o repay the Debt as scheduled, including any
Interest un overdue paymenti each month,

NDC agrees to report the full) 1esulle of the operation of the unified
settlement system to Seller each day.

4) In consideration of these arrangements, Seller agreee Lol

4.1) Releage iz block on bank accounte of HDC and the RDCs and Lo
tefrain from any further such actfon agatnst HDC and its
aff{liates so long as NDC adheres Lo thls agreement,

4.2) Take all praclical actiong to obtain Lhe release of any blocks on
HDC o1 RDC Lank accounts by govertment anthor{ties resulting {rom
Seller’'s fallure to pay Lares due.

%) In the event that deller circimvents the unified natlonal eleclricily
settlement system, operated by NBC, and gells envlgy to partles other
than NDC, Uhis sgreenent. shall be null and void and NDC shall liave no
further obligation Lo zller to pay any temaining balance on the bebl,

AGREED!

SELLER NDC

i e etk an

General Direclor

Dirvector
(Powe% Plaml o1 Genco)
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~or or directors are present at the meeting of the Board of
Directors or a committee thereof which authorizes, approves or
ratifies such contract or transaction or because his, her or
zheir votes are counted for such purpose, 1f: the fact of such
relationship or interest is disclosed or known to the Board of
Directors or committee which authorizes, approves or ratifies
the contract or transaction by a vote or consent sufficient for
the purpose without counting the votes or consents of such
interested directors; or the fact of such relationship or
interest is disclosed or known to the shareholders entitled %o
vote and they authorize, approve or ratify such contract, trans-
action or determination by vote or written consent; or the con-
tract or transaction is fair and reasonable to the corporazt:ion.

{b) Common or interested directors may be counzec :
determining the presence of a quorum at a meeting of the Board

£ Directors or a committee thereof which authorzes or raz:f:es
such contract or transaction.

(c) MNone of the provisions of this section shall
invalidate any contract or transaction which would otherw:se be
valid under applicable law.

2.13 Removal. All or any number of the directors may
be removed, with or without cause, at a meeting called expressly
for that purpose, by a vote of the holders of a majority of the
shares entitled to vote at an election of d:irectors.

©2.14 Resignation. Any director may resign by
delivering his or her resignation to the corporation at its
principal office or to the President or Secretary. Such
resignation shall be effective on receipt unless it is spec:f:ed
to be effective at some other time or upon the happening of some
cother event.

ARTICLE I1I1

COMMITTEES ; )
Gurpraarn 0y lo—es(

3.1 Designation. The Beardeof-Directors may des-
ignate from among its members an executive committee and/or one
or more other committees. The designation of a committee, angd
the delegation of authority %o it, shall not operate to rel:eve
the Board of Directors, or any member thereof, of any respon-
sibility imposed by law. No member of any committee shall con-
tinue to be a member thereof after ceasing to be a director of
the corporation. The Board of Directors shall have the power at
any time to increase or decrease the number of members of any
Committee, to fill vacancies thereon, to change any member
thereof and to change the functions or terminate the existence
thereof.
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3.2 Powers. During thé
the Board of Directors, and subjgct to such limitations as may
be imposed by resolution of the jBoard of Directors, the execu-
tive committee may have and may/exercise all the authority of
the Board of Directors in the nzragement of the corporation.
Any other committee shall have such authority of the Board of
Directors as the Board of Directors shall delegate to it by
resolution. Notwithstanding the foregoing, ne:ther the execu-
tive committee nor any other committee shall have the authorizy
of the Board of Directors in reference to amending the Ar<ticles
of Incorporation; adopting a plan of merger or consolidat:on;
recommending to the shareholders the sale, lease, exchange,
mortgaga, pledge or other disposition of all or substantially
all the property and assets of the corporation otherwise than in

l the usual regular course of its business; recommending to th

T T T
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shareholders a voluntary dissolution of the corporation or a

revocaticn thereof; or amending the 2ylaws of the corporation.

3.3 Procedures; Meetings: OQuorum.

{a) The Board of Directors shall appoint a chairman
£rom among the members of a committee and shall appoint a sec-
retary who may, but need not, be a member of the committee. The
chairman shall preside at all committee meetings and the sec-
retary of the committee shall keep a record of its ac:is and

proceedings.

(b) Regular meetings of a committee, of which no
notice shall be necessary, shall be held on such days and at
such places as shall be fixed by resclution adopted by the
committee. Special 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 notice as is required by these
Bylaws for special meetings of the Board of Directors, provided

' that notice by word of mouth or telephone shall be sufficient 1€
received in the city where the meeting is to be held not later
than the day immediately preceding the day of <he meet:in A
waiver of notice of a meeting, signed by the person or persons

' entitled to such notice, whether before or after the even:z
stated therein, shall be deemed equivalent to the giving of such
notice.

' (c) Attendance of any member of a committee at a

meeting shall constitute a waiver of notice cf the meeting. A
majority of the committee, from time to time, shall be necessary
to constitute a guerum for the transaction of any business, and
the act of a majority of the members present at a meeting at

LR o of

which a quorum is present shall be the act of the committee.

e e . e

¥

i

é Members of a committee may hold a meeting of such committee by
% means of conference telephone or similar communications equip-
& ment by means of which all persons participating in the meeting

a l

| /502/
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can hear each other, and participation in such a meez:ing shall
constitute presence in person at the meeting.

(d) Any action which may be taken at a meeting of a
committee may be taken without a meeting if a consent in writ:ing
setting forth the actions so taken shall be signed by all mem-
bers of the committee entitled to vote with respect to the sub-
ject matter thereof. The action shall be effective on the date
when the last signature is placed on the consent or at such ear-
lier time as .is set forth therein. The consent shall have th
same effect as a unanimcus vote of the committee.

(e) The Board of Directors may vote to the members of
any commilitIee a reasonable fee as compensation for attendance at

~

meetings of the committee,
ARTICLE 1V
OFFICERS

4.1 Number. The officers of the corporation shall ke
a President and Secretary. Such other officers and assistant
officers as may be deemed necessary may be elected or appo:nted
by the Board of Direc<tors and shall have such powers and duz:es
as may be prescribed by the Board of Directors. Any two or mcre
offices may be held by the same person.

4.2 Election and Term of Office. The officers of the
corporation shall be elected annualily by the Board of Directors
at the first meeting of the Board of Directors held after the
annual meeting of the shareholders. If the election of officers
shall not be held at the meeting, it shall be held as soon
thereafter as is convenient. Each officer shall hold cffice
unt:l a successor shall have been duly elected and shall have
qualified or until the officer's death, resignation or remova.
in the manner hereinafter provided.

4.3 Removal. Any officer or agent eleczed or
appointed by the Board of Directors may be removed by the Board
of Directors whenever in its judgment the best interests of the
corporation would be served thereby, but removal shall be with-
out prejudice to the contract rights, if any, of <the person sc
removed. Election or appointment of an officer or agent shail
not of itself create contract rights.

