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EXECUTIVE SUMMARY AND RECOMMENDATIONS 

1. Introductio~i 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 1 10-0002. 

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-00-3 152-00, 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 Cornpallies 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 recotn~nendations steins 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 shouId 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 
gorernance practices relating to the most effective use of non-executive directors. These include 
enc:ouraging between the two tiers of management, a relationship based on collaboration and 
coilsensus, 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 

'hi exxliple mmy be the temptation of Gov:nilne~ltaI authorities (both Natioual and Locitl) to intervene in the 
cut-off policies of an Oble~iergo towards non-pajring 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 vul~lerable in the current Ukrainian environment. Legal redress and 
illiquid financial markets do not afford the usual guarantees a Western investor can expect. This 
is wily 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 Ukrainiau 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 Griscl~enko 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, especiaIly if an outside investor can pressure the Ministry into 
action. If other Company Directors in the industry follow Director Siaber7s example, this time 
may come very soon. 

In general, all day to day decisions sliould belong to the Executive Board. the Supervisory 
Council should only interfere in  a limited number of pre-defined situations. Sharel~olders 
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 Cornmission. Adding items to the agenda of a meeting of shareholders (such 
as proposing a candidate to the Supervisory Council or to the position of Chairman of the 
Executive Board) is also a relatively simple procedure for any Shareholders. 

The decision to issue new shares belongs to the Shareholders (as prescribed by the 
Ukrainian law on Business Association). But within reasonable limits (113 of the statutory 
fund), the Sl~areholders 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 s11ouId belong to the Supervisory Council 
(Article 7. I . ,  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 
mecl~anisms 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 sl~areholders sliould 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 (tlirough 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 co~lduct 
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 t11em.This qualified result suggests that some lessons can be learned to help 
future similar technical assista~lce 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 
ininority 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 priine 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 inass 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 call easily make die 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. 

Tl~eelectric 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 eacli 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 Eiiergos have been 
dissolved and tliiir 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 Co~npany 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 1, 1991 which governs also all privately owned businesses. 

If, or when, the State sells more than 25 % of the issued shares, the Companies will become 
"Joint Stock Companies". They will be "open", which means that Shareholders will be free to 
dispose of their shares freely. The shares will probably be listed on the Stock Exchange of 
Ukraine. None of this will involve a change to their current legal status, governed by the Law on 
Business Association. There are therefore up to three identifiable stages in the legal formation of 
the 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 sliareholders 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 tliis corporatizatio~i 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 Bank2 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 
tlie importance for corporate governance, of iritroducing 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 Privatizatio~l process. A detailed critical 
evaluation of this document appears in Annex B, along with a copy of the model, used by 
Dniprogidroenergo one of tlie 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 tliis heading correspond to the Dniprogidroenergo Charter. 

The SPF standard charter contains several major deficiencies. It is not focused on protecting 
sliareliolder 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 
pro~isions 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. 
Dec:isions on how much should be reinvested in the company, how much distributed to 
sha-eliolders, how much paid to the various social institutions owned by the company, etc., sliould 
best be ieft to managerial discretion. At the very least, they do not need to appear in the body of 
tlie'charter, since they are any way legal requirements under current Ukrainian law. The day tlie 
law is changed to give management more fi':xibility in their financial decisions, a General Meeting 
of Shareholders and a 75 % majority votc will be needed to amend the Chafter. 

There are many more specific criticisms to this model document. For insta Ice, the goal of the 
conlpany is not focused on maximizing sl a :holder value, but, as a remnant o ' the Soviet system, 

"Colporate Law fi-orn Scratcli", by Benlard Black, Rehlier Kraakman X I ~  Jo~lathan Hay - World Bank 
corlfererice Decel~iber 15, 1994 
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on "meeting the requirements of the national economy.. . ". Article 3.1 1 ., 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. A11 the Council members are supposed to 
do is to monitor the performance of the Board and report their findings annually to the 
shareholders. I f  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 ~ninority 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 ~nention 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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sharel~older intervention for strategic decisions that call 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. 

I n  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 recolnmends 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. 

11. 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 cominunities 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, whicli 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 LECs 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 environlnent. 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 institutiotl 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. I n  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 sharel~olders' 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 sharel~olders) 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. Shareliolders who are 
unhappy with the performance of the company or the management may exercise their primary 
right to exit their investmeilt 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 l~istorically there have also bee11 many small investors, the system has adapted by 
insisting on more stringent financial disclosure rules than Germany, for instance3. 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. 

(ii) The State as a Sharel~older 

See l~owever the articles on Dairnler Benz and llow eve11 for G e m a ~  compaues, increased transparency and 
f u ~ a ~ c i a l  disclosure is b e c o n ~ i g  111ore i~nportant. 
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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: 
( I )  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   no no pol is tic 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 
  no no pol is tic 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 corn~nercial 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 a11 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, i t  would be i~npossible 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 tlie 
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 1 g4 describes in detail how for instance non-paying and non- 
priviliged customers should be dealt with. How else this sl~ould be done, is beyond the scope of 
this analysis and altl~ougl~ we do not wish to minimize tlie 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 

Shareliolders should have a number of rights with wliich they can exercise control over LEC 
management. Any proposed Corporate Charter must include : 

The r i ~ h t  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 111.3. iii, below, on Council Members). 
The riE11t to fair and equal treatment of shares of the same class : one share = one vote. 
(Preferential shares may have no voting powers). 
The rir~ht 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 richt to dividends : Shareholders are entitled to receive dividends (but this is not a guarantee 
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for common shares). 
The rieht to information : Shareholders are entitled to obtain all relevant information concerning 
the enterprise in a timely and regular basis. 
The right to sue : I n  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 tlie near future. But Annex A does provide for Directors 
to be responsible for more than gross negligence. 
The r i ~ h t  to limit liability to the initial investment : A Shareholder is not personally responsible 
for the liabilities of the Company he/sl~e has invested in. The most a creditor can lay claim to is 
the value of tlie Company's net equity. The personal property of shareholders cannot be included. 
This limits tlie amount of money an investor may lose (the downside potential). The amount of 
money an investor may gain because the value of his or her shares has increased (the upside 
potential) is, however, unlimited. . . . .  . 
The right to residual ownership of the corpomt~on In case of liquldat~on : Shareholders are entitled 
to the proceeds resulting from liquidation of a company after all obligations have been met. 
The ri_~ht 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 tlie 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 "Cliairman" 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 tlie Executive Board" and that it may be delegated 
functions which the law mentions to be of the competence of tlie general shareholder meeting. 
Article 47 goes on to mention that the Executive Board "decides all matters relating to tlie activity 
of the company, except those that are specifically reserved to the meeting of shareholders or the 
Supervisory Council. " 

Tliis 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 prbposed 
  nod el will permit management to function in a consensual environment. Oversight through 
Standing Committees (see paragraph v;ii of this section) as well as full Supervisory Council 
meetings must be allowed to be perfcrmed with independent judgment, but also with the 
recognition that the Executive Board has tl$e prilnary responsibility for initiatirig and implementing 
tlle corporation's objectives and policies. ;.L literal interpretation of Article 4 i should be avoided. 
Tlje lafl says that tlie Supervisory Co~,n~ ' i l  "controls" the Executive Board The idea is not that 
Counc'l Members should be the polic<tri:n monitoring the Executive Direc tors on behalf of the 
Share11 ~lders. In fact, if that were their u .  ction, then the law does not give ,hem enough powers 
to enfc rce it meaningfully. . .. 

Insteac, the purpose of having a two tier management system (as in Ukrain5 : Council Members 
and E~ecutive Directors), or the two typ& of Executive and non-Executive D7.rectors of a one tier 
niariag :merit system (as in the U.S.), is t 3 provide an appropriate decision-haking process. The 
goal i: to avoid errors in corporate strijtc gy as much as possible and, wher : errors do occur, to 
correci them quickly. The focus should tiif refore be on the respective roles of ':be Executive Board 
and S~:pervisory Council as defined by'$ e internal procedures of the co~np 'my. 

Some large corporations i11 the United States have bee11 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 fasllion. The key to their philosophy is to increase 
debates, co~nmunication and sharillg of information and encourage decisions based on broad 
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consensus. Useful examples include General Motors, Home Depot, Lockheed, IBM, 
Westingl~ouse and Time Warner. 

(iii) Role of non-Executive Directors 

Most large corporatiolis 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 Sharefiolders 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 tile 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 irlterests 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. I n  the US, Members of the Board 
of Directors organize tllemselves 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 exclusivei y 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 Guide1 ines 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 Meinbers 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 Mernber is 
specifically appointed to lead a constructive debate and critique the proposal. That way 
criticism is not only accepted; it becomes i~lstitutionalized 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 sliarel~olders, 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 sl~ould 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 
I n  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, foIlowed by a good meal should be abolished from modern corporate 
governance. For co~npanies of the size and complexity of the future LECs, a minimum of 
10 full board meetings a year and numerous committees and partial meetings sl~ould be 
expected. 

e) Compensation 
Finally, the company must compensate their Council Members adequately. That is the only 
way that the shareliolders 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 tlie LECs needs to be conducted. 

(v) Other iilfluencing 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 losin? 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. 
Fear of _~overnmental and reglatory 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 tlie corporation and its shareholders must always prevail 
over his own individual interest. This i~nplies 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 011 
behalf of the corporation, which would personally benefit one of its Directors, tlie 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 b b t  interests of the 
corporation. He must perform his duties with such care "as an ordinarily prudent person 
in a like position would use umzder 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 mistalces. 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 mdce mistakes, but to have a 
reasonable basis for believing that the action authorized was la@l and legitinzale. 

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. 

c) Fiduciary Duties in Practice 
Fiduciary duties serve a very important role in corporate governance for US and UK 
companies by defining ckrtain 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 sl~areholders in the short term. They do nevertheless serve a useful 
purpose today in defining expected standards of behavior for Council Members and 
Executive Directors and in inculzating a culture of duty to shareholders. 

But it is more realistic in the shori term to rely on so called "bright l i  le rules", rather than 
broad standards, to define p ~ o ~  er and improper behavior for C juncil Members and 
Executive Directors. This has IIF. 3n done extensively in the propost d Corporate Charter. 
We require non-interested Cour,~i Members to approve many decisic ns in order to protect 
minority shareholders from pott:n opportunistic exploitation of the company's resources 
by Executive Directors, Counc_:ii Members or controlling sliarehol~lers5. The idea is that 
shareholders, sometimes withia qualified majority vote, and/or ti,e Council Members, 
should lnonitor important deci;;ions (precisely defined in the C11art':r) to check that they 
do potentially increase the valk of the company and are not simp1 'J designed to transfer 
wealth from the compariy to in erested parties. The annotated vei sion of our proposed 

See for inst;uice Article 8.3.4.4. of tlie kinex A 011 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) Selectiol~ 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 inany other Directorships and other 
full or part time occupations. In general, an effective Director sl~ould 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 cu~nulative voting is particularly important to protect mi~lority 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 sl~arel~olders 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 reco~nmendation 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 cu~nulative 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 co~tflict 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 co~npromise 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 wliicll would provide to co~npensate any senior executive removed before the expiry of 
liis term of office. Such cornpeniation would not be paid in case of willful and continued failure 
of an executive lo devote his rull business time and efforts to the business affairs of the Coniparly 
or if  lie has been grossly negligent i i i  tlie conduct of his corporate duties. Such provisio~ls call be 
elaborated in a separate corltractual agreement between the Executive Director and the Company, 
represe~ited by tlie Supervisory Council's standirlg coln~nittee on compensatio~l (see viii b below). 

(viii) Role of Standing Cornlnitlees 

The need lor S tand~np Co~nmittees : 

Standiilg Com~nittees were mentioiled briefly above. I t  is colnlnon practice in the West, for Boards 
of large companies to divide tl~eniselves irlto specialist colninittees that report to the full board in 
order to perroriil certain tasks. TI1 is enables individual Directors (ie Coullcil Melnbers in Ukraine) 
to specialize and coiltribute to the fir111 solile of their specific strengtll and expertise. The roles, 
responsibilities and illterlial procedures of each Stallding Co~n~nittee are defined in llle Company's 
by-Laws, adopted by the Sllarellolders' Meeting with a simple majority. 

Different [vpes of stand in^ Committees 

We specifically recommend that tl~e LEC Supervisory Councils form the followi~lg Committees. 

a) Nomirlation Coin111 ittee 
The Noln illation Corn m i ttee identi fies cant1 idates for senior management positions. The 
Ukrainian Law on Business Associatior1 tlle~ltio~ls that Members of the Executive Board, 
the conlpauy's most senior Mailagers, sllould be elected by the General Meeting of 
Sllareholders (Article 41 (d)). This is u~lfortunale, because i t  shifts respolisibility for 
clloosi~lg tlie right Executive Direclors from tile Supervisory Council back lo the 
Sllareholders. If the Executive Directors do a bad job, the Supervisory Courlcil callnot be 
tlirectly blamed. Article 46, second paragraph does add however that the General Meeting 
of Sharellolders {nay chose to delegate to the Supervisory Couiicil some specific functions 
that are of their cornpetence. Therefore, i t  is possible for tlie Charter to specify that the 
Supervisory Council sliall be respo~lsible for electing the Executive Board Members. This 
is one of our recoln~nendatiorls. 11 ~nakes the Council Members directly accountable for 
their clloice of Executive Directors. That does not lneatl to say that Shareliolders and 
existing Executive Directors sllould not be able to give their input to these i~nporlant 
decisioils. Submission of alternative candidates for nominatioll should in fact be actively 
erlcouraged in tlle same spirit of collaborative decision malting discussed above. Tlie 
eventual appointments, sllould be made by the full Supervisory Council, with a simple 
rnajorily vote. T l ~ e  Cllairlna~l of the Executive Board sllould continue to be co~lfirined at 
the annual sllarellolder's meeting. Tlie Nomination Colnlnittee 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. 

I n  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 irlce~itive 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 Sl~areholders. 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 Coininittee 
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 interilal audit department reports directly to the audit 
conlrnittee (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. 

Page 3 1 



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; 

0 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 interxlal audit depa~'rtment has the responsibility to examine and evaluate tile 
adequacy and effectiveness or the organization's system of internal control and the quality 
of performance in carrying out assigned responsibilities. This person reports to the internal 
audit coli~mittee. The audit committee sliould 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 sliould meet privately with the audit committee at least annually. The audit 
co~nmittee sliould 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 betureen 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 
wl~olesale electricity market reforms and prevent LECs from abusing their rnonopoly 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 staternents. 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 Comrni ttee 
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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 tlle consolidated financial statements and 
all other information included in the Annual Report. The internal Audit Committee has primary 
responsibility for maintaining direct lines of comlnunication among the Supervisory Council, the 
independent accountant and the internal audit department. 