4.4 Vacancies. A vacancy in any office because of
death, resignation, removal, disqualification or otherwise may
be filled by the Board of Directors for the unexpired portion of
the term.

|

%



23 LVED, that pursuant to Section 3.12 of the Bylaws of tha
mmany, there is hereby established the Personnal Committes
? tne Board of Directors, which shall be composed of noc
.+# ~han cthree members of the Board of Directors who shall

ce officers or full-time employees of the Company: and

. oyTToer

.. .JED, that the members of tha Personnel Committes shall

‘opointed by the Board of Directors as soon as
azzicable afrer its election in each year, and one of the
-15:¥s shall be designated chairman by cha Board of
.Lic=ors; and furcher

*.35LVED, that the Personnal Committae shall review

_iri:dically ths Company's policies relating to employee

¢ 1denszation and benefits, and shall raview and assess the

- :fi1zziveness of tha Company's plans in implementing thoge
-t1cies; and further

-3 _JED. zhat., for tha purpose of fulfilling ics other
;z.nsibilities hereundsr, the Personnel Committem shall
r.a+ the Company's executive staffing plan for meering
s3aut and futurs leadsrship needs of the Company; and
w2 r

-7sCLTED, that tha Personnel Committee shall review the
‘. .. 7ing matrers for the purpose of making recommendations
:..: Board of Direcvors with respect tharaco:

candidatax for elsction as officers of the Company;
ssmpengation plans for officers; and
sslary level of the Chief Executive Officer.

svd Ffarther

Ser20JED, that the Porsonnal Committee shall raview the
1:4 levels of the Chief Executive Officers of

for

: p.rpose of making recommendations to ths respective

~1:23 of those subaidiariags with respect thereto; and

2E321LvID, chat the Personnel Committem shall review and

spureve the following mattors:

. rajor changes in management organization struecture;

s«lary lavals, performance cargets and incencive awards
“.r officers:

pRYit program ahd salary range adjustmeants for semior
.uiagement other chan officers;

e e v e epm= v s wmvas T % emmemws e e mnmrws v
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incentive plans for emploveas: and

5. changes in policies relating to employse insurance a

like benefirs,

: and further

RESOLVED, chat tha Pesrsonnel Commirtes shall administe
compensation plans as auchorized by the Board of Director
in said plans or otherwise; and further

RESOLVED, cthat the Persormel Committee shall report it
activities to the Board of Directors at least annually an
at other meetings as may be appropriate; and further

RESOLVED, <that the Parsomnel Commirtee shall report o

““executive compensation to shareholders pursuanc to the prox

solicitacion rulex of <the Securitiass and Exchang
Commission: and further

RESOLVED, that the Personnel Committee shall have suc!
authority and responsibiliey for other macters as shall be
dalegated to such Committee from cime to time by action of
this Board with respect to such macrters; and furthar

REEOLVED, th«t thwa foregoing resolutlions shall superseds the
resolutfons adopted by che Board of Dirsetors or



Finance Committee Resolutions

iT.1.:.2, that pursuant to Section 3.12 of che Bylaws of the
z.ve:r there is hereby established the Finance Committee of
;. Z.ard of Directors, which shall be composed of the
‘szlxzin of the Board and not less than two other membars of
-¢ Becard of Directors; and further

“Z:7LVID, that the members of the Filnance Committea shall be
wn.’inzed by the Board of Directors ag soon as practicable
sfivzr its eleection in each year, and one of the members
_r:il Se designated chairman by the Board of Direcrtors; and

Jurcthar

13I:CLYED, rthat the Finance Committee shall have all the
. +act <f the Board of Directors to approve the final terms
ve. i aucthorize the offering, ilssuance and sale by the
Jowvar, of 1ts stock, bonds, notes and other evidances of
« s.or.l.ip or indebtedness to the extent delegated te such
tsumy:.ee by action of this Board with respeet to each such
-fr:ring, issuance and sale and to tha extent parmitted by
.+ Svagon Business Corporatien Act at the date of such
wr . cgation; and further

£ i.217iD, that upon the delegation to the Finance Committee

I Luc: suthority with respect to tha offering, issuance and
falz ov the Company of its stock, bonds, notes and other

.ce- .28 of ownership or indebtedness, the Finance Com-
. .-vc& shall have all the power of the Board of Directors to
. .wthe. delegate such authority to an officer or officers of
L1z coupany to the extent pesrmitted by the Oregon Business
~oc¢pozavion Aet; and further

LL LLYVED, that the Financa Comaittee shall regularly consult
w.ofl, and may vequest reports from, the appropriate officers
¢e <he Company concerning the Company's requirements for
capital, tha condition of the capital markets, the most
sppeepriate means of obtaining additional capital as needed
tvom zime to time, the capital structure of tha Company, tha
Unrpanv's dividend policy, the financial and investment
.ctec:: of the Company's employes benefit plans and such
viter Zinance-relarad matters as tha Committee shall
cetes one; and furcther

2.0 :t:D, that the Finance Committea shall report to tha
32aré of Directors periodically, and at least quarterly, on

cty. presented to and considered by the Fipance
.vt.2lt.ze, action taken by 1t on such mattsrg, any recommen-
2:iv12.5 the Committe= may deem appropriate, and such other
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cn: of the financing activitles of the Company as the
tce Committee deems significant; and further

L 2D, cthat tha Finance Committea shall have such
‘cvity and responsibility for other matters as shall be
:¢:ted to such Committee from time to time by accion of
: _.ard with respect to such matters; and further

LV ID, that the foregoing resolutions shall supersede the
:1.rions adopted by the Board of Directors on January 11,
»ith respect to the same subject matter; provided that
-4 herein shall affact the validicy of actions taken in
~enze on such resolutions adnpred .Jamiary 171, 1889,




A1t CoMMITTEE

R .3CLJED, that pursuant to Section 3.12 of the Bylaws of the
7. ap=ny thare 1s hereby established the Audit Committee of
<=2 2sard of Directors which shall be composed of not less
-:in three members of the Board of Directors who are
: “ezandent of the management of the Company and ara free of
:e+ velacionship that in tha opinion of the Board of
ce .zors would {nterfere with the exerclse of independent
ig~:nt as a member of the Audit Committee; and further

T

£7ICIVED, that the members of the Audit Committee shall be
-pornted by the Board of Directoxs as soon as practicable
ez its election in each year, and one of the members
2211 be designated chair by the Board of DPirectors; and

HESRE~) 4

i o {D

©..0. ED, that tha duties of the Audit¢ Committee shall be as

cvatainaed in Audit Committee Responsibility and Funcrion as
2. a-iied hereto as Exhibit A; and further

JL.L_YED, that thae Audit Committeae shall have such autherity
sz .-aponsibility for other matters as shall be delegated
re gi1zh Committee from time to time by action of this Board
«..Ih zespect to such matters; and further

~L.C_YED, cthat the foragoing resolutions suparsede the

s .clutions regarding the Audit Committee  adopted
toverier 17, 1993,

BEST AVAILABLE COPY
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Exhibit A
AUDS - o727 RESPONSIBIL AND CTIO
MIS:I..
The =::ziva :f£ the Audit Committee of tha Board of Directors (the "Board") of
the "Company*) shall be to assist cthe Board in fulfilling its
rescossibil_Ties by overseeing and reporting to the Board with respect to the
genzr..! : L_.i23 and practices of the Company (and the subsgsidiaries of the
Cempary di-:_sded in ¢he asnsslidavad fimaneial statements of (e Cumpairy)
relezinrg -o sccounting, reporting praectices, adequacy of internal controls,
quaiizy ard _ntegrity of financial reporting, and such other matters as may be
assiz~ed = che Board. The Audit Committee shall maintain free and open
comzuvicaii- 1 with the Board, the external auditors, the internal auditors,
mar ...:: ° .. the audit committeas of each business unit having such a
comai:-ze . I- carrying out 1ts mission, the Audit Committee shall have

die¢ r- lon iz initiate such investigations as {t shall deem necessary and shall
vzpeirz authority to employ special counsal or experts in circumstances
when .- d2:2::inss that necessary resources cannot be provided by regular support

The & i’z Chrazittee of the Board shall consist of three or more directors

appe Lt 2w -y che Board who are independent of the management of the Company and
ave ooz X any velatienship that in ¢the spinisn ¢f the Doard could (i tavfale
wit,. le cr--zise of fndependenc judgment as a member of the Audit Committasa.
Rol.

The &uiit Zosnicsee of tha Board shall ceoordinata and act ag the audit committee
for 3.l & vle Company's operations, including subsidiary companies, unless such
suts_diary ras a board of directors which has at least three independent
directors wk> function as an audit committee for that subsidiary. Where such an
inderede: zudit committees existg, then the Audit Committea of the Board shall
recei's ana raview reports from the subsidiary audit commivtes and coordinate its

Regular meetings of the Audit Commictee shall be held no less frequently than
qua.t:rly, on a schedule to be adopted by the Audit Commictee. Special meetings
of the 2.dit Copmittee for any purpose may be held when called by the Chair or

any i .ubdr
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:* 2. _Statements and Extermal Auditors

.i: Committee shall:

2 . n_.der the proposed scope of the external auditors' work for the
. .rzznt year, consider any proposed nonaudit functions to be per-
T:rved, review the audit plan and review the prior year's audit fee
- 4 che current year's fes estimate., The Committee's review should

c.ude an understanding of the factors considered by the external
..ditors in determining the audit scope, including:

Industry and business risks characteristics of the Company;
External reporting requircments;

Materiality of the various segments of the Company's
consolidated and non-consolidated activitias;

Quality of Internal accounting controls;

gxtent of Involvement of internal auditers in the audit
examination; and

Other areas to ba coverad during the audit engagement.

‘b § czive and consider any recommendations of management regarding tha
¢ .tecnal auditors to be rxetained for the following year, including
: .dezement's evaluation of factora relating to the independence of the
~z ditors, and submit a recommendation to the Board,.

)
e

teview with management and the external auditors, before publication,
.. 2 annual finaneial statements (Iincluding special year end entrias,
:3cnotes, management's discussion and analysis of financial condition
:d results of operations, and any special disclosure problems) to be
{-¢” :ded in the annual report to shareholders, the annual 10-K report
= tne SEC or similar publicly filed documents, proxy material, and
2.y disputes {(resolved or unresolved) between management and the
e:rernal auditors that arose in connection with the preparation and
e.drt of the finanecial statsments; review the Company's process of
=:3essing tha risk of fraudulent financial raporring and monitoring
c.ap.iance with establlshed codes of corporate conduct; and review
.—guificant adjustmence proposed by the extasrnal auditors.

)y,

i) kzview those reports (or summaries of such reports) issued by the
eleinal auditors or the 1internal auditors, relating to audits in
1. .ch a material weakness fs disclosed or identified and management's
recporises therato,

fa)y Teoview with management, the external auditors and the ifnternal
.adicors, the Company's genaral policies and procedures with raspect
2t ireernal auditing, accounting and financlal controls and tha
i.:actacy of such policiex and procedures.

BEST AVAILABLE COPY
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iew the effect of any lmportant new pronouncements of the account-
; trofession and other regulatory bodies on the Company's accounting

.2oies and pracrices,

:.2 with the extermal auditoxs any significant proposed changes in
+ “asic accounting principles and reporting standards used in the
.r.zation of the Company's financial statements.

-izw all reports of audits or reviews of the Company (or summaries

< s:ch reports) issucd by regulatory or taxing authorities that could

. 'e a material impact on the Company, or how its businesses are
Lo octed,
fnes with the external auditors, internal auditers and with the

. p.ay's management the extent to which recommended significant
. .12:3 or improvements in financial and accounting practices have

- :n ‘mplementad,

:.e ¢ reports In executive session from the engagement partner of
. .Zternal auditor, which reports shall, In parc, comment on ths
¢.jabllities of che iInternal auditing groups and the Company's

L. 1&g :Ment.

. ..eive veports in executive session from management and the intermal
.. +izors, which reports shall, in part, review any concerns with
t. spe~t to the external auditors and the extermal audit procesgs.

ragularly with the Company's General Counssl to review legal
- .z:cs that may have an fmpact on the Company's financial statements,

-

. = c=her legal mattars as appropriata,

..¢.. promptly to the Board its dsliberations and recommendations.

ci7e and consider reports of peer reviews of the external auditors.

Toverral Aunditors

it
—

ib)

. .« Audlt Committee will annually review the audit plan covaring the
~ . .pused activicies of the Internal Audit Department and,
zc applicable, internal audit groups of any business units coordinated
«..h the audit plan of the external auditors.

e Audit Committee will review, in swmmary form, the results of peer
raviews of the Internal Audit Department performed
r-:1:uically by consultants approved by the Audic Committes, and peer
ravisvs of the intermal audit groups of any business units performed
L. the PacifiCorp Intermal Audit Department.

~ ndivt Committee will receive reports, at least annually, from the

. ~~sger of the _lInternal Audit Department covering activi-
_.s, staffing, proceduras for selection of audits and other relevant
Viuatien.
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"z cnairs of any audit committees of the business units, the manager

. =he Internal Audit Department, and the engagement
r.ner of the external auditor will report at each regular meeting of
: Audit Committee regarding the identification of any material
ix1esses, problems, or significant events. Every incildent of thefe,
3:¢ulent activity or illegal conduct by Company personnel shall be

- o..ted ro the Audit Committee, without regard to tha financial

z.riality of such incident.

2 Audit Committee will review and concur in the appointment,
-plecement, reassignment, or dismissal of the manager of the
Internal Audit Departmenc,
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= T 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 existing 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 fund.

- 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

l 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 securilies, 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.
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- 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 fund
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 fund 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 notify 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. Pocuments 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.

/1t



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. o

- 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.
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VI.

The Law of Ukraine "On
Securities and Stock Exchanges"®



The Law of Ukraine
on Securities and Stock Exchange.

This law defines conditions and procedure for the issuance
securities and also regulates intermediary activity in the
process of organization of circulation of securities in the
territory of Ukraine.

Chapter 1. SECURITIES, THE PROCEDURE FOR
THEIR ISSUANCE AND CIRCULATION

Section 1. General Provisions
Article 1. The definition of the securities

Securities - monetary documents which testify the right to
possess or the relations of a loan, define interrelations between
the entity which issued them, and their holders and stipulates,
as a rule, payment of revenue in the form of dividend and
interest payments as well as the possibility of transfer of the
monetary and other rights that result from these documents to
other persons (individuals).

Securities can be of two class - registered and bearer.
Registered securities, if nothing is provided by this Law or if
there is no special indication in such shares that they are not
subject to transfer, they are transferred by means of endorsement
in full.

Bearer securities circulates without any limits.

Securities can be used for carrying out settlements and also
as a mortgage to secure payments and credits.

Renewal of the lost registered securities is carried out by
the state bodies, enterprises, institutions and organizations
which issued such securities. .

Inheritance is carried out in accordance with the civil
legislation of Ukraine.

|
The definitions; special conditions of issuance and
circulation of privatization papers are stipulated by the special
legislation of Ukraine. ’

The procedure of circulation of securities issued by the
Soviet Union and other Soviet republics and placed in the
territory of Ukraine is regulated by this Law, other legislative
‘acts of Ukraine and also by the pgreements of Ukraine with the
Soviet Union and appropriate Soviet republics.

’

Article 2. Issuer of securities

The issuer of the securities - legal entity which issues
securities and commits itself to perform obligations which result
from the conditions of their issuance (hereinafter referred to
as issuer). ’
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The issuer must perform all obligations which result in
association with issuing securities within terms and procedure
stipulated by this Law, other legislative acts of Ukraine and
also by the decisions on the issuance of securities.

The rights and obligations regarding securities arise upon
transfer of securities by issuer to receiver (purchaser) or to

his authorized person.

Article 3, Classes of securities

In accordance with this Law the following kinds of securities can
circulate on the territory of Ukraine: -

shares;
internal republican and local bonds;

bonds of enterprises; !
republican treasury bonds;
saving certificates;
promissory notes.

Section 2. Shares
Article 4, Main characteristics of shares

Share - a security without. any time limits of their
circulation which testifies the share holding in the charter fund
of Jjoint stock company, confirms membership in Jjoint stock
company and the right for participation in its management,
provides the right to shareholder to receive part of revenue in
the form of dividends and as well as the right to participate in
distribution of the property upon liquidation of joint stock

company after.

Shares can be: registered shares, bearer shares, preference
shares and ordinary shares. The citizens, as a rule, enjoy the
right to hold registered shares.

The circulation of registered shares is recorded in the
stock registration book which is kept by joint stock company.
This book should include all data regarding registered shares,
including data concerning a shareholder,, time of their purchase
as well as quantity of shares that every certain shareholder

possesses.

. The total quantity of bearer shares is recorded in the
registration book. . | .

A holder of preference shares has the right in preference
to obtain dividends and priority right to participate in
distribution of property of joint stock company in the event of
its liguidation. Holders of preference shares have no right to
take part in management of joint stock company if it is not

provided by its charter.