5 .  Corporate Secretary 

Each corporatiori 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 cotnpanies 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. 

6. Other Stake Holders 

As briefly mentioned in the section on having the State as only shareholder, other stake holders 
may include the employees (present and past) and their dependents, the workers collective, the 
bankers, other creditors, the 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 managelnent 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 tlie 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 
corporatization6 (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 sl~arel~olders of an open Joint Stock Company may be granted preferential 
proportional share purchase rights. 

(ii) Relevant Institutions : 

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

As opposed to tlie date at wlucli tlie sliares are offered to the public for sale through public auction in tlie 
context of the mass privatization program. Further research on tlus technical poiut is necessary. 
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(iii) Basic Requirements for Offering Shares to the Public : The Prospectus 

A public offering is defined as an offer to sell securities to an "undetermined 
group " of potential investors, whether corporate or individual. The term 
"undetermined group" is not defined under Ukrainian law and the distinction 
between a public offering and private placement is therefore nebulous. All public 
offerings must be accompanied by a Prospectus which contains all information 
necessary for investors to obtain "a fair assessment of the issuer's financial 
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 
foi- 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 informati011 which must be 
contained in the Prospectus is regulated by the Ministry of Finance. A list appears 
in Annex G. 

(iv) Listing on the Stock Exchange 

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

K1 : are securities of issuers who meet certain economic and financial criteria and 
who file regular reports concerning their activities with the Governing Council; 
K2 : are securities of issuers who meet most but not all of economic and financial 
criteria. They are also required to file regular reports; 
K 3  : are the unofficial securities of issuers who do not comply with the criteria; 

(v) Foreign Participation in Ukrainian Share Subscriptions 

The Ukrainian foreign investment legislation permits foreign investors to purchase 
shares and other securities in Ukrainian enterprises subject to Ukrainian currency 
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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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O.M. Sheberstov 

Minister of Energy of Ukraine 

CHARTER 
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General Provisions 

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 ----------------- No xx, by means of restructuring 
corporatization of the state-owned enterprise Oblenergo. 

The Company is composed of its separate subdivisions, namely: ........................ 
.............................................................................................................. 

The Company registered name is as follows: 

The open joint stock company - Oblenergo Company, briefly, OCo. 

The address of the initial registered office of the Company is .............................. 

Goal and Subject of  the Company's Activity 

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: 

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

- to make profits; 

- to meet social and economic needs of the Company's Shareholders and the 
need of the Ukrainian economy for power, heat, services, etc. 

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

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

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

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. 

The Shareholders have the right, subject to the laws of Ukraine: 
to be inscribed in the Company's Share Registry; 
to participate and vote in person or by proxy in the General Meetings and 
Special Meetings of Shareholders; 
to cast one and only one vote for every one share of common sfock and 
preferred sfock (if the terms of issuance of such preferred stock so provides) 
that they own; 
to elecf by cumulative vote and to stand for election to the Supervisory 
Council, and to elect the Revision Commission and to the other 
administrative bodies of the Company; 
to participate in the Company's profit and dividend distributions, if any, in 
accordance with the terms of this Charter and the class of stock which such 
Shareholder owns; 
to obtain information about the Company's activity; at the request of its 
Shareholders, the Company must submit copies of its annual balance sheets 
and other officially reported documents, Company's reports, and minutes of 
all meetings, for their first-hand view; photocopies will be provided at the 
Shareholder's request without unreasonable delay and subject to the 
Shareholder paying no more than the actual cost of their reproduction; 
to obtain a share of the residual property of the Company proportional to the 
amount of shares of that class of shares held by each Shareholder in case 
of liquidation, but in accordance with the terms of the class of stock which 
such Shareholder owns; 
to freely dispose of the ownership of their shares; 
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4.2.9' after new shares are issued, and within 30 days of fhe close of the new 
subscription, to elect to 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 nof 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. 

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

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

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

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

Ukraine. 

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

5. Statutory Fund of the Company 

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

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

5.3.1 The Company's General Meeting of Shareholders may decide with a 75 % 
majority of voting shares represented at a duly constituted Meeting of the 
Shareholders to increase or decrease the amount of authorized capital. 
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However, the Company may not issue shares to cover losses linked with its 
economic activity. The Supervisory Council may decide to issue new shares 
in an amount not in excess of 33 % of the Statutory Fund, subject to existing 
Shareholders' participation tights described in Article 4.2.9. The Supen/isory 
Council may delegate this power to the Executive Boar&. A decision of the 
Shareholders to decrease the authorized capital may, at the election of the 
Shareholders, be carried out by either a decrease in the nominal value of 
such shares or an offer to repurchase outstanding shares. Upon any such 
repurchase of shares by the Company, those share shall be deemed invalid 
and will no longer cany any voting or financial rights, and the Statutory Fund 
shall be reduced to reflect fhis fact3 
If the newly-issued or reissued shares are sold by the Company to a 
Supen/isory 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-Interested Transaction" as defined in 
article 8.3.4.3. and will require a unanimous approval by non-interested 
Council Members as well as a simple majority vote of all non-interested 
Shareholders if the amount of shares sold exceeds 5 % of all outstanding 
voting shares. 
If the newly-issued or reissued shares are voting shares, and either ( I )  such 
shares sold equal 20 % or more of all previously outstanding voting shares 
and are sold to one single Shareholder or group of Shareholders, or (2) such 
sale, in whole or part, gives any individual or group of Shareholders more 
than a total of 20 % of the outstanding voting shares, the sale will require the 
approval by a simple majority of outstanding voting shares represented at a 
duly constituted Meeting of the Shareholders, excluding shares held by the 
proposed acquirer of fhe new shares.# 

6. Shares of the Company 

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

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

DRAFT NO 1 8 April 10, 1996 



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. I 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. 

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

8.2.2 Until other Shareholders obtain share ownership through the privatization 
process, the Founder shall be the single shareholder and be the highest 
decision making body of the Company. The Founder, in the name of the 
Shareholders, is authorized to manage State property and run the Company 
by taking decisions on the matters within its competence. 

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

8.2.3.1 Meetings of Shareholders shall be held in Ukraine. General Meetings shall 
be convened every first Monday of the month of March. If that day shall be 
a legal holiday, the General Meeting shall be held on the next business day. 
At 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 to such 
General Meefing, and is confirmed (or nof, 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 delegafe 
fheir right to appoint the other Board Members to the Supervisory C o ~ n c i l . ~  
All other issues shall be discussed at Special Meetings of Shareholders, 
which can be convened at any time during the year, including at a time 
immediately prior or subsequent to the General Meeting, subject to proper 
notification of Shareholders. 

8.2.3.2 Notification: For General Meetings, Shareholders shall be deemed notified 
if the date and place of the Meeting are published in three major national 
newspapers at least 45 days in advance and is not scheduled on a different 
date than the one defined in Article 8.2.3.1. For all Special Meetings and 
General Meetings scheduled on different dates, all Shareholders must be 
notified of the date, place and agenda of the Meeting. Notice will be 
considered duly given if the Company publishes all information in three 
leading national newspapers at least 45 days before the date and sends a 
least 45 days in advance the same information by postal mail, hand delivery 
or telefax, to each Shareholder individually at the address of such 
Shareholder registered with the Company. In case the Meeting is not called 

DRAFT NO 1 10 April 10, 1996 



by the Company's management, the Company shall nevertheless bear all the 
costs related to notification of all Shareholders and shall make available to 
the organizers of such a Meeting a current list of Shareholders and their 
addresses. The Company may take all reasonable notification actions, and 
incur reasonable expenses, to ensure attendance of a Quorum (as defined 
hereafter) at any Meeting of the Company. 

8.2.3.3 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. 

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

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

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

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

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

- Signatures on proxies are presumed valid. If the Chairman of the Meeting, 
the Counting Commission or any Shareholder representing 10 % of the 
votes, has reasonable doubts concerning the validity of a proxy, he can call 
for a notarially certified copy of the proxy which must be produced within 
seven days of being so requested or the vote or votes cast by such proxy 
shall be disregarded. The Company shall pay for the cost of obtaining such 
a notarized document. If the 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. 

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

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

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

book value of the Company's assets (excluding assets sold in the regular 
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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 to 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 unanirnously approved by all the members of the 
Supen/isory 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 Riuhts:' 
Any Shareholder who does not vote in favor of any transaction referred to in 
Section 8.2.4. above may demand payment by the Company of the fair 
market value of his shares, as determined with the assistance of an 
internationally recognized banking, law or auditing firm appointed by the 
Supervisory Council, estimated without regard to value added (or decreased) 
by the transaction or dissemination of information about the transaction. This 
right of redemption must be exercised within 30 days of the vote by the 
Meeting of Shareholders. 
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 
properiy, would be willing to sell, and which a buyer, who is fully informed 
about the value of the property and is not obligated to 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 other 
securities over a period of time of no less than 2 weeks prior to the date of 
the decision as to fair market value, but only to the extent that he (or they) 
decide that the market price of common stock or other securities is a reliable 
measure of its value. If the property to be valued is stock of the Company, 
the "value" of a share is to be understood as a pro rata claim on the 
underlying value of corporate assets, as these are presently organized and 
managed. In setting a price for this value, the person (persons) making the 
decision may also consider the capital of the Company, the price that a 
willing, fully-informed buyer would be willing to pay for all, or a controlling 
portion of, the Company's shares, and other factors that they consider 
important. 
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The General Meeting of Shareholders shall determine the payments to 
remunerate the labor of the key Company officials, its subsidiaries, branches 
and representative offices. Salary levels are proposed by a Remuneration 
Commission appointed from the Supervisory Council and made up of 
independent Council Members. 

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

8.2.9." Each of the Council Members, the Revision Commission and any number of 
Shareholders representing jointly not less than 20 % of the voting shares of 
the Company have equal authority to call a Special Meefing of Shareholders. 
Any such entity may submit an agenda item for such a Meeting 40 days prior 
to such schedule Meeting. 

8.3. The Supervisory Council 

8.3.1. Until the first General Meeting of Shareholders is held, the Supervisory 
Council is the body that protects the interests of the Shareholders and the 
State. Its election and activity order and questions within its competence are 
determined in conformity with the laws of Ukraine and by articles 8.3.2 to 
8.3.1 1 of this Charter. 

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

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

8.3.2.3 The first Council Members are: 

....................................................................................... 
8.3.2.4 At the first Meeting to be convened after the initial sale of state owned 

shares, the Shareholders shall review the composition of the Supervisory 
Council. 

8.3.2.5'' The Council Members are elected jointly for one year, following a rule of 
cumulative voting. Each share of voting stock is attributed one vote per 
position to be filled. The total number of votes for each share therefore 
equals the total number of Council Members to be elected. Any number of 
the votes allowed for each share of voting stock may then be assigned to 
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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. 712 Notwithstanding Section 8.2.9, any Shareholder representing more than 5 % 
of the votes may present a candidate for election at the General Meeting of 
Shareholders. This candidate must either be 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 notification of the General Meeting is sent to the Shareholders 
(defined in Article 8.2.3.2). In such a case, the Company shall include the 
name of the proposed candidates in the official agenda and universal proxy 
ballot form sent to all Shareholders (see 8.2.3.5 on proxy rules). 

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

8.3.4. Responsibilities of the 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 Supenkory 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 ofher 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 Executive Board or a senior Company official or is a company or third 
party in which one such interested party and/or his immediate family 
members owns, directly or indirectly an interest of greater than 5 %. The 
interested party must disclose hisher interest to the Company before the 
transaction takes place and if he/she is a member of fhe Supervisory 
Council, will be excluded from the quorum and vote calculations, 
authorizing/denying the transaction. Non-interested Council Members may 
only approve the transaction if the consideration for any property 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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services. l3 

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 diligence in their dufies of supervision 
over the activities of fhe Executive Board. The Council Members owe a duty 
of loyalty to the Shareholders and a dufy to acf with due care in the besf 
inferests of the Company. Pursuant to fhe duty of loyalty, a Council Member 
(I) shall not take advantage of any business opportunity falling within the 
sphere of the Company's goal and activifies without notifying fhe Supervisory 
Council and receiving approval from a majority of non-interested Council 
Members and (ii) shall disclose all material informafion relating fo the 
Company when it proposes to issue or repurchase Company sfock or debf 
(in the form of bonds or similar instrumenfs). 
The Supervisory Council organizes working commissions made up of its 
members to deal specifically with internal audits of the Company, 
remu'neration and selection of key Board Members. Other working 
commissions may be set up on an ad hoc basis. 
R i ~ h t s  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 Meefings of Shareholders 
whenever required by law, this Charter, or in order to protect Shareholders 
interests (see Arficle 8.2.4.). 
Wifhin the authorized capital limit (fhat is, within 33% of the Statutory Fund), 
the Supenkory Council may decide to issue new shares. The Supervisory 
Council decides the amount of the issue, the timing and the offering price 
subjecf to the provisions of Articles 5.3. I ,  5.3.2 and 5.3.3. The offering price 
musf nof be less than fair markef value, as determined by the Supervisory 
Council in consulfation with a firm of internationally recognized accountanfs. 

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 213 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 113 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. 

8.3.1 1 Remuneration for the Council Members is voted by the Shareholders 
at the General Meeting. 

8.4. The Executive Board 

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

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

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

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

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

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

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

8.4.7. The sittings of the Company's Executive Board are held not less than once 
a month and are considered authoritative as long as % 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 113 
of its members. 

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

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

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

8.4.11 Conflict of Interest: If a Board Member has an interest in any corporation or 
enterprise or activity which the Company is involved in a business 
relationship, 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 ofher corporation or third parfy as per 
Article 8.3.4.3. above. 

8.4.12 Companv 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 Verification of the economiclfinancial activity of the Company, its 
subsidiaries, affiliates and representation offices is exercised by the 
Revision Commission which is approved by the Shareholders. 

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

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

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

9. Accounting and Reporting 

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

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

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

10. Procedure of Introducing Changes into the Company'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. 

I 1 Suspension of the Company's Activity 

1 1 .I 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 settlements with them, undertakes 
actions to pay out the Company's debt to the third persons and Shareholders, 
completes the liquidation balance and presents it to the Shareholders or to the 
relevant court of law or arbitration. The Company's assets and funds, including 
proceeds from sales of the Company's assets, shall be shared between the 
Shareholders in accordance with the preference order for distribution of assets 
established, in proportion to their respective holdings within a particular class of 
stock, and in conformity with applicable law. 
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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 "Obienergo" 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 
(113 of the statutory fund), the shareholders delegate this function to the Executive Board. This 
gives the company flexibility to take advantage with short notice of market conditions in order to 
raise private equity. 