Preference shares may be issued with fixed annually paid
dividends in percents according to their nominal value. The
amount of dividends paid is established in share by irrespective
of the amount of the revenue of joint stock company in the
corresponding year. In the event there is no enough revenue of
the corresponding year, the dividends on preference shares are
paid at the cost of the reserved fund.

I1f the amount of dividends which are paid to the holders on
ordinary shares exceeds the amount of the dividends on the
preference shares the shareholders of the latter ones can receive
additional payment equivalent to the amount of dividends received

by other shareholders.

The total amount of issued preference shares may not exceed
10% of the statute fund of the stock company.

The charter of Jjoint stock company determines the
implementation of the right to obtain dividends in preference.

The minimum nominal value of the share may not be less than
50 karbovantsi. The nominal value of the share that exceeds 50
karbovantegi shall be divisible to the minimum value of the share.

Shareholders can receive certificate for total to nominal
value of shares.

Share must contain the following requisites: the name of
joint stock company, its location, the name of security -
"share", its ordinal number, the date of its issuance, class of
share, its nominal value, the name of owner of share (for the
registered shares), the amount of the charter fund of joint stock
company at the date of issuance of shares and the quantity of the
shares being issued, the term of payment of dividends and the
signature of the chairman of the board of joint stock company or
another authorized for it person, the seal of the stock company.

Dividend coupons may be attached to shares.

Dividend coupon must contain the following requisites: the
ordinal number of the dividend coupon, the ordinal number of the
share on which the dividends are paid, the name of joint stock
company and the year of payment of the dividends.

Article 5. The rights granted to Shareholder

Shareholder has the right to receive a share of revenue of
joint stock company (dividends), to take part in the management
of the stock company (except from holders of registered shares),
and also other rights, provided by this Law, other legislative
acts of Ukraine, and also by the charter bf joint stock company.

Share may not be divided (is indivisible). 1In the event
when several persons are the joint holders of a share all they
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are counted as one shareholder and can enjoy their rights through
opne of them of through common authorized person.

Article 6. The decision on issuance of shares

The decision to issue the shares is made by the founders of
joint stock company or by the general meeting of the shareholders

of joint stock company.

The decision to issue the shares is recorded in the minutes.

l The minutes on the decision to issue the shares must contain .
the following requisites: the name of the issuer and its a

location; the amount of the charter fund or the value of the main
and working assets of the issuancer; the objectives and purpose

l of its activity; designation of the officials of the issuer; the
name of the controlling bodies (auditing firm); data regarding
the placing of previously issued for circulation securities; the

' purpose of their issuance of shares; definition of the categories
of the shares; the quantity of the registered stocks and bearer
shares; the quantity of the preference shares; the total amount

l of the emissions and the quantity of the shares; the nominal
value of the shares; the quantity of voters; the procedure of the
dividend payment; the term and the procedure of the subscription
for shares and payment for them; the term of repayment in case

l of refuse to issue shares; the sequence of the issuance of the
shares (when there are different series of their issuance); the
procedure of the announcement of their issuance and the procedure

I of their distribution (placing); the conditions of their
disposal; the rights of holders of the preference shares; the

' priority to buy shares upon new emission.

The minutes, in addition, may contain some other data
regarding issuance of shares.

Article 7. Issuance of shares ,

The amount of issuance of shares by joint stock company is
equivalent to the charter fund of joint stock company or to the
value of the property of the state enterprise (if it is turned
into a joint stock company). Additional issuance of shares is

- allowed when all previously issued shares are paid in accordance
with their value that is not less than their nominal value.

It is prohibited to issue shares to cover losseg relating
 to the economic activity of joint stock company.

{ . ' ‘
Article 8. Purchase of shares

Shares are purchased in karbovantsi and, if it is provided
by the charter of joint stock company, in foreign currency or
through the transfer of the property. Regardless of the form of
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the made deposit the value of a share is expressed in
karbovantsi.

Enterprises, institutions and organizations may buy shares
for money left at their disposal after they paid taxes and
interest on the bank credit.

Shares may be handed to purchaser only after their total
value is paid for.

Joint stock company may redeem shares from shareholders
which they hold for further resale, distribution between their
workers or for cancellation. Such shares should be sold or
canceled within one year. Within this period distribution of the
dividends, voting, definition of quorum at general meeting of
joint stock company is made without taking into account shares

purchased by joint stock company.

Article 9. Payment of dividends from shares

Dividends from shares are paid to shareholders according to
results of year in the order established by charter of joint
stock company, at the cost of the profit that is left at its
disposal after all stated by the legislature taxes are paid,
other payments to the budget and interest on the bank credit.

Section 3. Bonds
Article 10. Main features of the bonds

Bond - a security which testifies money deposited by holder
of the bonds and confirms obligations for refunding of the
nominal value of such security within the term established by
this security with payment of the fixed percentage ( if nothing
else is provided by the conditions of the issuance).- Bonds of
all classes are distributed between enterprises and citizens on

a voluntary basis.

The minimum nominal value of the bond can not be less than
50 karbovantsi. The nominal value of the bond that exceeds 50
karbovantsi shall be divisible to the minimum value of the bond.

There are the following classes of the bonds:

a) bonds of the domestic republican and local loan;

b) bonds of the enterprises.

The bondsg, of the nterprises are issued by enterprises of
all establishea by the law'forms of ownership, associations of
the enterprises, joint stock companies and other companies such
bonds do not grant their holders the right of management them.

The conditions of their issuance and distribution of the
bonds of the enterprises are determined by this Law, other
legislative acts of Ukraine and by the statute of the issuer,.

-
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The following classes of the bonds can be issued: registered
bonds, bearer bonds, interest bearing bonds, passive bonds, those
that circulates freely and bonds with limited c1rculatlon

The bonds of the domestic republican and local loan are
issued as bearer bonds.

The passive bonds are defined by the goods (services) under
which they are issued.

The bonds of the enterprises shall have the following
requisites: the name of the security - "the bond", the name of
the firm and the location of the issuer of the bonds; the name
of the firm or the name of the buyer (for the registered bonds);
the nominal value of the bond; the terms of the repayment, the
size and the term of the payment of the dividends (for the
interest bearing bonds); the'place and the date of their issuance
and also the serieg and the number of the bond; the signature of
the manager of the issuer or other authorized for it person, the

seal of the issuer.
Coupon for payment of interest may be attached to bond.

Coupon for payment of interest shall have thé following
data: the ordinal number of the coupon for the payment of
interest; the number of the bond on which the interest is paid;
the name of the issuer and the year of the payment of interest.

The bonds proposed for open sSale with subsequent free
circulation (except passive bonds) shall have the coupon.

Article 11. Decision on issuance of the bonds

The decision on the issuance of the bonds of the domestic

and local loan is made correspondently by the Cabinet of the
Ministers of Ukraine and the local Soviets of Peoples’ Deputies.

The issuer, the conditions and the procedure of the -

distribution of the bonds must be defined by this decision.

The issuer makes the decision on the issuvance of bonds and
which is recorded in the minutes.

The minutes of the decision on the issuance of bonds of the
enterprises shall obligatory include: the name of the firm which
,issues the bonds and its location; data concerning the statute
'fund, economic activity and officials of the issuer; the name of
the controlling body (the auditing firm); the data on the
distribution (placing) previously issued securities; the purpose
of their issuance and their kind (registered bonds or bearer
bonds); the total sum of the emission, the quantity and nominal
value of the bonds; the number of voters; the procedure of the
issuance of the bonds and dividend payments on them; the terms
of repayment in case of refusal to issue the bonds; the terms of

6
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sale of the corresponding goods or providing with corresponding
service on passive bonds; the procedure of announcement on the
issuance and distribution (placing)of the bonds; the procedure
of the payment of the bonds.

The minutes shall also include other data regarding the
issuance of bonds.

Joint stock companies may issue bonds the total sum of which
does not exceed 25% of the amount of the charter fund and only

after all issued shares are paid.

The issuance of the bonds of the enterprises for the
formation and replenishment of the charter fund of the issuers
and also for covering losses relating to the economic activity

is not allowed.

1

Article 12. Purchase of bonds

The citizens may buy the bonds of all kinds at the cost of
their own savings.

The enterprises buy the bonds of all classes at the expenses
of the funds which they have after they paid taxes and interest

on bank credit,

The bonds of all kinds are paid in karbovantsi and in the
events established by the conditions of their issuance - in
foreign currency. Regardless of the kind of currency which was
paid for the bonds their value is expressed in karbovantsi.

Article 13. Payment of dividends from bonds

The dividends on all classes of the bonds are paid in
accordance with the condition of their issuance. -

The dividends on the passive bonds are not paid. The owner
of the passive bonds has the right to buy corresponding goods or
services on which these loans were issued.!

If the price of the goods exceeds the value of the bonds
before the owner obtains goods than the owner is entitled to
receive the goods at the price designated on the bond and when
the owner receives goods for cheaper price than "he or she
receives compensation equal to the difference between the value

,0f the bond and the price of the goods.

The dividends from the bonds of the enterprises are paid at
the expense of the funds which are left after payments to budget

and other obligatory payments.

In the event, issuer fails to perform its obligations or
performs obligations not in time which relate to the payments of
the dividends from the interest bearing bonds, granting the

7
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rights to buy corresponding goods and services on the passive
bonds or repayment of the designated on the bond sum in a
definite term compulsory deduction is made from the corresponding
sum through court of law or court of arbitration.

The procedure of redemption of bonds of all classes apart
from passive bonds is determined upon their issuance.

Article 14. Use of money received from sale of bonds

Money received from sale of bonds of domestic republican and
local loans are accordingly allocated to the republican and local
budgets, and other funds of the local Soviets of Peoples’

Deputies.

Money from allocation of bonds of enterprises are used for
the purposes which were determined upon issuance bonds.

Section 4. Treasury bonds of the republic
Article 15. Main features of treasury bonds

Treasury bonds of Ukraine (hereinafter referred to as
"treasury bonds) - a kind of bearer securities which are
distributed among the population on voluntary basis, testify
contribution of money by their holders to the budget and entitle

them the right to receive financial income.

There are the following classes of the treasury bonds:
a) long-term - from 5 up to 10 years;

b} medium-term - from 1 up to 5 years;

c) short-term - up to one year.

Article 16. The procedure of issuance of the treasury
bonds

! Decision regarding issuance of the long-term and medium-term
treasury bonds is made by the Cabinet of Ministers of Ukraine.

' Decision regarding issuance of the short-term treasury bonds
is made by the Ministry of Finance of Ukraine.

The decisions regarding issuance of the treasury bonds shall

.include conditions of issuance.

The procedure of quotation of selling valué of the treasury
bonds is established by the Ministry of Finance of Ukraine in
accordance with the date of their purchdse.

Money received from sale of the treasury bonds are used to
cover the current republican budget expenses.



Article 17, Payments of the dividends from the treasury
- bonds

Payments of the dividends from the treasury bonds and their
cancellation are made in accordance with the conditions of their
issue approved: by the Cabinet of Ministers of Ukraine regarding
the long-term and medium-term bonds - by the Ministry of Finance
of Ukraine regarding the short-term obligations.

Section 5. Saving certificates

Article 18. Main features of the saving certificates
Saving certificate - a written certificate of the bank
regarding depositing of a certain amount of money, which
testifies the right of depositor to receive the deposit and the
dividends after expiration the term of the depositing.

Saving certificates can be of the following classes: fixed
date saving certificates (at a certain agreed interest for a

- definite term) or demand saving certificates, registered saving

certificates, and bearer saving certificates.

Registered saving certificates do not circulate and their
sale (ite) by other persons is not void.

Saving certificates shall have the following requisites: the
name of security - "saving certificate", the name of bank which
issued the saving certificate and the location of bank, the
ordinal number of certificate, the date of its issuance, the
total sum of deposit, the term of the withdrawal of deposit (for
the fixed date saving certificate), the name of the holder of the
saving certificate (for the registered saving certificates); the
signature of the manager of bank or another authorized for it

person, the seal of bank.

Article 19. Acquirement of saving certificates

Enterprises and citizens shall acquire the certificates for
invoices provided by the Article 12 of this Law,

-

Article 20. Paying up the income from saving certificates

The income from saving certificates shall be paid up upon
,providing them for payment to the bank which issued such

"certificates. ]
In the event the ownery of certificate requires the return
of funds deposited under the term certificate before term agreed

in such certificate, than he shall be paid the reduced per cent
the level of which shall be defined upon making a deposit on the

basis of contractual terms and conditions.

£
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Section 6. Promissory Notes
Article 21. Main features of promissory notes

The promissory note is a security certifying unconditional
monetary obligation of the promisor to pay the holder of
promissory note (promisee) defined sum of money upon the term

thereof.

The following classes of promissory notes shall be issued:
demand, negotiable.

Demand promissory note shall include the following
requisites:

a) nomination - "promissory note" ;

b) simple and non-conditioned promise to pay the defined
sum; '

c) definition of the payment term;

d) definition of the place where the payment shall be
made;

e) name of the person to whom or under the order of who
the payment must be made;

£) date and place of making the promissory note;

g) signature of the issuer of promissory note (promisor).

Negotiable promissory note shall also include, except the
requisites set forth in points "a", "b" - "g" of third paragraph
of this Article, the following:

simple and non-conditioned proposition to pay certain sum;
name of the person who has to pay (payer).

The document which does not have any of requisites set up
in the third and forth paragraph of this Article, respectfully
for the demand and negotiable promissory notes, shall not have
the force of demand or negotiable promissory notes, except as in

the following cases:

~a) promissory note with undetermined term shall be
considered as such that 1is subject to the payment upon its
presentation; '

b) upon the absence of special definition the place
specified near the name of payer (place of making document - for
demand promissory note), shall be deemed at the same time the
place of payment and the place of residence of the payer

, (promisor - for demand promissory note);

c) promissory note where the place of its makin§ is not
indicated, shall be defined as signed in the place specified near

the name of promisor. ‘

The schedule for issuance and circulation of promissory
notes shall be defined by the Cabinet of Ministers of Ukraine.

10
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Section 7. Registration and circulation
of securitiesn

Article 22. Registration of the issuance of securities

The issuer shall have the right to issue the shares, bonds
of enterprises from the date of registration of such issuance
with respective finance body.

If the shares, bonds of enterprises provided for
registration are proposed for free sale, i.e. are designated for
distribution between legal entities and citizens the circle of
who is impossible to define before hand, than the issuer shall
be also obligated to submit for registration to the finance body
the information on the issuance of these securities.

The procedure for registering the issuance of shares, bonds
of enterprises, as well as'the information on their issuance
shall be defined by the Cabinet of Ministers of Ukraine or under
its authority - by the Ministry of Finance of Ukraine.

The registration of the issuance of securities shall be
carried out not Ilater than 30 days of submission of an
application with all necessary documents.

The finance body which registers the issuance of securities
or the information on the issuance of securities shall be
obligated to review the compliance of the documents provided by
the issuer with requirements of Ukrainian legislation.

Deny for registration may take a place only in the event of
the breach of established mannexr or non-compliance of submitted
documents with requirements of legislation.

In the event the registration of the issuance of securities
is not carried out in established term or is denied under the
reasons which the issuer deems as ungrounded, he may apply to

court.

The registration of the issuance of securities or
information on the issuance of securities carried out by finance
bodies may not be deemed as a guaranty of value of these

securities.

General Register for the issuance of securities shall be
carried out by the Ministry of Finance of Ukraine.

Article 23. Information on the issuance of shares and
bonds of enterprises w ich are proposed for
free sale

Information on the issuance of shares and bonds of
enterprises which are proposed for free sale, except the
registration, shall be subject to mandatory publication in the
media of the Supreme Rada of Ukraine and the Cabinet of Ministers

11



of Ukraine, and in official issuance of the Stock Exchange not
less than 10 days before the beginning of the repayment to

securities.

Shares and bonds of enterprises which are proposed for free
sale shall be allowed for distribution not less than 30 days
after publication of information on their issuance.