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

4. If the Company sells a quantity of shares sufficient to 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 Oh 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 Supewisory Council. 

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

DRAFT NO 1 22 April 10, 1996 



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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ANNEX B 



PROPOSED CHARTER OF "DNIPROGIDROENERGO" 

1 .  General Provisions 

1 . 1  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". 

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

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

2. Gods of die Company's Activity 

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

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

3. Legal Stahls of the Co~npany 

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

3.2 The Company executes its activity in conformity with the present law of 
Ukraine and this Charter. 1 

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



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

The Company is the owner of: 
rn 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 Co~npany has the right to concIude 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: 
rn 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; 

rn To act in the other ways adequately to the present law. 

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

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

The participants can have sonbe other rights envisaged by the present law. I - 

4.3 The Comuanv's Stockholders have: 



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

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

5. Statutory Fund of the Company 

5.1 The Statutory fund of the Company equals to KBV. 

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

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

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

issuing and selling new shares in accordance with the current Iegislation, 
for additional money or material deposits; 

0 increasing the nominal value of the issued shares. 

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

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

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

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



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

6 .  The Company's S h m  

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

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

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

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

7. Tlie Profit Distribution and ]Expenses Cover Pmcedm 

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

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

7.3 The Company creates: 

• The reserve (insurance) fund; 
The dividends fund; 

1 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 find. The reserve fbnd is used for covering of 
expenses related to losses and incidental expenses. The decision to use the 
find'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. 

The dividend fund is formed from the Company's net profit (income). The 
amount of planned and deducted quarterIy 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 h n d  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 
competeilcy . 

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

8.2.4 Within the Company's highest body competence is: 

To set up key directions of the Company's activity, approve its plans and 
reports about their fulfillment; 
To set up organizational structure of the Company; 
To approve the Charter and to introduce the changes and amendments; 
To elect or recall, with or without due cause, members of the 
Supervisory Council (with the exception of cased envisaged in item 
8.3.1); 
To elect the Chairman of the Executive Board; 
To elect or recall the members of the Board and the Company's Revision 
Comnlission (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 responsibiIity of the Company's officials; 
To adopt procedure ruIes 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 
conceriling Company's activity, 

8.3 The Supervisory Council 

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



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

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

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

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

8.3.4 The Supervisory Council: 

Adopts the membership of the Company's officials by the Chairman's 
presenting; 
Approve transactions of the Company's fixed property the cost of which 
is not exceeding 50% of the Statutory Fund; 
Adopts amlual 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 nomencIature support a,ld services; 
In case of necessity initiatl s the conduction of extra revisi Ins and 
auditors checks of financiz: and business activity of the C Impany; 
Presents to the Founder ;;uzgestions on the matters of the Zompany's 
activity; 
Executes other acts pertaining Ule supervision of the Company's activity; 
Submits to the privatization bodies suggestions corlcerning the I 
peculiarities of the Company's property privatization. 

8.3.5 The Supervisory Council have the right: 



+ To obtain information about Company's activity; 
To hear the reports of the Board, the Company's officials on specific 
matters of their activity; 

+ To stop the power of the members of the Board adopted before; 
a To invite the experts for analyses of specific matters of the Company's 

activity. 

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

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

8.3.8 The extra-ordinary meetings are held quarterly and are considered legal if the 
have 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 113 of its 
members or the Company's Executive Board. 

8.3 .9  The Supervisory Council members are the Company's officials and bear the 
responsibility within its competence. Remuneration of the duties of the member 
of the Supervisory Council equals to 6 minimal salaries to the Chairman and 4 
to the other members of the Board, a supplemental annual bonus equals to 10% 
of the Chairman's bonus received in the established order. 

8.4 The Company's Executive Board 

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

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



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

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

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

8.4.5 The Chairman of the Executive Board executes its power over the Board's 
activity. The Chairman of the Board has the right to act in the name of the 
Company widlout any instructions, he is authorized to tackle current 
Company's affairs, to execute the decision of the Company's highest body and 
the Supervisory Council, to represent the Company in its relations with the 
other physical and legal persons, negotiate and conclude agreements in the 
name of the Company, to organize someone to record the minutes. The highest 
body of the Company signs a contract that covers issues concerning 
competency, activity conditions and salary of the Chairman. 

8.4.6 The Company Board's meetings are held once in a month and become legal if 
1/2 of its members are present. The Board's decisions are taken by a simple 
majority of votes. in the case of equality of votes, the Chairman's vote is 
decisive. The extra-ordinary meetings are convened at the Chairman's or 113 of 
its members request. 

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



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

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. 

II. Specific Comments 

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

2. Goals of the Company's Activity 

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

The proposed text reads as follows : 

"2.1. The goals of the cornparzy 's activiiy is to meet the requirenzents of the 
tzatiorzal economy in production output, works and services on the basis of the 
received profit artd to satisfy the econo~nical and social interest of its 
shareholders. 
2.2. The tfzatter of activiry of the company is the production of electric energy; 
the increase of teclznical level of production output; irzaintenance of equipment, 
prerrzises and co~zrtncclions; consunzer services; conznzercial and internediary 
acrivity; foreign ekonomic activity; pellfarmmzce of the other activity allowed by 
the present law of Ukraine. " 

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



2.1. "The requirements of the national economy in production output, works 
and services" are typical concerns of the State as a sole shareholder, but 
would be irrelevant to private investors. Future private shareholders are 
also unlikeIy 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 scdisfy the eco~zomic 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 Iisting rights granted by the law). 

2.2. The "matter of activity of the companyn 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 

I 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 st@f remuneration must be decided according to the law established 
for the stczte entities. 

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

4. The Company's founder and shareholders 

4.1. lists who the sharehoIders are. The last paragraph says : the legal persons 
of dijjferent fonns of properfy and plzysical persons of Ukraine and other 
counrries t / m ~  obtailz ownership of the Company's shares through privatizaion 
process and subsequertt secomzdary 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 sharehoIders, it may be simpler to define sharehoIders 
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 comparlies. 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 
fronz the net profit to the brmtch fund in order to firlance brmch programs and 
the activity of the central oppam~us of the Ministry of Ukrairze ar a body 
aiit/~oriz ed to nzmuzge state propem and coordinate energy complex of Ukraine. 

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

5.  Statutory Fund of the Company 



The issue of how the statutory capital of the Gencos is going to be increased in 
order to attract new investors is probably one of the most critical for the future 
growth of the Gencos. Article 5.4. stipulates that rhe decision 10 increme the 
statutory futzd 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 113 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 compIex process in the best of cases. In the 
US, Directors can issue new shares within the "authorized" capital limit without 
prior consuIting 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 t'he 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 
Co~npany if the increase is more than one third, otherwise the decision is made 
by the Supervisory Council after consuItation with the Executive Board." 

6. Shares of the Company 

[no comments] 

7 .  Procedure of profit distribution and covering costs 

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

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

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

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

This should ensure at a minimum that dividends are not declared if the 
company is technically bankrupt or if its cash flow could become negative as a 
result of such a payment. As much as possible, the directors should have the 
discretion ("dynamism" aspect of corporate governance) to allocate funds as 
best serves the interest of the corporation. Some special funds may have been 
earmarked by legislation for the tune 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 1 
shareholders and exercising their other rights listed in section 111. 



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

8.1. The Conzparzy is nzanuged by :. . . 

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

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

8.2.2 The Founder, in the nmze of the body authorized to nzanage state 
property, n4rzs the Cornpmzy by taking decisions on the nzafters 
within its conzpeterzcy . 

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 co~nrnercial 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 temzs 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 : 

I 
- to set up key directions of the Company's activity, approve its 

plarzs m d  reports about their fulfillment (art. 41(a)); 
- to set up orgarzizatiorzal structure of the Company; (art. 41 (h)) 



- to approve the Charter m d  to introduce the c h g e s  and 
arn endments; (art 41 (5)) 

- to adopt annual results of the Cornparzy 's activity includirtg its 
subsidiaries, reports mzd conclrdsions of the Revision Cornmission, 
prof it distribution order; (41 (e)) 

- to create, reorgarzize atd liquidate szdxidiaries, representative 
offices and branches; to adopt their Charters ad regulations; (art. 
41 Gf) 

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

- to adopt procedure ~u le s  and other internal documents of the 
Conzpany (art. 41 (h)) 

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

Supervisory Courzcil (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 wirh 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 Chainncuz of the Executive Board; 
- to elect and recall the members of the Board and the Company 's 

Revision Commission (except in cases e~zvisaged in item 8.4.4.) 
For these sections it would also be useful to add that these 

11 appointees can all be dismissed "with or without due cause . 

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 

t h e  work of the important Selection Committee, composed of 
outside directors, mentioned in Section I11 of this paper. This does 
not mean to say that shareholders cannot challenge the proposed 
nominations by submitting alternative candidates. On the contrary, 
the opportunity to do so is an [important element of corporate 
governance. This can be done by introducing new items to the 
agenda, as permitted by article 43 paragraph 2. 



- to approve agreernertts, calculated for tile sum exceeding the 
Statrito~y fzind by 5 times; (article 41 W). Getting sharellolders 
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 indicded in the company clmrter is of the competence 
of the gerzerd nzeetirzg of shareholders". 

However just saying this amount is 5 times the Statutory Fund is 
dangerous and arbitrary. In general, it is best to use a multiple of 
the book value of the Company's fixed assets which is a slightly 
more relevant figure. The idea is that Shareholders should only 
interfere with the running of the Company if the nature of their 
investment is substantially affected. This would be the case for 
instance if the Directors were considering an investment that 
would double the generating capacity for instance. 
to detenlline the paynzerzts to remunerate the labor of the 
Co~npmly '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 Cornparty's highest body may deal with the ofher questions 
concerrting 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- 



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 o d y  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. 

Votinn : 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, shaIl 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 defied 
in artible -4.2.9. Voting of the Directors of the Supervisory Council shall be 
based on the principle of cu~nulative voting as defined in Article 8.3.2.5 
below. 



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

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

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

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

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

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

- Appointed representatives must exercise their voting rights in the manner 
specified on the proxy. The Counting Commission is responsible for ensuring 
compliance. Votes exercised by proxy wiIl 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 canceIIed 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 
Cornmission and the Supervisory Council shall reconvene a new General 
Meeting following the notification rules set out in Article 8.2.3.2 above. 

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

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



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

8.3. The Sl~pewisory Courtcil 

8.3.1. corltains a reference to Regulations about the Supervisory Council, adopted by 
the Cabinet of Ministers of the Ukraine and dated July 19, 1993. This document 
contains worrying provisions in terms of corporate governance. Article 4 of the 
Regulation stipulates that the composition of the first Council is decided jointly by the 
Ministry of Economy, of Finance and the SPF. Article 12 seems to suggest that 
thereafter, the Supervisory Council submits annual reports to the Shareholders. If the 
shareholders are not satisfied with the work of the Supervisory Council, they must 
"submit proposals tr, 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 111 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 fust 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 corzsis~s 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 Teain 3 advisors includes helping the Genco's identify and recruit 
suitable candidates to this position. 



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

for the Cf~airnzaz of the Board according to item 8.4.4. of this Cfzarter.) The 
Translation can obviousIy 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 tile ~zzer?zbership of tfte Comnpmzy 's officials by the Chai~man 's 
preserztirlg; 

- approve trcursactions of tfze Cor?tpmy 's fixed property the cost of which is not 
exceeding 50 % of the Stdutory Filnd. 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. 

- adoprs cuznual and quarter reports which me subntitted by rfze Board of 
Directors and the Revisiort Commissio~z; 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. 

- nzakes malysis of the Board 's ncls corzcenzing the Cornpmzy 's management 
m ~ d  its in vestnz erzt. 

- teciznical and price policy, goods rtomerzcldure support mzd 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 sharehoIders, not the founder. 

- execute orher acts pertaining the supervision of the Cornpany 's activity; 
- submit to the privatizcrtion bodies suggestiom concerning rhe peculiarities of the 

Compmy 's property privatization. 

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

I 
8.3.4. Responsibilities of the Supervisory Council 



The Supervisory Council appoints, subject to Shareholder veto, the 
members of the Executive Board and supervises its activity. The 
Chaiiman 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 
hisfher 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 Chainnan from its Members. 
The Supervisory CounciI Members will exercise due diligence in their 
duties of supervision over the activities of the Executive Board. They are 
responsible, jointly or individually, as the case may be, towards the 
Company, the Shareholders and third parties in case of negligence, fraud 
or incompetent behavior. They owe a duty of loyalty to the Shareholders 
and a duty to act with due care in the best interest of the Company. 
The Supervisory Council organizes working commissions made up of its 
members to deal specifically with internal audit of the Company, 
remuneration and selection of key officers. Other working commission 
may be set up on an ad hoc basis. 

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

in our draft model : 



8.3.5. R i ~ h t s  of the Supervisory Council : 
8.3.5.1 The Supervisory Council has the right to obtain any information on the 

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

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

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

8.3.5.4 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.). 

8.3.5.5 Within the authorized capital limit, the Supervisory Council may decide 
to issue new shares. The Supervisory Council decides the amount of the 
issue, the timing and the offering price subject to the provisions of 
Articles 5.3.1, 5.3.2 and 5.3.3. The offering price must not be less than 
fair market value, as determined by the Supervisory Council. 
The Supervisory Council has no right to interfere with the operational 
activity of the Company's Executive Board. 
The Supervisory Council presents an annual report to the Meeting of 
Shareholders or to the Founder until the first meeting is held. 
Meetings of the Supervisory Council : The sittings of the Supervisory 
Council are held not less than once per quarter and are considered valid 
as long as no less than 213 or its members are present or represented 
within half an hour of the appointed time. All members must be notified 
in writing at least 3 days in advance. If all the members are present or 
represented at a meeting they can validly waive the notice requirements. 
Extraordinary sittings of the board are convoked at the request of the 
Chairman or 113 of its members. 

8.3.10 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. 

8.3.11 A vacancy in the Supervisory Council may be filled by a resolution of 
the remaining members until a shareholder's meeting is held. 

8.3.12 Remuneration for the duties of the members of the Supervisory Council 
are voted by the Shareholders at the Annual General Meeting. 

8.3.7. Deals with clzmtgirzg the Supervisory Council rnernbers if their work is 
r~nsdisfactory. This paragraph mentions aghin, as does the Regulation on 
Supervisory Councils the role of the ministries of Finance, Economics 
and SPF in appointing new members. It is important for this role to 



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

8.3.8. 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 rnembers 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 filIed 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 
re~nuneration 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 
Inanoeuvre. 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 Bocuzl 

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 
Inembers of the board, although the Supervisory Council, though the 
Nomination Commission should propose candidates. 

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



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

The wording of this section may need some more 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. 

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

Conflict of Interest : 
If a member of the Executive Board has an interest in any corporation or third 
party with which the Company is involved in a business relationship, helshe 
nlust 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. General Provisions 

1.1. 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. 

1.2. The Colnpany full registered name is as follows: 

T11e State Joint Stock Energy Supply Company TERNOPILOBLENERGO, briefly, 
SJSC TERNOPILOBLENERGO. 

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

2. Goal and Subject of the Company's Activity 

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

-to conduct busiuess and provide services to meet the needs of the economy of Tenlopi1 
Oblast and Ukraine as well as their residents and other customers for electricity under the 
Energolnarket conditions h conformity with the licenses; 
-to meet economic k d  social needs of the Company's Shareholders and workers. 

2.2. The subject of the Company's activity is : 
- generatioil of energy in conformity with the license; 
- obtainkg energy and providing supplies to the customers; 
- conducting commercial and mediatory operations, as specified by the license; 
- foreign trade activities; 
- public se~vices; 
- 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. Tlie Company executes its activity in conformity with the effective legislation of Ukraiue and 
this Charter. 

3.3 The Conlpany is the legal successor of the Ternopil Oblast Electricity Network. 



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 Comyaliy's sharel~olders may include the physical persons and legal entities who obtaiu 
ownership of the Company's shares through the privatization process, the issue of new 
shares and subsequent secondary securities markets. 

4.2. The Shareholders have the right : 
- to participate and vote iu 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 obtaili iufomtion about the Compauy's activity. At the request of its Shareholders, the 
Colnpauy must submit copies of its annual balance sheets, Compatiy'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. 

4.3. All Shareholders ofthe Company must be uiscribed iu the Company's Share Registry joilitly 
kept by the Compaiiy with the Center for Securities Circulation aud Accowltiug of the 
Miuistiy of Energy of Ukraiue. 

4.4. The Shareholders have the obligation : 
-to adhere to the foundiug documents of tlie Coinpany; to execute the decisions of the 
Company's General Meeting and its other mauagement bodies; 
-not to  disclose the commercial secrets and confidential information about the Company's 
activity; 
-to hlfiI other obligatious envisaged by the effective legislation. 

4.5. The Shareholders are financially responsible for the Company's obligations w i t h  the limit of 
their shares. 



5. statutory Fund of the Company 

5.1 .  The Statuto~y hnd  of the Company equals to 1,527,204 million KBV. It is the initial 
authorized capital of the Company. 

5.2. Tile Statutory h d  is divided into 1,527,204 million common shares, each at the uorninal 
value of 1,000,000 KBV. 

5.3. The Colnpany has a right to iucrease or decrease the arnouut of the authorized capital.The 
Company's Genera1 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 113 of the Statutory Fund. 

5.4. After the Company's outstanding shares are paid up in 111, the Colnpany can increase 
the amount of its authorized capital: 

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

5.5 The Colnpany 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, tlie authorized capital cannot be decreased in case of any objection fioin the 
Company's creditors. 

5.6. The decision on the increaseldecrease of the statutoiy h d  shall go into effect from the date 
of their inscription to the State Register. 

6. Shares of the Company 

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

6.2. Tlie Shareholders of the Company have the right to dispose of the Company's shares iu ally 
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 actiug 
legislation. 

7. Procedure for profit distribution and cost recovery 

7.1 The Company's income shall be composed of the revenues drawn fiom its activities less the 



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 
sllall be paid fkom the Company's balance profit. The net profit of the Company sllall remain 
at the Company's disposal in M. Dividends and other gains fkom profit on the share of state 
propesty shall be used by the Company for the purposes of technical reconstruction, 
production development, new techologies and replenislunent of working assets on the 
agreement with the W~listry of Energy. 

7.2 The procedures for sharing the Company's net profit aud cost recovery shall be determined 
by the highest decisioil making body of the Company in conformity with this Clial-ter aid 
pursuant to'the effective legislation of Ukraine. 

7.3 The Company creates the following finds: 
- reserve (itlsurance) find; 
- dividend h d ;  
- production development fwd.  

7.3. I T l~e  Comyauy's resetve f k d  shall be created in the amount of at least 25% of the Autlior-ized 
h ~ d .  Tlie reserve f h d  shall be used for recovery of the expenses related to damage or loss 
aud extra-budgetaiy expenses. The decision on using the fmd  can be made by resolution of 
the highest decision making body of the Coml~any. The reserve f h d  will be generated by 
aunual deduction of at least 5% of aunual net profit of the Company until completion. The 
h d  shall be placed on a separate account with the Company's bank. 

7.3.2 The divideud fund shall be generated fiom the net profit of the Company. The budgetary 
amount of the f h d  aild the amowit of deductioiis per year is determined by the Executive 
Board aild approved by the highest decision making body of the Company. The dividend 
sliall be paid to the Shareholders on the pro rata basis depending on the amount of their 
stock of Company's shares. 

7.3.3 TIie production development f h d  shall be generated fiom the net profit of the Company by 
atulual deductioris totalling at least 30% of the net profit. 

The Company shall make deductions to the industry's centralized fimds of the Ministry of 
Energy of Ukraine, including: 
- reselve aud investinerlt fiuld - in the amount of 1.5% of cost of the Company's goods, 
works and seivices at the expense of the income remaiuing after taxes; 
- i~iriovatio~i f k d  ul the a~noullt - 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 
maudatoiy sale of culrency to the state and taxes; 
- i~idustry's labor protection fimd - in the ainouut of 0.3% of the actual sales turnover at the 
expense of the cost of its goods, works and services. 

7.3.4 The highest decisioil making body of the Colnpany may decide by resolution whether to 
create any other f h d s  of the Company. 

8. Ad~ninistrative Bodies of the Company 



The institutions of the Company are : 
the highest decision making body of the Company; 
the Supervisory Couucil; 
the Executive Board; 
the Revision Commission 

The highest decision making body of the Company: 
The Comqat~fs Geueral Meeting of Shareholders shall be the highest decision making body 
of the Company.Until other sllarel~olders obtain share ownership through the privatization 
process, the Founder shall be the siugle share holder and be the highest decision making body 
of the Company. 
The Fouuder represented by the Miuistry of Energy of Ukraine, in the name of the body, is 
autl~orized to run the Company by takitlg decisions on the matters w i t h  its competency. 
The Foutider appoiuts its representatives to the Company's hstitutions and gives them the 
relevant powers. 
The legal status of the Geueral Meeting and its decisions, order and terms of its convention, 
shall be detemiued accordiug to acting legislation and the followhg 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 aud recall each member of the Executive Board (except the First Executive Board); 
- to aypoiut the Cl~airmau of the Executive Board (except the First Chairman); 
- to elect and recall the Revision Commission (except the First Revision Collunission); 
- to approve the Company's and its subsidiaries, afliliates and representative offices' aiiliual 
financial statements and reports, as well as the reports from the Revision Commission and 
the procedure for profit shariug; 
- to determine the cost recovery procedure; 
- to create, reorganize and liquidate the Company's subsidiaries, a m a t e s  and representative 
offices and other entities and approve their Statutes and Bylaws; 
- to take decisiolls on property accountability of the officials and other members of the 
Coinpatly; 
- to approve illtenla1 docuineiltation of the Company, including company procedures, 
rules, regulations, etc. 
- to pre-approve self-interest transactions; 
- to dete~~niue the remuneration and duties of the key officers of the Company and its 
subsidiaries, af6liates and representative offices; 
- to make decisions on the Company's termination, to appoiut the liquidation colntnission 
and approve the liquidation balance. 



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

8.2.5 The General Meeting of Shareholders shall be held iu Ukraiue and convened no less than 
aunually. Special Meetiugs are convened in the event of insolvency of the Compauy, or on 
the demand of the Shareholders that make on aggregate over 20% of the total Cornpauy's 
shares, and on the demand of the Supervisory Council at any time and for any reason. 
The uotiiications on the date and agenda of the Meetiugs shall be the responsibility of the 
Executive Board. 

8.2.6 Notification of Shareholders . 
The Sharellolders sllall 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 
diiereut date . 
For all Special Meetiugs aud Geueral Meetings scheduled on different dates, all shareholders 
must be notified of the date, place aud agenda of the meetiug. In case the Meetiug is not 
called by t l~e  Coqauy's managemeut, but the shareholders that make on aggregate over 20% 
of the Company's sliares, 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. 

8.2.7 Ouoium. More thau 60 % of all shareholders must be present or represented for the Meethg 
to be valid. Lfthe 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 
Sllareholders 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. 
111 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 tlie 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 tlie 
proxy. Voting rights will be exercised by proxy through the open vote procedure. 
Signatures on proxies are presumed valid. If the Chairman of tlie Meeting, the Counting 



Cornmission or any Shareholder representing 10 % of the votes, has reasonable doubts 
concerning tlie validity of a proxy, he can call for a notarially certified copy of the proxy 
whici~ must be produced within seven days of being so requested or the vote or votes cast 
by sucll 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 i~ull 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. 

11. The proxy document shall be in writing, signed by the registered Sharel~older or the 
Sl~areholder's duly authorized representative if the Shareholder is a corporation. 

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

8.2.9 Voting: All decisions in the Sllareholders 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. 

8.3. Tlie Supervisory Council 

8.3.1. The Supervisory Council is the body that protects the interests of the Sharellolders and the 
State by exercisitig tlie control over the Company's activity. On gaining ownership of the 
Company's shares by other sl~areholders througll purchasing of at least 60% of its corporate 
stock, the first General Meeting may elect the new Supervisory Cow~cil and determine its 
competence. 

8.3.2 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 Fwd of Ukraine, local Rada, Anti-Monopoly Committee of Ukraine, and the 
Company's staE 
The first Supervisoly Council and its Chahnan shall be appointed by the hlter-Branch 
Cotntnittee composed of the representatives of the Ministry of Economics of Ukrable, 
Ministiy of Finance of Ukraine and State Property Fwd of Ukraine in conformity with the 



acting legislation. 
8.3.3 The powers of all members of the Supervisory Council , as well as any changes in its 

composition, shall be coufirmed by the highest decision making body ofthe Company with 
the exception of the First Supeivisory Council. 

8.3.4. The Supervisory Couycil L 
-subject to the resolution ofthe highest decision rnakiug body of the Coinpany, appoints and 
concludes the contract wit11 the Chairman of the Executive Board (with the exception of the 
First Chairman as specified in paragraph 8.4.4 of this Charter). 
-codinns 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, tecl~uical 
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 recomeudations on the issues of the Company's activity to au approval of the 
highest decision makiug body of the Company; 
- subinits recommendation to privatization authorities regarding the specifics of the 
Company's assets privatization. 

8.3.5 The Supeivisory Council has the right: 
-to obtaiu ally ufomatiou on the Company's activity; 
-to order members of the Executive Board and Company officials to present repoits on the 
specific issues of the Company's activity; 
-to invite outside experts for vei%cation of specific issues of the Company's activity. 

8.3.6 The Supe~visoly Council has no right to interfere with the operational activity of the 
Company's Executive Board. 

8.3.7. The Supeiviso~y Cow~cil presents an auuual report to the highest decision making body of the 
Company. Sliould the perfoimance of the Supervisory Council be found unsatisfacto~y, its 
composition may be subject to changes by resolution of the highest decision making body of 
the Company. 

8.3.8. Meetings of the Supervisoiy Comlcil : The sitthgs of the Supervisory Couucil are held not 
less than ouce per quarter and are considered valid as long as no less than 213 of its members 
are present.The decisions of the Supervisory Council are adopted by a simple majority of 
votes. III case of equality of votes, the Chairman of the Supervisory Couucil is entitled to a 
decisive vote. Extraordiuary sittings of the Cou~lcil are convoked at the request of the 
Chairman or 113 of its members. 

8.4. The Executive Board 



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

8.4.2. The powers of the Executive Board extend to all issues of the Company's activity unless 
those related to the sole competence ofthe other institutions of the Company by the effective 
legislation, this Charter, or die 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 
Superviso~y Coullcil. 

8.4.3. Tlie 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 i~nplementation of their decisions.. 

8.4.4. The Company's Board consists of 6 members, including: 
-The Chairman of the Board - CEO; 
- First Vice Cl~airmail and four Vice Chairmen desiguated to different activities. 
The First Cliainnan of the Boardis appointed by the Founder. 
Tlie next Chairman of the Board shall be appointed by the highest decision making body of 
the Company. T l ~ e  list of the other members of the Board shall be submitted by the Chairman 
to approval from the Supervisory Cou~~cil.  T l ~ e  Chairman of the Supervisory Council 
cotnpletes a contract wit11 the Chairman of the Board on behalf of and by the order from the 
highest decision making body of tlie Company. Tlus order shall be in effect at least until the 
first General Meeting of Shareholders whereby it may be subject to changes. 

8.4.5 The Chairman of the Board runs the Board's activity. The Chainnail is authorized to act on 
behalf of the C o ~ n p a ~ ~ y  without the order; helshe is authorized to run the current activity of 
L-l~e Company, implement the decisions of the Company's highest decision making body and 
Sup etvisory Council, represent the Cornpany 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, terns of activity and material maiuteliance of the Chaitmai of the Board 
are dete~u~uled it1 the contract which is completed between the Company's highest decision 
making body and the Chairman. 

8.4.6 . The sittings of the Compauy's board are held not less than once a month and are considered 
authoritative as loug as 112 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 tlie request of the Chaumatl or 113 of its 
members. 

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

8.4.8. Tlle Members of the Executive Board shall bear collective andlor personal responsibility to 
tlle Company, its Sharellolders and tlurd parties for breach of the acting law or the provisiotls 
of this Cliarter or ally damage or loss to tlie Company resultiug fiom negligence, fiaud, 
itlcompete~lce or other guilty actions as specified by the effective legislation. 



8.4.9. The Board Members shall by resolution of the Executive Board, appoint a Cornpany 
Secretary who shall be responsible for rnai~ltaitling the Shareholders registry), minute 
books and records (other than the financial records) of the Company and ensure 
co~npliance with all procedural requirements imposed on the Company by applicable laws 
and this Charter. 

8.5. The Revision Commission 

8.5.1 Verification oftlie economic/financial activity of the Company, its subsidiaries, affdiates and 
representation offices is exercised by the Revision Commission which is approved by the 
highest decision making body. 
Verifications are co~iducted a~l~lually or at the demand of the Company's highest decisiotl 
making body, the Supervisory Council or on the Revision Commission's o m  initiative or at 
tlie demand of the Sllareholders who o w  in total not less than 10 % of the shares. 