In the event of any changes in the information on the

‘issuance of shares, bonds of enterprises which are proposed for

free sale, the issuer of securities shall publish the information

on changes which took place prior to 30 days period from the day

of publication of such information.

The finance body which carries out the registration shall
have the right, in the event of disclosure of wrong data in
published information on the issuance of shares, bonds of
enterprises, to terminate their distribution until the issuer of
these securities will not introduce the respective changes to

such information.

Article 24, Constant information on the issuer

The issuer shall be obligated, not less than once a year,
to inform the public on his economic and financial condition and
the results of activity (hereinafter referred to as "annual

report").

Annual report shall be published not later than April 1 of
the year following the report year, and shall be sent to the
holders of registered shares and to the finance body which

carries out the registration.
Annual report shall include the following issuer data:

a) information on the activity results in forgoing year;

b) information on financial condition certified by the
auditor, as well as balances for forgoing year and the auditor
report;

c) main information on additional issuance of securities;
d) Dbasing of changes in the personnel.

Article 25. Special information on the issuer

The issuer shall be obligated, within two days, to send to
. the Stock Exchange and to the finance body which carries out the
‘registration, as well, as to publish in the official newspaper of
the Stock Exchange the information on changes occurred in its
economic activity and influence the value of securities or amount
of income from such securities, in particular:

a) changes to the rights for securities;

b) changes in the personnel;
c) attachment of bank accounts of the issuer;

12
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d) beginning of the improvement of actions (carrying out
the complex of actions directed to the improvement of financial
condition of the issuer);

e) reorganization, termination of the issuer’s activity;

f) destruction not less than 10% of the issuer’s property
resulting from extraordinary circumstances;

g) making a claim against the issuer in the amount which
does not exceed 10% of the charter fund or the value of fixed and
working capital of the issuer;

h) receipt of credit or the issuance of securities in the
amount which does not exceed 50% of the charter fund of the value
of fixed and working capital of the issuer.

The issuer with respect to publication of wrong information
on his activity, which may influence the value of securities or
amount of income from such securities, shall be obligated within
two working days to take steps for correcting this information.

Article 26. Activity for issuance and circulation of
securities

The activity for issuance and circulation of securities,
pursuant to this Law, shall be the intermediate activity for
issuance and circulation of securities which is carried by banks
and joint-stock companies the charter fund of which is formed
exclusively at the expense of registered shares, and by other
companies (hereinafter referred to as "sellers of securities")
carrying out the operations with securities as exclusive type of

their activity.

The sellers of securities shall have the right to carry out
the following types of activity for issuance and circulation of

securities:

a) activity for issuance of securities;
b) commission activity for securities;
c) commercial activity for securities.

The activity for issuance of securities shall be the
performance by the seller of securities under authority, on
behalf and at the expense of the issuer of obligations on
arranging the securities subscription or their realization
otherwise. With this respect the seller-of securities under
agreement with the issuer may take obligations, in the event of
incomplete distribution of securities, to redeem from the issuer
non-realized securities.

The commission activity: for securitiea shall be sale-
purchase of securities carried out by the seller of securities
on his behalf under authorization and at the expense of other

person.

The commercial activity for securities shall be sale-
purchase of securities carried out by the seller of securities

13
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on his behalf under authorization and at the expense of other
person.

Article 27. License on carrying out the activity for
issuance and circulation of securities

The activity for issuance and circulation of securities as
an exclusive activity shall be permitted on the basis of license
issued by the Ministry of Finance of Ukraine. The list of
documents necessary for obtaining the license on carrying out the
activity for issuance and circulation of securities, and the list
of information which the seller of securities must submit during
the term of this license, shall be defined by the Ministry of

Finance of Ukraine.

The license on carrying out all or special (except
commission) types of activity may be issued to the sellers of
securities who have the charter fund in the amount not less than
5 million karbovanets, and for carrying out the commission
activity for securities - not less than 1 million karbovanets.

Upon carrying out the activity for issuance and circulation
of securities shall be allowed to carry out the special types of
activity related to the issuance of securities, and first of all,
the activity for providing the holders of securities with

consulting services.

Article 28. Terms and conditions which prohibit the
activity for issuance and circulation of
securities

The license on carrying out any type of activity for
issuance and circulation of securities may not be obtained by the
seller of securities who directly or indirectly owns the property
of other seller of securities having the value over 10% of the
charter fund, including the direct possession - having the value
over 5% of the charter fund of other seller.

The seller of securities who has not the license on carryingi
out any type of activity for issuance and circulation of'
securities may not directly or indirectly own the property of
other seller of securities having the wvalue over 10% of the;
charter fund, including the direct possession - hav1ng the value
over 5% of the charter fund of other seller.

If the share of legal entity which does not have the license
n carrying out the activity for circulation of securities, or

individual in the charter fund of some sellers of securities
exceeds 5% for each seller, then those sellers may not sell

securities between them.
The seller of securities may not sell:

a) securities of its own issuance;

14
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b) stocks of that issuer whose property owned by him in the
amount of more than 5% of the charter fund.

In accordance with this Article the direct holding of the
property shall be possession of share in the charter fund of any
company, the indirect holding - possession of share in the
charter fund of that company which is a participant of other

company.

Article 29. Making agreements with securities

Upon acceptance of the power of attorney for the purchase
or sale of securities the seller of securities shall be obligated
to provide the person, at the expense of which he is acting, with
information related to the rate of securities.

The seller of securitied shall be obligated to submit to the
Stock Exchange the information on all agreements with securities
made by him in terms and in order defined by rules of the Stock

Exchange.

The particularities of carrying out the accounting upon the
purchase-sale of securities shall be determined by the Ministry

of Finance of Ukraine.

Article 30. Requirements for liquidity of sellers of
securities

The value of agreements made by the seller of securities
with other sellers of securities, but not performed at the moment
(opened positions), may not exceed 5 times amount of the own
charter fund of the seller of securities.

Value of agreements concluded by vendor of securities with
other vendors of securities but not performed at certain date
(open positions) may not exceed ten time amount of own charter
fund of vendor of securities during carrying out of activities
associlated with issuance of securities, which 1is conducted
simultaneously with commercial or commission activities
assoclated with securities.

Sale or nominal value of securities, held (in resexve of)
by vendor of securities, who carries out activities regarding
issuance of securities or commercial activity associated with
securities, as well as value of open positions summed up
together, simultaneously may not exceed fifteen time amount of

"charter fund of vendor of securities. Calculations should be

based upon highest sale or nominal value. !

’

Article 31. Taxation of income from securities

Income from securities is taxed according to legislation of
Ukraine.

15
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Chapter II. STOCK EXCHANGE
Section B. General Provisions
Article 32. Concept of stock exchange

Stock exchange - a joint stock company, which concentrates
demand and offer of securities, facilitate the formation of their
market rate and performs its activity according to this Law,
other acts of Ukrainian legislation, charter and rules of stock

exchange.

Stock exchange may be founded by not less than 20 founders-
vendorsg of securities, who have license to perform commercial and
commission activities associated with securities, provided that
they contributed to the charter fund not less than 50 000 000

karbovantsi.

1

Stock exchange obtain the rights of legal entity upon the
date of its registration by the Cabinet of Ministers of Ukraine.

Article 34. The Charter and the Rules of Stock Exchange

The charter and the rules cof stock exchange are approved by
its supreme body.

The charter of stock exchange shall determine:

a) name and location of stock exchange;

b) names and locations of founders;

c) amount of charter fund;

d) conditions and procedure of acceptance as members and
expulsion from members of stock exchange;

e) rights and obligations of members of stock exchange;

f) organizational structure of stock exchange;

g) powers and procedure of formation of management bodies
of stock exchange;

h) procedure and conditions of attending of stock exchange;

1) procedure and conditions of implementation of sanctions,
established by stock exchange;

j) termination of activities of stock exchange.

Charter may contain other provisions pertaining to
establishing and activities of stock exchange.