8.5.2 The Revisioli Commission reports olily to the Company's highest decision making body. The 
Commissio~i submits verification documei~ts to the Company's highest decision making body 
and the Supelvisory Council. 
Tlie Revision Comrnission is elected by the General Meeting of Shareholders for the period 
of t h e e  years. The results of the vote shall be kept confidential. 
The First Commission consists of 3 members appointed by the Founder. 
The Revision Commission has the right to invite experts, auditing companies to provide 
assistance. 

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

8.5.4. The Revision Commission completes conclusions on the basis of annual rel~orts and balances. 
Tlie Cotnl~any's higl~est decision making body cau only approve the hancial statements if tlie 
Revision Comission's conclusio~~s are included. 

8.5.5. The Revisioti Commission shall demand a Special Meeting of the Sharel~olders or a 
Supervisory Council sittirig 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. 

9. Accounting and reporting 

9.1 The Company keeps operational and accounting records as well as statistical accountit~g and 
intrabraucll reports and submits them to the state statistical auhtorities in accordance with the 
established procedure. 

9.2 The first fiscal year begins since the date of the Company's registration and ends on the 3 1st 
day of December of the same calendar year. The next fiscal years shall be correspondent 
with the calendar years. 



10. Procedure of introducing changes into the Company's Charter 

10.1 The riglit to introduce any clia~ges hl tlle Coml~any's Charter pertahis to the sole competence 
of the highest decision making body of the Company. 

10.2 The decisions of the General Meetings of Shareholders on the introduction on the changes 
in the Company's Charter may be adopted by 314 of present votes. 

11. Tel-mination of the Company's activity 

11.1 The Company's activity may be terminated by its restructwh~g (takeover, merge, division, 
separation or transfo~mation) or liquidation. 

11.2 hi the event of restructuring of the Company, all Company's rights and liabilities it1 the 
aggregate sl~all be passed to its legal successor. 

11.3 The Company may be liquidated: 
-in case of tlie Company operating at a loss; 
-by the decision of the Company's highest decision making body; or 
-by tke judgement of the court of law or arbitration; 
-ill the event of the Company's bankruptcy; 
-on the submittal ofthe regulating bodies in the event of systematical or rough breach of law; 
-in other cases stipulated by the effective legislation. 

1 1.4 The liquidation o f t l~e  Company shall be conducted by the liquidation comnission 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. 

11.4.1 From the date of appointment of the liquidation commission, all management powers shall 
be passed fiom the Executive Board to the cornmission. The cornmission will annouuce the 
the liquidation process corneliced and the period of claims application in mass media, 
particularly including obligato~y publication in the official newspapers of Verkhowa Rada 
aid the Cabinet of Ministers of Ukraine. 

11.4.2 The Liquidation Co~nmissiotl shall bear liabilities on damage or loss caused to the Company, 
its Shareholders and t k d  parties that result from the Company's activity. 

11.5 The liquidation comissiou evaluates the available assets of the Company, identifies its 
debtors arid creditors and provides settlelnents with them, undertakes actions to pay out the 
Company's debt to the third persons atid Shareholders, completes the liquidation balance and 
presents it to tlie hidiest decision making body of the Company or to the related court of law 
or arbitration. 

The available Company's fhds ,  il~cluding proceeds f?om sales of the Co~npany's assets, shall 
be shared between the SIiarel~olders in proportion to the total par value oftheir shares and 
in co~iformity with the law in force. 

1 1.6 Tlie liquidation of the Cotnpatly sl~all be deemed completed, and the Co~npany terminated 
from the date of conesponding entry made in the State Register. 
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Shareholder values 
: ehpect to hear i t  from Tony Blair, the mental regimes. Mr Reich says global elec- 

eader of Britain's Labour Party. But now i t  Y?' tronic capitalism has destroyed the "gentle- 
is surfacing in the American political main- manly" investment system under which 
stream as well. All over the English-speaking America's industrial leaders once took care to 
world, and even tentatively in Germany, peo- balance the interests of shareholders, employ- 
ple are beginning to ask a n  elementary ques- ees and the public at large. He proposes a tax 
tion. \Yho d o  companies belong to, and in penaltyon firms that fail in their responsibility 
whose interest should they be run? to maintain jobs and neighbourhoods. 

Until recently, most people assumed that This particular idea is astonishing. Mr 
firms are the property o f  their shareholders Reich seeks, in effect, to punish firms that in- 
a~idshould  therefore be run in theirsharehold- vest in technology rather than workers. I t  
ers' intetests. But riiost people also assumed would be hard to thinkofa better way to make 
that the interests of cornpanies and the irlterests ofcitizens are American workers less productive, and to make American 
broadly aligned. W i a t  American or Briton fails to swell with companies less able to compete in the world economy. Com- 
pride when told that American or British firms are earning pared to that, Mr Clinton's plea to firms to share productivity 
record profits, boosting productivity and generally becoming gains with their workers may sound like simple common 
more competitive? sense, perhaps even simple decency. I t  is neither. 

Lately the chest-swelling has become a little less automatic. If a firm invests in niachines and lays off some workers, 
From the White House to the  Palace ofwestminster thecry goes where is the case for paying more to the workers who retain 
u p  that higher profits a n d  productivityare Failing todeliver the their jobs? Ifanybody has a case for "compensation", it is the 
higher wages and  job security they are supposed to. I t  is impor- workers who have been sacked. The ones who remain need not 
tant to understand why this line of thinking is emerging now, be working any harder; indeed, their jobs may now be easier. 
why i t  is likely to grow, a n d  why the fashionable "remedyu-to In a sense, they are already privileged. Also, of course, sharing 
impose on firms a variety ofsocial obligations f ir  beyond that out productivity gains within the firm discourages new em- 
ofearning money for their sl~areholders-is wrongheaded. ployment. Altogether, it is a way of making the winners even 

better off and  the losers even worse off. 
Capitalists and gentlemen A broader point is that the shares of profits and wages in 
Two things have made  it tempting in recent years to attack G D P  over long runs of years are surprisingly stable. This sug- 
f i m ~ s  for their greed. O n e  is "downsizitig". Though people gests that raising economy-wide productivity is the surest way 
grudgingly accept that firms are entitled to freeze wages and  to raise wages, and the surest way to raise productivity is to 
fire workers when times are hard, they cavil at this behaviour invest. Anything that discourages investment makes societies 
when profits are high. In America real wages have been falling worse off. Mr Reich complains that, in a global economy, 
in spite of rising profits. And there was an  outcry at the begin- American profits are just as likely to be invested abroad as at 
ningofthis year when AT&T, oneofthe world's most successful home. But the fraction invested abroad is still small. Nor is i t  
companies, said i t  would sack a further 40,000 workers. the case that American firms building hctories overseas are do- 

I t  is not just the m a n  in the dole queue who says this is ing so chiefly in search of cheaper labour. They are more often 
wrong. In Corigress last month Bill Clinton asked American motivated by the need to be closer to growing markets. 
firms to put "long-term prosperity ahead of short-term gain" O n  closer inspection, in other words, there is nothing newly 
and  to share the fruits of increased productivity with their irresponsible about the behaviour of American firms. If any- 
workers. In The New York Times Robert Reich, his labour sec- thing, bosses havegot themselves into hot water by discharging 
retary, has accused corporations of abandoning their respon- their chief responsibility-running the firm as profitably as 
sibility to communities a n d  eniployees. A similar idea lurks possible-rather better than they used to.The real reason forthe 
behind h4r Blair's advocacy of a (still undefined) "stakeholder new questioning of heir  responsibilities is that politicians 
societyn.At least one  American seriator now wants firms tosub- sniff a wonderful opportunity for buck-passing. 
mit, in parallel with their financial accounts, formal account 1 If politicians felt strongly enough about low pay, down- 
of the way in which they are treating the en ironrnent, their sizing or foreign investment, they could reach for direct reme- 
employees a n d  their community. dies. But most have the sense to see that such remedies-na- 

The other reason for the unpopularity ofbig companies is tional pay policy? guaranteed jobs for life? protectionism?- 
globalisation. As barriers to tradeand investment h11,corpora- would inflict great economic damage. How much simpler to 
tions are accused of sliopping cynically around the world for make it theduty of firms to provide the good things that govern- 
the cheapest workers a n d  the laxest tax, labour and environ- ments can n o  longer provide, such as rising incomes, job secu- 13 
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rity, and stable and prosperous neighborrrhoods. 
To the obvious objection-that a firm encumbered with 

these additional duties is liable to Fail in its priniary one of 
eficient wealth creation-advocates ofstakeholder capitalism 
have a stock reply. Look, they say, at the successful versions of 
capitalism, in Japan a n d  much of continental Europe, in 
which companies already take on  niuch wider social respon- 
sibilities: these economies have ofien performed better than 
their Anglo-Saron counterparts. 

The difficulty is that, for the moment at least, this is no 
longer tnre. It was fashionable to admire these other capital- 
isrils in the 1980s. 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, n o  matterhow they interpret thedutiesoftheir 
firms. But i t  is a peculiar moment for the English-speaking 
world to e n ~ y  the arrangements ofjapan and  Germany. 

Rccent events have highlighted the inflexibility of such 
economics (see pages 21 to 25). Germany's biggest industrial 
company, Dairnler-Benz, hasjust notched u p  the biggest peace- 
time loss in the country's history, and is now trying hard to put 
profit first. Japan's policy of liretime employnlent, always less 

comprehensive than portrayed, is eroding 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 underernployrnent and a tendency to 
be pro-producer a n d  anti-consumer in all sorts of ways. 

The real scandal 
Point-scoring comparisons of the different versions ofcapital- 
ism create caricatures. Only an  agitator or an academic could 
seriouslyclaim that big American and British corporations are 
fixated exclusively on  maximising returns for their sliarehold- 
ers; and even if theywere, 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 
ofmanagers 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 it is why everybody else's interest is to insist, 
however unfashionably, on shareholder value. 



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

Unhappy families 

Despite being suddenly champioiled by t h e  Democrats in Ame~ica and the La- 
bour Party in Blitain, s t a k e h o l d e r  capitaIisrn in both Germany and Japan is 
facing a c ~ v p  of troubles o f  its own 

W HAT goes under the name of wpital- 
ism v a r i e ~  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 conlpany has 
traditionally had one overriding goal: to 
maui~nise returns to shareholders. In Japan 
and much of continental Europe, in con- 
trast, firms often accept broadel obligations 
that balance the interests of shareholders 
against t l~ose of other "stakeholders", nota- 
bly employees, but including also suppliers, 
custotnen arid the wider "community". 

The models of w l ~ a t  are popularly 
known as shareholder a n d  stakeholder cap- 
italisnl are each sonlething of a caricature; 
but the caricature is not wildly misleading. 
I t  has beconie fashiorlabl to set them 
against one another in a s j rt of capitalist 
beauty contest. In America and Britain, 
many voices now assert that stakeholder 
capitalism is the niore attractive. President 
Clinton and the Labour P a ~ l y  leader, Tony 

Blair, have both called on companies to be- 
have with greater social responsibility, M r  
Blairexplicitly adopting the stakeholder tag. 
Robert Reich, the American labour secre- 
tary, who haswritten admiringly ofGerman 
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, asserted that "those companies 
which will sustain competitive success in 
the future are those which focus less exclu- 
sively on shareholders and financial rnea- 
sures of perfomlance-and instead include 
all their stakeholder relationships . . . in the 
way they think and talk about their purpose 
and performance." 

Theoddityofsuch talk now is that, after 
two decades 6f relative underperformance, 
the American and British economies have 
for the past decade performed as well as or 

Model economics 
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 cont~nental 
Europe's brand of stakeholder capitalism, 
this is mainly a matter of convention, al- 
though employment law also niakes 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 enlployees. Sometimes 
companies are Forced to choose whom they 
sack on the basis ofage and familysituation 
rather than competence. 

Employees also participate directly in 
Gerinan company managenlent. 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 ofbeing laid off whenever the economy 
slows. 

Customers and suppliers of Japanese 
firms are also often 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 h r  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 11 
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dominant voice in a German firm willoften 
be a bank's; at the heart of every keiretsu, 
there is also a bank, which owns shares in 
each fir111 in the group. Such banks may be a 
finn's leading lenders too. 

To their admirers such characteristics of 
Gernlan and  Japanese systems confer on 
stakeholder capitalism big advantages over 
shareholder capitalism. Guaranteeing jobs 
for life gives ernployw a stronger incentive 
to take the time and trouble to invest in ac- 
quiring skills that are valuable within their 
fi rm, but may have only limited value out- 
side it. Workers with less job security have 
more of  a n  incentive to acquire only the 
skills that increase their chances of lucrative 
employment elsewhere. Including ernploy- 
ees in a firnl's strategic decision-making, as 
in Germany, is also said to bster a co-oper- 
ative environment, and to ensure that when 
difficult decisions such asjobcutshave tobe 
taken, they can be carried through with the 
support of labour as well as capital. 

Cross-shareholdings like hose in Japan 
that bind custonlers and suppliers are also 
said to encourage investment. They allow 
betterco-ordination ofplans than would be 
possible for stand-alone shareholder firms. 
Such shareltoldings are, moreover, regarded 
as evidence ofa long-term comnlitment be- 
tween the parties, which enables each to 
make investn~ents 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, to a firm 
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-te~rnism of banks is also claimed to 
make them a more reliablesotrrceoffinance 
than equity For small and medium-sized 
firms, which in stakeholder nlythology are 
the most dynamic and innovative actors in 
a n  econonly; such films are more common 
in Germany, notably, than they are in 
America and Britain. 

I 
Capitalism versus capitalism 
If believers in the benefits of stakeholder 
capitalism were right, you rnight expect its 
superiority over shareholder capitalism to 
be reflected in better econonlic 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 4 0  years, the average annual growth 

z.2 rate of G D P  per head has been 3.0% in Ger- 

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, G D P  
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 G D P  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,Anleric.a'~  perhea head 
grew by an estimated 3.396, 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 
G D P  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 C D P  than any country bar Japan, with 
America a close third, though German in- 
vestment has since risen again. 

According to Britain's National Insti- 
tuteof Economic and Social Research, man- 
uficturing 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%ofthat in Germany and was closing the 
gap with America and Japan. Between 1960 
and 1973, average annual growth of manu- 
facturing productivily was 9.6% in Japan, 
5.7% in Germany,4.1%in Britain and 33% in 

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

As fbr research and development, in  
1993 America came within a whisker of in- 
vesting as big a proportion of GDP in R&D 
as Japan. Both had raised R a D  spending 
significantly over the previous decade; 
whereas, as a share of GDP,  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 a n  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 toaccommo- 
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 
slakeholder magic wearing off? Certainly. 
the outperformance ofJapan and Germany 
ended long before h e  recent recession. Is 
stakeholding effective only in periods of 
rapid growth, such as Japan and Germany 
enjoyed afier the war-and does i t  crack 
when put under macroeconomic pressure? 
Did the superior perbrmance ofthese econ- 
omies actually stem From Factors h a t  had 
nothing to d o  with stakeholding, such as a 



huge injectiori of fresh capital and new fac- 
tories artcr the war, and a better-educated 
workforce? 