The rules of stock exchange should provide:

a) types of agreements, which are concluded at stock

exchange;
b) trading procedure at stock exchange; .
c) conditions of admitting of securities to stock exchange;
d) conditions and procedure of subscribing for securities
which are quoted at stock exchange;
e) procedure of quotation of prices, stock exchange rate and

their publication;

16
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f) list of securities which are quoted at stock exchange;

g) obligations of members of stock exchange regarding
keeplng of records and information, internal schedule of work of
commissions of stock exchange, procedure of their operation;

h) information support system of stock exchange;

i) types of services provided by stock exchange and fees for
them;

j)} rules of payment at stock exchange;

k) other provisions pertaining to activities of stock

exchange.

Article 35. Use of term "stock exchange™"

The term "stock exchange" or any which contains words "stock
exchange" may be used in company name or in advertisement only
by organization which is established according to provisions set
forth in Article 34 of this 'Law.

Article 36. Special conditions of termination of
activities of stock exchange

Activities of stock exchange shall be terminated in the
event when the number of its members reduced to 10. In the event
10 members are left at stock exchange, its activity shall be
terminated if new members are not accepted within six month.

Activities of stock exchange shall be terminated according
to legislation of Ukraine on joint stock companies and other
kinds of business companies.

Section 9. Protection of property rights of investors

Article 37. Cancellation of agreement on subscribing orxr
purchase of securities .

Person, who subscribed for or purchased securities before
publication of changes in business activities of issuancer which
effect value of securities or amount of revenue from them, may
within 15 days from the date of publication of such information

unilaterally terminate the agreement.

In the event of termination of agreement, issuer must upon
requirement of the said person refund his/her expenses and
possible losses associated with subscrlptlon for or purchase of

securltles

I . . e o
In the event of issuer’s failure to perform conditions lbof

subscription for securities, issuer must return to subscribers
upon their requirements all vreceived' from them money with
interest for the whole period of their retaining.

The issuer bears responsibility for refunding of losses,
caused by improper information regarding securities.

17
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RESOLUTION

OF THZ SUPRZUE SOVIET OF THE UKRAILNIAN SSR

On enactment of the Law of the Ukrainian SSR
"On securities and stock exchange"

Th

2 Suprene Soviet of the Ukrainien Soviet Sociualist
xepublic resolves:

1. To enact the Law of the Ukrainian SSR "On securities and
and stock excnange" from January 1, 1932.

2. To znnounce that frouw Jaauary 1, 1992 the issue of
stocks belonging to work collectives, enterprises and organiza-
Tions is terminated. All stocks belonging to work collectives,
organizations and enterprises eamitted prior to Enactment of this
Iaw may circulate for five years starting froam January 1, 1992

pursuant to thes terms of their issue.

Before the end of the said psriod, tThe enterprises and orgja-
nications waich issued such stocits shall buy them or replace then
with other securities specirfised by this Law.

v

3, Tne Cabinet of linisters of the Ukreainian SSR shall:

— by Gcisover 1, 1991 fix the procedure of registration of
sescurities issus and the inforwmation concerning s:scurities, as
well &s the procadure of issue and circulation of ©ills;

— talte 11 Susz mezasures ifor adeguate issue of s2curities in

the Zepublic;

- organize thes training of specialists, veth in the Tepubdlic
and abroad, to work at stock exchange and with securities.

Chairman of the Supreme Sovied

of the Ukrainian SSR L. KREAVCHUK
the city of Kiev

Junz 13, 1991

N 1202-X1I
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Approved

by the DECREE . '

of April 29, 1994 No. 277 '
Kiev

Concept for Functioning and Development of Securities
Harket in Ukraine

1. GENERAL PROVISIONS

The market of =securities is ‘a multifunctional system,
which facilitates accumulation of capitsals for investment

into industrisl and socisl sectors, restructuring of the-

economy, positive dynamics of the social structure of the
society, increase of citizens’ well-being by way of
ownership and free disposal of securities, acceptance of
market relations by the population.

In Ukraine, the securities market is at the formation
stage. The Ukrainian Stock Exchange (USE) and its Central
Securities - Depository, the electronic (paperless)
circulation system, the network of branches and broker
offices allover the country, has been in existence for over
two vyears. The number of financial intermediary parties

outside the Exchange grows;- as well as the number of issuing’

entities which registered issue of their securities at the
Ministry of Finance, and the total volume of their issue.

At the same time, further development of the national
securities market is restricted by a number of objective and
subjective factors, in part, by the crisis conditions in the
economy, by discrepancies between the existing legislative
basis and the realities of ‘socisl 1ife, the inadeguate state
regulation of - the market, psychological unpreparedness of
the population for operations with securities ete.

Ukraine will be unable to overcome the economic crisis
‘without creation 'of the developed securities market. To that
end, a number of urgent measures are necessary to be tsken,
which will be saimed at sccelerating the privatization
processes, issuing the state securities, - amending the

. effective legislation with respective acts, estsblishing the

state bodies for mansgement and superv151on over functlonlng
of the .securities market.

2. Requirements of Hodern International Standards

The international Dpracticeé proves it that the securities
market unavoidably evolves . from chaotic and fragmentsary
stage to uniformity, centralization, and state regulation.
This is -"characteristic for the entire system of market
relations - both within one country and in international
financial and economic relations.

The principal features and principles of functioning of
such market are its ' uniformity, centralization,
transparency, utilization of electronic systens of
securities circulation. : )

The majority of countries implement thesé principles in
accordance with recommendations of the “Group of Thirty" -
an internationsl organization of independent experts, which
develops standards for+financial markets.

The model for the securities market organization,
according to the “"Group of Thirty" recommendations,
envisages the following

- _broad-scale utilization of standard codes (ISIN codes)
for sales and deliveries of securities;

- strict compliance with the listing requirements
(admission of securities for quotation);

- openness of information about companies whose securities
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are quoted at the stock exchange; these companies are
obligated to provide such information;

- determining and publication of data on the securities
rates, abiding by the principle of parity of investors;

- preventing emergence of unorganized parallel markets
undermining liquidity of the centralized market;

- reliability of the stock exchange market, through timely
and safe delivery of securities, and monetsry payments for
them, via the system which is active at the moment that the
agreement is concluded. . .

With the view of undisputable advantages of the
centralized market and the possibilities it provides to
national banks for entering the international financial
system, it 1is this system that East European and Baltic
countries, China and Vietnam selected.

3. The Basis for the Securities Harket Formation in
Ukraine Tt e .

Ukraine has a8 unique opportunity ‘to avoid the
trial-and-error way which other countries had to cover in
their development, and to start building its-securities
market immediately, by the:-best European and international
models. " For this, the organizational, material, technical
and practical prerequisites have been created - in the
country. oo .. . S ‘

The Ukralnlan Stock A Exchange - a Jjoint-stock company
which, together with its s&affiliates &and broker offices
assists legal entities and private individusals in realizing
their rights to buy and sell securities throughout the
country, 1is operational. -The USE gradually reorganizes its
structure and the basis for . activities, passing .from the
pririciple of a joint-stock partnership to that of a free
association. 'In Ffuture, this will =allow any company,
enterprise, securities trader, which/who satisfy certain
requirements, to become member of the Exchange.

Under the Exchange, the Central Securities Depository was
created, . and an electronic circulation system, in the form
of computerlzed account entries, was introduced. This
provides for their. funetioning as the national securities
quotation and  circulation system; allows to render
assistance to the state enterprises undergoing incorporation
and privatization. On the privatization stage, large
state-owned enterprises undergoing incorporation (part of
their property remasining in the state ownership), make the
initial placement of their stock through the US%. ’

The principal elements of the centralized
circulation system will be

the USE as the single place for quotation (determining the
raters) of securities, accepted for circulation and
quotation at the exchange;

- the single Central Securities Dep051tory under the USE,
which ensures circulation of securities in the form of
computerized account entries, and operates in the framework
of- _the uniform software of the "Exchange - Depository -
Clearing Bank"” system;

- the single clearing bank, which is created on the basis
of the "Ukraina” Joint-Stock Bank in order .to -ensure

securities
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settlements by agreements concluded for purchase and sale of
securities, payment of dividends etc.;
- broker offices (brokers), broker banks, which are

registered with the USE and are partners in the Central .