None of these qilestlons is easily an- 
swered. But there is one more significant 
piece of  evldence which suggests that the 
stakeholding rnodel may no longer be as al- 
luring as its fans in America and Britain 
claim: it is urider serious attack at home. 

A bad case ofthe Benz 
In Gelmany, the commitment to stake- 
holder capitalis~n has been taking a beating 
in recent yvan for two related reasons: Ger- 
many's high costs of production, caused 
mainly by high labour costs arid a strong D- 
mark, and the pressure to internationalise 
both production and the raising of capital. 
Gernian conlpanies have slashed their 
workforces to cope with recession. Conipe- 
tition from abroad continues to discourage 
employment within Germany and encour- 
age a build-ilp of production outside it. 

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

There is growing political pressure to 
change employn~ent law to make the Ger- 
nian labour market more flexible. German 
firms are grumbling a b u t  the high social 
costs that have helped to makeemployment 
costs soliigli,  lotw withstanding Gernian om- 
cia1 enthusiasm for the European Union's 
social chapter, which will spread those costs 
to the rest of Europe. And it is dawning o n  
most lirnis that an increasingly global capi- 
tal market niay be more demanding than 
trad~tional Gertnan capital suppliers. Com- 
panies such as Daimler and  VEBA, an en- 
ergy, tclecoms and cheniicals group, are ac- 
tively pro~noting the virtues of~hareholder  
value. VEBA'S chemicals arrn has shed a 
quarter of its workrorce and  sold or closed 
two dozen divisions. 

Dnimler's decision to list its shares on 
the New York Stock Exchange in 1993 was 
stg~iificarlt. Part of the price for that was to 
rclxtl  its profits under accoirnting stan- 
dards similar to America's. These have re- 
vealed herty losses that traditional German 
accounts coi~ld largely have disguised, most 
recently of DM6 billion in 1995--the biggest 
pacet inle  lossofanyGerman firni.This has 
(reated prasure for dramatic changes to 
h o s t  efficiency. The firm has abandoned 
its policy of diversifying into everything. 
Jiirgen Sclirempp, 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 aircrafi subsidiary in [lolland. 

The Gernian pattern ofsingle dominant 
shareholders is also changing. Deutsche 
Bank has allowed its holding in Dairnler to 
fall to 25%. Conimerzbank has sold sorrle of 
its long-term shareholdings. All German in- 
veston are now obliged to reveal details of 
shareholdings bigger than 5% in a company; 
transparency can encourage divestment. 

In Japan as well the stakeholder model 
has come under pressure. Sonie hciretsu 
may have begun to unravel; under financial 
pressure, some partners have recently 
started to sell their cross-shareholdings. 
And the lifetime employnient orcore work- 
ers is increasingly under threat. Firms have 
started to export jobs abroad in response to 
the strong yen and to fears of protectionist 
nieasures against goods made in Japan. A 
survey in 1991 for the Nilton K&ni 
Sltintlrutr, Japan's leading business daily, 
revealed that 59% of manufacturers in- 
tended to increase overseas production. The 
Nomura Research Institute predicts that, by 
1998, almost 40% of the production OF Ja- 
pan's five major electronics groups will be 
offshore. 

Advocatcs of sliareholder capitalism 
have also risen up in Japan. Sonie Japanese 
companies, led by the Mitsubishi Corpora- 
tion, ib biggest general trading company, 
are switching their focus to return on equity 
to bolster financial discipline, This will be- 
come more conlnion 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 to pension funds was 
met with a threat to shift pension money to 
foreign Fund managers. 

Japanese companies are 
still bending over backwards 
to protect lifetime eniploy- 
ment, however. The first peo- 
ple to bear the brunt of hard 
times are always women and 
parl-timers, and potential re- 
cntits. The graduate unem- 
ployment rate, which has 
riscn from 6% in 1992 to 14% 
last year, is one of  lie highest 
in the OECD. But tiiany firnis 
are beginning to get tougher 
on lifetime employees. 

For maniple, ~ n , J a p a n ' s  
telecoms giant, announced in 
November plans to shed 
45,000 jobs, a quarter of its 
wo~kforce. Nissan, a car 
maker, is to lay off 7,000 work- 
ers. Many firms are moving 
stafftopartsoftl~ebusiness,or 
to afhliates, where they have 
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hassaid ha t  70%ofitsgrowth in profits this 
year will come fiom such shifts. It is now 
possible to End male managers sewing cof- 
fee in firms such as Honda, in place of the 
usual office ladies. 

Above all, Japanese firms are redefining 
"lifetimeemployment",pointing out that i t  
applied only toa proportion orworkers and 
whittling down that proportion as much as 
they can. Japanese banks have introduced a 
syxtem of "up or out": those who d o  not 
make the grade by the age of 4 0  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 slov.*ly. Some big companies are get- 
ting tougher with heir  subcontractors. A 
government survey of nearly 1,250 subcon- 
tractors Found that more than two-thirds 
had been pressed to cut their prices. ( l i e  
Japanese have a name b r  the trend: 
sh i tn~de  ijin~e, 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 die counfry that the shake-out of 
jobs has barely b u n .  If the definition of 
unemployment were expanded to include 
those willing to work but not actively look- 
ing forajob, the rate might rise immediately 
to %-and it look like going higher st~ll.  

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

less job security. Nippon Steel 25 
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F i l r e r n p p  cocktail 

"A DOER, not a thinker. A power 
player, not a philosopl~er." Such 

is the rhetoric wit11 W I ~ I C I I  the German 
press has greeted the irriniinent change of 
command at Daimler-Benz, Germany's 
biegfst industrial firm. On May 24th 
Edzard "the thinker" Reuter will retire as 
cliairman; Jurgen "the doer" Schrempp, 
for~iies boss of Dainiler's aerospace sub- 
sidiary, will take over. 

hlr Schre~npp  docs not discourage the 
impression that lie is the antithesisof Mr 
Reuter, who in the past decade has spent 
a n  estiniared DM9 billion ($6.2 billion) 
transforming Dainiler from a car manu- 
facturer into a n  "integrated technology 
cor,cern" that includes Europe's biggest 
acrospace colnparly arid a clutch of other 
businesses from software to train build- 
ing. The change was disastrous for 
D,>iniler's profits. Daimlcr-Renz 
Aeroqpaceand ~ r - ~ ,  the two pillars 
of tlie thinker's diversification, 
have made conibiricd net losses of 
Dhl3 billion in ihc past three years. 
htercedes-Bcnz accounted for two- 
thirds of the group's sales last year 
but nearly all ofits profits. 

Mr Schren~pp is vowing to 
bury M I  Reuter's vision and make 
Dairnler "the most profitable en- 
terprise in Germany." Operations 
that fail to Ineet his profit target- 
said to be a reruln of 12% on capi- 
tal--w~ll be duniped. The holding 
colnpany, which oversea ~ a i r n -  
ler's four subsidiaries, will have to 

But Mr Reuter desewcs sorne credit 
for the cotiipany's current course and Mr 
Schrempp sorne blame for its past rnis- 
takes. Mr ~euter,aheraIl,  brokea German 
taboo by listing Dainiler's shares in New 
York last year, exposing the company to 
the demanding scrutiny of American 
shareholders. Meanwhile. as boss of the 
aerospace group, M r  Schrenipp was in- 
volved in tlie dubious acquisition in 1993 
of Fokker, a nioney-losing Dutch aircraff 
niaker. And although he trimmed 12% of 
its workforce last year and closed six 
plants, tlie aerospace group may still lose 
rnoney this year. 

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

In perspective 
Daimler-Benz's net profiVloss. DM bn 
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whole group. The recent decision to 
merge AEG'S undersized ra~ l  business 
with that of ABB Asea Brown Boveri, at a 
cost to Dai~nler of $900m, bears his fin- 
gerprints. I-Ie is seeking partners for big 
chunks of the aerospace operation, in- 
cluding Fokker, Dornier (which makes 

meet equally tough criteria. Too m u c h  thinking hurts profifs 

turboprop planes) and MTU, an 
engine niaker. In essence, Daimler 
is swapping its big stakes in bad 
businesses for smaller stakes in 
better businesses. 

That will leave hlercedes as 
one of the few profitable firms that 
Daimler actually manages. its 
boss, Helmut Werner, has boosted 
productivi~y and chopped model 
cycles from Il years to eight. Fie is 
disappointed not to win the chair- 
manship, and may want a long 
lead fiom his new boss. But M r  
Schrempp is not one to lurk in the 
background. If asset sales leave 
him with liltleelse todo, the temp- 
tation to meddle in hlercedes may 
be overwhelming. 

- 



Daimler stalls 

I F FRENCH capitalism is in a state of 
shock, so are those who tliought that 

German industly tiad emerged from re- 
cession fitter than ever. The cor~ntry's big- 
gest industrial group, Daimler-Benz, had 
probably hoped that June would be re- 
niernbered for the novel oval headlights 
on the newly launched car of its 
Mercedes-Benz subsidiary. Instead it will 
be renlenlbered for Daimler's annotlnce- 
rnent, on June 28th, that i t  will this year 
repori its first post-war loss. Its share- 
price immediately fell by 7%. 

Daimler had said in April that the 
strong D-mark would hurt results, espe- 
cially at its aerospace business, which 
earns rnost ofits revenues in dollars. I t  is 
also complaining, with increasing slirill- 
ness, about the stubbornness of die IG 
hlelall trade union,\vhich recently won a 
pay increase of nearly 4% and a reduction 
in the working week to 35 hours. The 
union has rei~lsed to consider Mercedes's 
proposal that Saturday be restored as a 
nortnal working day. "I'm not sure they 
under~ tand  the competitive situation." 
moans one ~ e r c e d e s b o a r d  m c m h r .  

Dai~nler has just started up new pro- 
duction In lower-cost countries; now it 
plans fur the first tinie to sh~fi abroad pro- 
duction that isheing done 111 Gernlany. I t  
is planning charges of "Lvell over DM1 
billion"(S7201~i)this year to cover thccost 
ofjob lossfi and other restructuring. 

However, h e  announcenltnt is most 
intercling because Daimler need not 
have made it. Standard procedure i n  Ger- 
many is towash 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- 
inga loss under German accounting stan- 
dards. So why this time? 

Part of h e  answer is that the German 
firm,whose shares were recently lined on 
the New York S t d  Exchange, is simply 

becoming more candid: i t  is recognising 
its currency-related losses rather than cov- 
ering them up. But the loss warning also 
sends a clear message From Jijrgen 
Schrempp,whobecarne Daimler's boss in  
May, that he is ready fbr drastic measures. 

His audience includes no1 just unions 
but also his managers (Mr Schrernpp 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 Dairnler 
made its spinechilling announcement, a 
committee in Germany's parliament a p  
proved financing for the Eurofigbler pro- 
ject, in which Daimler has a big stake. 

Schwmpp studies the books 1 
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RECkless pursuits 

[ K E  the power they supply, Britain's 12 I, regional electricity companies (RECS) 
are ur~rernnrkable most o f  the tirne, but 
they have the capacity to deliver an occa- 
sional sl~ock. The handful of firms now 
considering buying a REC should handle 
them with caution. 

Takcover speculation hotted u p  once 
again o n  July 6th, aRer Stephen 
Litrlechild, Britain's electricity regulator, 
announced a new price regime for elec- 
tricity distribution. Distribution accounts 
for around 90% of  the REG' 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 E l  billion ($1.6 
billion) bid for South Western Electricity, 
a REC. AS Tile Ecm~ott~ist went to press, 
Trafalagar House,a British conglotnerate, 
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 t-lanson, an- 
other British conglomerate, making a bid; 
a n d  even of  a merger between two RECS. 

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

minimal debt (their average debt-to-eq- 
uity ratio is 15%). Only six years ago, R E C ~  
were patt of an ineffcient state-owned 
electricity monopoly. Since privatisation 
in i990, RECS have on average shed over 
13% oftheir workforce, but the chances are 
that a company such as Hanson could 
find niore fat tocut. 

f i e  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 

shop around too. But the bigger threat to 
prices is regulation. 

Mr tittlechild 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,allowingcon~panies to reap the 
benefits of efficiency gains in the inter- 
vening period. But in March heshattered 
his image by deciding 10 tighten regula- 
tion only months aher his previous price 
review. H e  had been shocked by the 
enibarrassingly generous terms of 
Northern's defence against the bid from 
Ttafalgar. Mr Littlechild may be reluctant 
to intervene yet again-unless another de- 
fence package by a REC shows that he has 
still been too lenient. But he may none- 
theless insist that, if two RECS merge, an\ 
efficiency gains are passed on to custon~ 
ers rather than shareholders. 

A bigger regulatory risk than hll 
Littlechild's ego is the Labour Party. Judg 
ing by the polls, Labour is likely towin 1h2 

next election (which must take place b 
May 1997). Labour has recently lhreatenet 
a "windfall tax" on privatised utilities; 
has also talked about redistributing ca. 
to customers if profits exceed a certal 
level. This week, Southern Electric lntc 
national's American bosses express( 
their admiration for Britain's hands-l 
style of regulation.They may have spoh 
a little too soon. 

and  their experiep---with Volkswagen (vw) bus phase of development. Lact - 
has boost. t h ~  ' ,- . - _  r , 
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Satisfying Shareholders 
Is a Hot New Concept 

\'eba AG Embraces Strategy 
B y  Closing i17eak Units, 
Laying Off 7'housands 

An Attack on 'Corporatism' 

By GRPX STEIS~IETZ 
Sroi! Reporter of THE U.AI .~ .  STRFXT JOCRSAI, 

lrlrich Hartmann. the chief executive of 
industrial giant Veba AG, is doing sonie- 
l h ~ n g  unheard of in Germany: He's wony- 
ing :?bout shareholder value. 

He has laid off thousands of workers, 
tired longtime managers and closed divi- 
sions that da te  back to Veba's begin- 
nings - all in the name of investors. "Our 
cornmitrnent," he said in last year's an- 
rrual report. "is to create value for you, our 
shareholders." 

The developments a t  Veba, Germany's 
fourth-largest conipany in revenue terms, 
underscore a trend 

s 

calching hold in fi&3:>3;&2i3. 
German board- ~3%: ,. ' . -- ., 

- 

"Salisfying the 
shareholders is the __ 
best way to make &A 
"Ire t h a t  Other L7nch Harl>nann slakeholders a re  
served as  well." he says. "11 does no good 
when all the jobs a re  at  sick companies." 

But the German public - used lo a 
fabled "German nlodel" of management 
that advocates describe as  "aapitalism. 
R ith a human face" - remains deeply su- 
spicious of the alternative way of doing 
husiness. "A number of people are left 
behind." says Norbert Wieczorek, a mem- 
her of Germany's lower house of parlia- 
nient and a n  economic expert with the 
opposition Social Democratic Party. 

That's not the way for Germany." 
Mr. Hartniann is one of a new breed of 

German managers who a re  enlhusiasti- 
cally embracing the shareholder-value 
concept. Others a re  Juergen Dormann at  
Iioechst AG and Juergen Schrempp at  
Dainiler-Renz 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 orie 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. 1 

urlbing companies to change are ever- 
grouing capital requirements. Unable to 
raise enough money in Germany, compa- 
nies are  turning to foreigners. Nearly half 
the shares of drug companies tloechst, 
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 hlr. Ilartrnann. "It is a 
global capital market, and we all have to 
play by the same rules." 

In addition, supporters of. shareholder 
value describe the traditional German a g  
proach to business as  "corporafism" and 
say i t  fosters stagnation and loss of oppor- 
tunity. They blame it for Germany's slug- 
gish growth and for tlie highest number of 
Germans out of work since World War 11. 
Economisls say more eniphasis on profits 
might bring job loss in the short term, but 
produce more jobs over time. 

If the Yeba 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. 
mure 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 lor a company. Presi- ; 
dent Clinton and British Labor Party 
leader Tony Blair praise the system be- 
cause it puts the interesls of workers, the 
community 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 lor workers. 
Minority shareholders, such as  pension 
funds, are part or the problem, she says. 
because they sell to the highest bidder. 

Deutsche Bank has found itself on 
the defensive because shareholder-rights 
groups cite German banks a s  the No. 1 
obstacle lo their cause. Banks can - and 
do - own stock in German firms, and 
uften 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- 
rersity Prof. Ekkerhardt Wenger, Ger- 
many's leading shareholder-rights activ- 
ist. Ile 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 labor. In a 
practice known as  codeterminalion, labor 
representatives sit on German boards, and 
worker groups have a strong voice in 
personnel matters. Unions eye the share- 
holder-value movemenl with suspicion. 
"Companies obviously have to earn 

P l e ~ r s ~  T14nl lo Pnge df0. Coluntn I 
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Germans Seek Shareholders Value 
Conl~nued Florn Firsl Page ?- 

n o n e ~ . "  says !+tichael Denecke of IG Che- 
iiie, the union representing Gernian 
:hemica1 workers. "But profils shouldn't 
)e the only measurement. A company also 
>as obligations to society." 

And some German executives openly 
'ear shareholders. SAP AG, a successful 
;oftware firm, recently adopted antita- 
ieover measures. "Our conlpany would 
lever have achieved its present position if 
t were guided by outside interests," says 
:hie[ Executive Dietmar Hopp. 

Over the years, Veba has strayed from 
'radition. The onetime Prussian utility 
nonopoly still produces power, but it also 
wilds shopping malls, runs a cable-televi- 
;ion system and is the country's biggest 
lperator of gasoline stations. With 68 bil- 
lion marks ($45.99 billion) in revenue last 
year. Dusseldorf-based Veba is larger 
than DuPorlt Co. or Chevron Corp. 

The company's stock price has doubled 
since 1991, consistently outpacing the Ger- 
rnsn market. Beneficiaries have been in- 
Lernational investors. Sorne 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. 
FhIR Corp.'s Fidelity Investmenls unil is 
Veba's largest U.S. investor, according to 
IvIorning-star Inc. 
Shareholder Uprising 

Under Baron Rudolf von Bennigsen, 
who lorded over Veba lor nearly 20 years, 
shareholder communications meant let- 
ling individuals blow off steam a t  annual 
meetings. But after the baron's dealh in 
1989 from a lung infection, successor Klaus 
PilU 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 threats. 
When the government privatized Veba in 
1959, il allowed only small retail investors 
to own the cornpany's stock. 

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

The declaration 01 war came in the 

All In the Famlly 
Paying close atlention was Veba's Mr. 

Hartmann. An easygoing executive with a 
passion for modern art,  hlr. Ilartmann. 58 
years old, had practically grown up at  
Veba. His talher, Alfred, served a s  a lop 
official at the Ministry of Finance, where 
he was the baron's boss, and later served 
on Veba's management board. UIrich 
joined Veba following his father's death 
and served as chief financial officer during 
the time of Mr. Weickart's attack. 

"We took Weickart very seriousIy," 
Mr.  IIartmann says. "We agreed with the 
critics that there had to be changes." 

hlr. Piltz began to address some of 
the concerns, but died in a n  avalanche in a 
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 . 

form of a 115-page report by the British 
brokerage firm S.G. M'arburg. The hIay 
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" toa takeover if i I  didn't act to 
boost its slock price. 

Nicolaus-Juergen Weickart, a Frank- 
furt lauyer  who has taken part in Ger- 
many's few but bruising takeover battles, 
seized on the message. He warned the , 

company that foreign shareholders might 
sell i f  Veba ignored their demands. That, 
in turn, would depress the stock price and 
make the company more ~ l l n e r a b l e  to an 
outsider amassing a big stake. Mr. Weick- 
art declined to comment for this article. 

, 
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Mr. Pillz's agenda. 
In one of this first acts, Mr. Iiartmann 

updated investor-relations efforts. Share- 
holders not only had someone to talk to 
when they called Veba, but they also got 
more infornlation 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 [he first 
German companies to report ac- 
cording to methods requested by security 
anaiy~ts. Some managers feared it re- 
vealed too much to competitors and em- 

ployees, but Mr. Hartmann argued there 
was no other way. 

Veba also made sure i t  could gauge its 
performance. " ~ t ' s  one thing to talk about 
shareholder value, but it's another thing 
when you establish internal systems to 
measure it," Mr. Lauk says. 
Closing Businesses 

Operations that failed to measure UP 
w0Md be fixed. Sold or  closed. Two years 
ago Veba's Raab Karcher 
founded in 1848 as coal trader. got out of 
the coal-trading business. 

The most significant shake-up came at 
Veba's chemicals operation. Ifuels, a con- 
sistent money loser in need of a complete 
overhaul. A new, aggressive management 
team slashed the work force by 12,m 
employees, closed its lire-rubber business 
and sold its synthetic-rubber operation. 
The unions grumbled, but - because they 
were part of the decision-making Pmess-  
went along with the changes, recognizing 
lhe predicament at Huels. 

The changes at Veba have since filtered 
down to the bottom line. Owing to a Sharp 
rebound at  Huels, Veba's profit rose 40% 
last year to two billion marks. 

HOW quickly other German conl~anies 
foilow Veba's lead is another question. 
Christian Strenger runs DWS, Germany's 
largest mutual-fund company, and is an 
outspoken critic of German corporations. 
He believes German companies have a few 
years to go before they catch up to U.S. 
firms in terms of improving shareholder 
value. But he notes that German cornpa- 
nies all but refused to talk to him until a 
few years ago. Now they call him. 

- 





PIINIS'I'RY O F  ENIZRGY AND ELECTRIFICATION O F  UKRAINE 

EXECUTIVE ORDER 

Kiev No. 134 

On creation of State 
Join t-Stoclc Power Supplyi~lg 
C o ~ n p a ~ ~ y  "I-erllol~ilenergo' 

According to the President Edict, dated the 4th of April 1995, No 282/95 "On 
restrucLurirlg of Power Sector of Ukraine", and to the execulive order No.75 of Ministry of 
I~conomy, dated 14.06.95, " 0 1 1  editing lists of enterprises subject to corporatization and 
Icrms of its i n ~ ~ ~ l e ~ n e n t a t i o n "  and lo tlle Ministry of Energy executive order No.106, dated 
15.06 95 Corpol-atizntiotl Commission of Ternopil Regional Enterprise of Electric G r i d ( P I 3 )  
sut,miLtetl lo  the Minenergo Report on evaluation of Ternopil PES .property state on 01.06 95 
and Charter Draft of Slate Joint-Stock Power Supplying Cornpany "Ternopiloblenergo", 

1. To aclopt the Report on evaluation of Ternopil Regional Enterprise of Electric 
Grid(1'ES). 
2. 'I'o create State Joint-stock Power Supplying Company "Ternopiloblenergo" 
on the basis of Ternopil Regional Enterprise of Electric Grid and to approve its 
Charter.  
3 .  To appoint Mr. Maladyka Grigoriy Vasilyovich the Head of the Board - 
Ilirrctor of State Joint-stock Power Supplying Company "Terrnopiloblenergo" 
according to the Contract No.553, dated 13.07.93 
I .  To Mr. Mnladyka G.V. to  malte state registration of State Joint-Stoclt Power 
S \ ~ p p I y i ~ i g  C.ornpa11y "Ternopiloblenergo". 
5. 'To consider State Joint-stock Power Supplying Company "Ternopiloblenergo" 
as a 1,egal Successor of Ternopil Regional Enterprise of Electric Grid. 
6. 'fo the Corporalization Commission of Ternopil Regional Enterprise of 
Electric Grid to  develop and submit to the Ministry Shares distribution plan for the 
Statc Joint-Slock Power Supplying Compally "Ternopiloblel~ergo". This plan should 
foresee that  100% of Lllc shares sliould belong to the State.  The Commission shall stop 
its ac.tivily from the moment of state registration of the Company. 
7. The conlrol upon the execulion of this order shall be put  on the Departinent 
of orgallisation structure and property forms (Mr.Zavgorodnii) 



CERTIFICATE 
OF 

SECURITIES ISSUE REGISTRATION 

The Ministry o f  Finance certifies that the 
issue of  the shares being accomplished b y  the 
Sta te  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 



issued by : 

CERTIFICATE No.00130725 
OF 

THE STATE REGISTRATION OF 
THE BUSINESS ACTIVITY ENTITY 

State Joint-Stock Power Supplying Company 

"TERNOPILOBLENERGO" 

Ternopil. Energetichna Str.2 
(Address) 

Ternopi l City Rada Executive Committee 

State  Registration Body 
Executive Officer: Y a .  Savlriv, interim Chief of Economic Department 

(Signature) Stamp 

20 August 1995 

Issue date  

N ew  address irzfonnation: 
1. 



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 IZBV. 
Nominal value of the share - 1000 000 KBV. 

Open Joint-Stock Company " Ternopiloblenergo" 

Way of shares 
Placing 

Beneficiary Sale of 
the Shares: 

To Company 
Employees: 
for privatisation 
voucliers 
for cash 

To people who 
has the right for 
Beneficiary 
purchase of the 
shares accordillg 
to: 
Article 25 of the 
Law of Ultraine 
"About 
privatisation of 
the property of 
state enterprises": 
Tor privatisation 
vouchers 
for cash 
Etlict of the 
President of 
Ilkraine 
No.210/93, of 
15.06.93 
for casl~ 

2.Sale of the shares 
to  citizens of 
Ukraine and. 
commercial 
mediators on 
competition basis 

Placing 
Term 

Begillllillg 

1 st 

quarter 
1996 

20 10 
(persons) 

1 st 
quarter 
1996 

4 20 
(persons) 

1 st 

quarter 
1996 

208 
(persons) 

tst  
quarter 

1996 

End 

2nd 
quarter 

1996 

2nd 
quarter 

1996 

I st 

quarter 
1997 

2nd 
quarter 

1996 

Statutory 
Fund Share, % 

6,58 
3,29 

1,38 
0,69 

5.00 

Number 
of shares 

100500 

50250 

2 1000 
10500 

76360 

Shares 

Value 
in KBV,000 

100500000 

50250000 

21000000 
10500000 

76360000 



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

I for privatisatio~l 
vouchers 

3. Shares belonging 
to the State 

I-Iead of Department 

Executive officer 

0. Borodavlto 

V. Verina 

ist 
quarter 

Total 1527204 

1268594 

1527204000 100,O 

1268594000 83,06 



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 wllicl~ belong to the state - 1527204 
Total nominal value - 1527204000 000 ICBV. 
Nominal vaIue of the share - 1000 000 ICBV. 

Open Joint-Stock Company " Ternopiloblenergo" 

Way of shares 
I'lacing 

Beneficiary Sale of 
the Shares: 

To Cornpauy 
Etnployees: 
for privatisation 
vouchers 
lor cash 

To people who 
has the right for 
Benefi cinry 
~>twchase of the 
shares according 
to: 
Article 25 of the 
Law of Ultrair~e 
"Al~ou t 
privatisntion of 
the property of 
stale cnterl,riscs": 

I for ~,rivntis, .1 t' 1011 

vouchers 
I for cash 

Edict of the 
President of 
IJIrraine 
Nv.210/93, of 
15.06.93 
for cash 

2.Sale of the shares 
to citizens of 
Ukraine and 
commercial 
mediators on 
competition basis 

Placing 
Term 

Ueginning 

1 st 

quarter 
1996 

2010 
(persons) 

1 st 

ciuarter 
1996 

4 20 
(persons) 

1 st 

quarter 
1996 

208 
(~>ersons) 

1 st 

quarter 
1996 

End 

2nd 
quarter 

1996 

2nd 
quarter 

1996 

I st 

quarter 
1997 

2nd 
quarter 

1996 

Statutory 
Fund Share, % 

6,58 
3,29 

1,38 
0,69 

5.00 

Number 
of shares 

100500 

50250 

2 1000 
10500 

76360 

Sl~ares  

Value 
in KBV,000 

100500000 

50250000 

2 1000000 
10500000 

76360000 



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 

for privatisation 
voucllers 

3. Shares belonging 
to the State 

I-Ieatl of Department 

~ x e c u t i v e  officer 

0. Borodavlto 

V. Verina 

1 st 

quarter 

Total 1527204 

1268594 

1527204000 100,O 

1268594000 83,06 



"Approved" 
by Lhe I-Icad of State Property Fund 

(Signature) (Full name) 

Stamp 

PLAN 
of shares placing for open joint-stock company 

created througli corporatisation 

Scctiorz I .  Compcrny Requisites 

I . C o r l e a s t o Z K P O I O I O I 1 1 3 I O I 7 1 2 I 5 I  
2 .  Full and sllort name for State Joint-Stock Power Supplying Company 
"'Tcrnopiloblenergo", DAEK "Ternopilob1cnergo~'-DAEIZ (in Ukrainian) 
stands for SJSPSC abl~reviation. 
3. 1,cgnl address 2820 10, Ternopil, Energetichna Str .2  
4 .  Numbcr and date of state registration: No.282, 10.08.95 
5. Current account n u n ~ l ~ e r  and other a c c o u ~ ~ t  nunlbers of joint-slate 
company, name of the bank and bank requisites: acc. 221001 in Ternopil 
Branch of Prominvesll~ank, MFO 338426 

Section 2. Description of the business activity 

On 01 .01.95 On 01.06.95 
I .  Roll number of 1995 2010 
ulnployces (pcr-sons) 
2. Rcsidual Value, in 1865605000 1481799502 
JZ BV'000 
3. Retained I:arnings, in X 13636000 
I<BV'000 
4 .  I'rofit after taxes and X 4 160000 
dutics paymcnls, in 
K13V7000 
5 .  Main business activities: I'owcr supply to the crlstomers of the region 
6. 'Type of proclucts producetl or services rendered: Electric power 

Prodr~ct(service) value: 
1855159500 

Percentage in general volume of I 
products produced(%): 100 

7. Descriplion of Mrorlting Capital and Product Sales: 



011 01.01.95 
Accounts Receival~le, 184309000 

ICBV'000 
Accounts Payable, 3004 1 1000 

KHV'000 
Non-sold prorlucls value, 165 143000 

KBV1OOO 

8. Land Tax,  in I<BV'000: 9 465 000 
9. Environmenl status: 
I-ines paid for violation of cnvironmental laws, in IZBV'OOO: NO 

10. Dala on piece of land of joint-stock coiiipany: 244 ha., all over the 
region under lrailsmission lines' poles allti under transformer substations. 