Depository and the Clearing Bank;

- bank, investment funds and companies, trust
partnerships, other traders in securities which are not the
USE brokers, but which became partners in the Central
Depository and the Clearing Bank;

- issuing entities, the securities of which are accepted
for circulation and quotation at the USE, and which are
partners in the Central Depository. )

The supreme Exchange Committee, which exercises control
over, and regulates the activities of, 8ll the elements of
the centralized securities circulation, determines the
procedures and rules for operastions with securities, and
agreements in connection with such papers.

Formation in Ukrsine of the centralized stock market will
bring about a significant economic effect and, at the sange
time, will inhibit development of negative processes in the

economic, political, and social spheres. The centralized
stock market is the lever by which economic, as well as
political and social 1relations are regulated. As regards

macroeconomics, it allows the state sauthorities to receive
the current data asbout the general market balance, and to
directly control its status, and prevent emergence of crisis
situations. Stability of the market-enhances trust on part
of the population toward securities, facilitates attraction
of foreign investments; the existence of the single
quotstion center creates conditions for the healthy
competition between traders, and preserves gusarantees for

-investors “and issuihg entities.

a.

4, Securities and Operations with [Them .at the Stock
Exchange \ : : ’ ‘

Only those securities shall be admitted for
purchase-and-sale operations st the stock exchange and the
market outside, which are determined by the effective
legislation. - ©

Securities gquoted , at the Ukrainian Stock  Exchange, are
divided into three groups. ; )

The first group encompasses securities issued by entities
with a high economic potential, highly efficient and

financially stable companies. The issuing entity is
responsible for the economic and legal information it
provides. '

The second group encompasses securities issued by entities
the economic potential of which is estimated as sufficient
for admitting them to official quotation. 1In that case the
issuing entity may provide the minimal information, which
needs to be provided for the stock market.

The second group is composed of securities which' were -not
admitted, or their issuing entities did not regquest any
official quotation. In this casd, the USE is not responsible
for verity of information about such securities.

This system of quotation allows to ensure a certain safety
level for investors, transparency of the securities market;
to effectively compare demand and offer, to maintain
clearing processes.

Physical securities (papers), both inscribed and drawn for
bearer, as well as securities in the de-materialized form,
drawn for Jbearer, are amccepted for guotation at the USE and
for storage and accounting at the Central Depository. The
materialized form of the securities circulation will be
preserved for the transitory period.

The electronic system of securities <circulation has a
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number of significant advantages the full safety of their
storage, reduction of +the period for settlement, the
possibility for introduction of standard accounting routine.
It allows, without incurring extra material expenditures, to
conduct any operations with securities new issues, incresase
of the stock nominal value, combinations of securities at
merger of joint-stock partnerships, their assimilation etc.
The principal features of the system are relisbility, low
cost, rapidity of issuing and circulation of the securities.

The for-bearer form of securities simplifies their
accounting, and the procedure for concluding agreements. At
any moment the issuing entity, which chose that form, may
receive from the Centrsl Depository the complete 1list of
holders of its securities. At the same time, inscribed stock
is quoted, as 1is stipulated by the applicable law.
Quotation of securities at the USE is conducted by way of
fixing their rate is determined by comparison of demand sand
of fer at a certain moment, and remains - unchanged _in the

period between the- tenders. In the future, continuous
quotation of the most active securities may be introduced.
Agreements are concluded according to the ‘principle

"delivery against payment"”, which ensures interaction of the
USE, thp Central Depository, and the Clearing Bank. This
principle ensures the highest safety level, as ‘it excludes
situastions when .one of +the parties to _the -agreemént may
retain both the securities, and the funds psaid for them.
Constant control over saccounting balances (the sum of
securities -issued egquals the sum of securities in the
registers; the sum of securities in each of the registers at
the Central Depository equals the sum of securities at
clients” accounts) allows to exclude "double accounting”.
The electronic system of securities circulation allows to
follow each stage of movement of securities and funds, for
each agreement, . -~ from bark orders and . agreements between
market brokers, to standardized settlements. All tenders are
held on the date of tender - T, and agreements are completed
within the T+4 temporal limits. In the future, transition to
the T+4 temporsl limits will be made, which corresponds .to
the recommendations by the "Group of Thirty". - 2y
In the course of the-state privatization program, the USE
will give preference for admission Ffor tenders, acceptance

for .accounting, storagde, and for operstions in _the

de-materialized form _at the Central Depository, to the
privatization papers (certificates), stock "and bonds of
corporate enterprises for assessing the real value of
property to be privatized. , )

The intermedisry between the issuing entity and the
investor at the stock exchange market is a broker. The
broker acts as a contractor who/which ensures equality of
all clients, and equal conditions . for them. .The broker is
fully responsible for correct and timely fulfillment of
clients” orders o : -

5. Securities karket Outside the Exchange

Alongside the centralized stock exchandge market, the
outside securities market functions in Ukraine. Its
infrastructure is composed of investment funds, investment
companies, trust partnerships, holding companies, insurance

companies, other legal entities which, in accordance with
the Law of Ukraine “On Securities and the Stock Exchange”
may conduct intermediary, commission and commercial

operations with securities; and also auditing and consulting
organizations. Independent financial intermediacies may form
associations and other unions in order to‘ coordinate their
work, conduct joint activities, protect their interests etq.
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The securities market- - outside +the exchaznge is not an
alternastive to the stock exchange market, but complements
and expands 1it, both at the secondary and, what is
especially 1mportant at the primary level. (The primary
placement of various companies” securities may be effected
by way of pre-payment, open sales or auctions.

After the ,USE psasses on to the principle of free
assoc1at10n, any financial intermedidry will be =able to
become s member of the stock exchange, and by doing so to
expand the sphere of its activities, and have the
possibility to sccess the electronic securities circulation
system, ’

Dealers in securities, if they wish, may be partners in
the Central Securities Depository under the Ukrainian Stock
Exchange. Yembership in the Depository will help then
regulate 811 sgreements outside the stock exchange at
primary placement of their securities,  at operations with
the papers of open investment funds, re-delivery between
dep051tors ete. .and also will provide for settlements of
the "delivery agalnst payment type. )

The securities market is based on mutual trust and respect
of =81l its participants, on uniform rules of professionsal

and ethlcal behaviour, uniform terminology.

6. Pr1n01p1es for Reallzatlon ‘of the National Stock Harket

. Functions.

A1l subjects at the Ukrainian . stock market advertise
securities as one of the effective and dependable ways for
investment, and increase of incomes. Necessary finsgncing is
provided - for - respective ' information, advertising,
educational and training activities. - L

The securities market performs important social “and
economic ‘functions. Accumunlation of monetary units currently

-in circulstion (with wutilization,-of ‘the stock :market -

potentials) .facilitates stablllzatlon of the 'budget, and
finantial status of the state as a whole, creates conditions
for penetration of Ukrainian enterprlses securities into

the international stock market, and attractioh of fore;gn.

investments to the Ukralnlan economy. 3 . -

Organization of ~the Ukrainian stock market by the
centralized model, application of the ‘European-standard
software, will allow to adapt, in s fast and natural manner,
the Ukrainian market to internaticnal requirements, to
create conditions for foreign investors, which would be
similar to those existing in the West; it will help the
domestic entrepreneurs to enter the international financial
world.

For gquotation "of foreign securities on the Ukrainian
market, the USE utilizes the admission system (listing) for
those securities, which meets the international standards,
with account to applicable 1laws and the state of the
national market. - )

Th single system, _.which includes the national Stock
Exchange, the Depository, and " the Clearing Bank and the
network of the USE local branches, is intended +to create
conditions for development of various financial structures,
ineluding investment funds, investment companies, trust
partnerships, holding companies, insurance companies,
consulting firms, auditing organizations, independent

brokers offices.

7. Information Hardware Support for the Stock Harket
The securities electronic circulation in Ukraine 1is based
on hardware and software functioning at the USE and the
Central De9051tory The Stock Exchange utilizes the hlghly
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