1.  Statutor-y Fund : 1 527 204 000 000 KBV. 
2. Nolninal S l ~ a r e  Value : 1 000 000 IZBV. 
3. Number of shares : 1 527 204 
4 .  Shares in Statutory FUDC~S of other legal entities : 
Nan~e  and Lcgal Legal Address Total value Share (%) 
s ta tus  

-5. I,ist of the objects which residual value is not included into the Statutory 
Fund: 

Name of object 
I lousing Fund 

Residual Value in KBV1OOO 
25268383 



Section V.  PIacing 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 nrlmber of the shares \vhich belong to the stale - 1527204 
'I'olal nominal value - 1527204000 000 KRV. 
Nominal value of the share - 1000 000 KBV. 

Open Joint-Stock Company " Ternopiloblenergo" 



121500 shares writh tola1 value 121 500 000 000 KRV. ( 7,96 % of Statutory Fund) 
are to be sold to  Ukrai~lian citizens and to co~nrnercial mediators 

I leatl of Department 

Executive officer 

a for privxtisation 
voucllers 

3. Shares  belonging 
to the State 

1 st 

quarter 
1268594 

Total 1527204 

1268594000 83,OG 

1527204000 100,O 





[Tm on LLN of the Ukr&c on Buriacu Ax&tions 
u n d a  Lhc rubric 'hvr of th Sovtrripl RcpubLic"J 

[Ten) Tbir L w  deiiaes tbc caaccpa rad f o m  of 
burinus L m o c i h q  tbe ntukrjoar p m l i n g  tbcir 
erubhhmmt tbd rctin'th md Ihc ri&u u d  obl ip- 
donr or their a+lnml rrrd folmdcrr 

Budncu um&tioru my t ngqc  in any typc of t o u t -  
p m 4  &ty rhrt dw not vjohlc h c  hw of Lhe 
Ulnia e. 

B h c n  wodaliont m y  rcquirr pmpcrty and pcnod 
propaty ri&% mkr h m  binding ~pctmmu. 

rcprr~ent t h e m s d v ~  in rrbitntion court rod 
cwrt of rrFams. 

The nunt of I buzhcts &u'oo m w  indica~c tbe 
form of budacts &tion, 2nd in r6c cue cdFull or 
Limited pum- nurumer ( m a )  of the mm- 
prrry's copurnen, u d u o h  cl~nlirl i d o m t i o n .  

The company n u n c  m y  indjatc rhc f m  rhr~ h e  
bulbas ~ t i m  ~~ to puu'culu mlnirulcr. 
d w m e n u  or public orpninu'onr Tbe l oa  tion of Lbc 
b u i n t u  urocu t~on  rnun be in Lbc h n e .  



E n t e r p n ~ S ,  o q l n i z ~ t i o n s  and inrti!utions which 

- 
:. .--, , A joint stock company, timid Lirbility company or  

u i d i t i o d  Lirbiliry campany arc tfirblirbcd lad M on 
t h e t # d r o f a f ~ q m x m c n t m d r u t u t e , r a d r F u l l  

W===lt 

B u i n a r  uJocirtiotu aZlicfi enypr in  Wq r a i v l r ~ a  
m qiswd by rht NsGonrl Bank of b e  k n e  
rcrodhg 10 r h e  mrnncr XI our by tbe h w  of h e  
Uk77inc on b a h  and b m k i q  rnivirim 

W g a  r;hich b x n  ocamd i n  tbe rounding docu- 
menu of t busin- s s o c h t ~ o n  md n-hich need ro be 
arena4 into tbe sutc  rcgisttr. subjm to govemmcnl 
rqimatim accl3rdin( lo tbe fquhtions ut Out Tor 
gavernment reginntion of w m p t n i a  

Tbe b&cu l uod iGoo  u obkd to '@om within five 
drys rbc M y  whjcb cmicd wt the   tio on about  
r a y  & q t s  which ha= b mtdc in the founding 
docummu K) b t  c s a t i r l  W m y  be mtercd into 
Ibe stlv +vf. 

A bruiaen -on my w a cb&g or olber 
saxmu in I bnk u Vdl u draw up W~U'LN and 

I The r o w  b - u  mlw *& idormt- h u t  
m c ' U  o* rftcr rcf i r tn 'o~ 

madc in Ibe nunt of Ibc b u d p a  t ~ ~ & t i o o  befort it is c b e f b i m o f b u d o c n ~ t i o n , I b c o b j s c c t o d p u q x % o f  
i u m i v i t y . L b e i d c n t i r y c 2 t b e f ~ a d ~ h  r t c g n i z t d u m r d e m t h L b c b ~ u i n t u  

ti*socuth only on condition of- ktcr codid by m m e ~ b c a k t b c r i L t I d d ~ o f L b e c a r b l i r &  lbewruodr- 

m p r i t y d ~ L b c p r c l a d ~ f ~ ~ ~ l o L b c  ( roil- a - s  prmdvn for fiqibw 9. B-& -lop- f i i a ~  md ycou of rw~mi5.q ~ b c  bun'- W u ' o n .  r h a m a  m x i a ~ o n  

Tbe fo& docummu must h o  indudc the idormi- 

Tbc  s h e  of &i~ inforrmtjon in the fouadiq docsu- 

I 2 m ~  b r baxh for dcnirl of govmunent q i m x t i o n  LO 
- :, Ae burinax -don. 

If 1 businen ttfOCjltjOQ's founding &ammu do not 
i nd j au  rhc tam diu b t y ,  it h asasidad bn 

- 
from h e  & y  of iu pt&mmr r+-mtioe 

- 

I Govmmcnr q i m x t i o n  u cxm'cd out tam- lo the 
mguhr joa~ r.ct our by h e  LW of the U k m k :  "On 
rn tc rpma  in Lhc Ulcnizito SSR" 

A bwinm dwocittioa hu the rigbi lo MLb1h.h on the 
kmrory of the Uloliat md && iu brden Lfliliarn 
a d  qmy rr a 4  u b m c h  cnrcrprim in rccordinct 
w h  r h e h v r o T h e U L r r i n r  

Copumcn of busintrr w.c&tionr btvt the ri&r to: 

d )  nctivt infonarrion rbout the bcuiocu um5xtion's 
Lcuncy. T h e  burmcu m u o n  u oblige3 to rrukt 
avahble lo the copmmcr. at his dcmtnb m n m l  
rccounu. rrpru tbour ILS rcu-ty md minura of r n c t t -  
mu- 



( Co-cn m a y  iba b r ~  ~ Q c r  fiCbq u rpafrcd by 14- Funds o f 1  businm -tion 
bw rod by &e badnm -tion's foundhg docu- In i ~ L U ~ C S I   don 1 w e  ( i u u r a n a )  fund IS 
ID en U 

I 
d l i r h c d  in m m o u n t  SCI wt by tbc  ioundinC docu- 

p-b 11. O b l ~ ~ o ~  of c o m a  of 1 b u i n m  ~ ~ ~ ~ j e t f ~  2 5  paa~t o i h e  a p 1 u l  fund. u 
w u o n  Kdl u 0 t h  f u ~ Q  H ~ b d  by the law of Ihe b ~ n c  

or &e foundhq  documcnu of h e  bus ln tu  U c l o n .  

a )  ra in m r d  wilb rbc b t u i n m  x ~ ~ & d o n ' s  ioundhg 
docurnmu and imp!cmcnl tbe dcciu'om of p n d  rntfl- 

l a d  o h m  m;rrulcmtnr M a  of t h e  businea u x ~  
ciiuon: 

b) MI heir & ~ ~ U O I U  ta ~ b c  c a m p m y ,  iodudiq 
L b w  mhttd h v m t  d pmpcny, u vtll u 
c n n u i h v  (pay for rbun) in tbe a m o u t  md in Ibe 
Y n o a r o d b y m c l n r ~ e d b y t b c i ~ d c a -  

.en u. 

Plt-h 1 1  Oanmhip md property of r b h e s  
~ t i o a  

- p m d u c d  by Ibc burinus ~ 1 d m  through iu ox- 
mmic  Laiviy, 

Tbc moat of fie murl contribution to h e  m e  
(innumu) fund u &td by !.be founding documents. 
b u ~  m y  rrol k I c u  Lhra fivc pmrnl of [he ncf profit. 

Pnxl7tpl IS. M t i o n  Profit 

The &tion profit il fonncd from m i p u  from 
rctivitia rhtr mvaing m t c r i a l  md ~ i m k  

erpcncfnmu CCK payment of Lrbor. Tbc d s c d r u o n  pays 
t he  bwa-u? on hznk c d t  md o b l k ~ l o n r  m y  and 
tho tua mraditcd by W e  u vdl u other pay. 
m u  into rbc budga From Lbc W a  of the profit Ncl 
income remrinin( rAtr tbe duipnx~bd paymcnu W U  

uader thc zsx&tioa's wltl dhpniuon. T b e  
U o n .  in MrnrduKx w i t h  enrblirbed documents. 
*(in &+me h e  in zhjch rhu income sill be 
llSdd 

14 (3hmyr in rbc upilrl fund 

fncrcr# of tb: N s r l  f w d  m y  bt uh p k  only after 
all tbc b v e  mrde Lheu Full contnbullons 
(payment fw rharri) u a p t  in spmfied for by t h ~ s  
Law. 

Decrrrx of Lhc apitrl fund m y  not trkr phct ii thcrt 
rrr: objections h m  d t o n  o f & t  businm rsuxtttlon. 

M o m  of h e  budntu M d o n  wing chan;n 
--i-~.!-L~cd zs profit, u u o b e r  P m m o u e d  in i, thc d.7~ of Lhe a p i u l  fund t a k e  15Tecl on h e  day r h w  

b01 forbidden by law. -a ut e n d  into h tovtrnment r+er. 

h y  risk of rcdGtnul d m ' o n  of w dmj-p to hnqmp-h 17. Controls over the f i c i r l  rcrjvirlc-s of a 
vpcrrl bdonging to a budaew 83KKiarirm Dr eroL bwiJXs urodrtion 

- - uIJ- 0lbuwis.C s @ d  r o w  -u -kn 
CIrri& Nt. LU hornion an(, . ~ 

.',- mL llln-u fh of & pwtrnmenl t o d i ~  4thin the lirniu of rbnr 

I a t t t u i ~ t a  ambmity, mtrd of Ibt bus in t~s  M u o n  md 
a u d i L i J q K n i c u  

(iodudjng i n tdk tu r l  property), md money, iaduding 1 f-clJmxY. 
111 The intumxnt. u d u l r e d  in ~bicr ,  amu'rurti 

tbc xhm of r coptnna or fouada in the apiul fund 
The uunna in --hi& I& i n v c r ~ n ~ a ~  ut Nllulrd is 
la wt by the b w  usodrtion'r iwdiq d m  

Ukrt;ar. 

Tbe a s a M  m u  nm d h u r b  the mmpany's nor- 
4- 

The a a i v j t y  of 1 tmincu raociarlon - I T  ~ h c  
u ~ x l r l j o n  ir rcotpmzd ( r n r r p n ~ .  macur lon .  d ~ w -  
r i a  errlulion. r d o m u o n )  or liqu~&ic& 



u r  b w i n a ~  d h  u rtofpnired h e  t o d r y  of iu 
+u and obl ipu 'oa  puw over iu lqrl su-rc. 

1) dm compldjon of tbe for vtu'ch i t  a u  cnrLF. 
b b t d ,  or ~rrrinmcnl of the pd set at time of iu 
uur ion :  

a t  h e  rcquar of bding t d h  in the crx of m 
iarbiljty of tbe budncu usmiation to pay itr drbrr; 

.;I h e  rtqcbtsr of M a  m n m  Lbc busincn utc>- 
ciation's h v i t y  in tbe cuc o f r  -ticor xricwo 

- violation of rhe I r w  by busin- -Con: 

. d) for o t b a  rcuonr by h e  foundirq h- 
m a &  

- Eiqujdttion O ~ U  buriacn &tioa h cxnicd out by a 
E q u h t i o n  d o n  rpgoinrcd by the budatn L Y ~  
cham 1Dd in (~SCJ oibmlrmw or rbe as.salion of rhe 

.: ',uriDtu ~ u ' o n ' 1  utivi ty ,  by dbcidon of J 

or  m h i t r a t i o n  awn by a liquidation commission 
-. lppoinrrd by h u e  Ma 

From t t c  d r y  of tppointmen\ of& LjquichGoa c o d  
60% aurhority to mmqc: the &kin of h e  business 
&tion is Md to the wm&oa Within 
the drys ol ib tppoinrmcnt, tbc Uquida'on commis- 
dm p u b b  informtbon rborrt Lh-2 L S X & -  

tim is o f i d  ( r t p u b l i c m  md  M) prrn ua 
rbe dcrdliat for d ~ o n  to mrlct thdr drirm, e M ] ~ b x  
r r -  uL-&q propcrtyofrbc bilSks3  tio on, dl% 

i c  Lhe bush- usxhdon 's  debon tod cndimn 
- z ~ ~ ' K t t l u m l h t b t m . ~ m ~ b p y & t M e r ~  
: z&tion's ckbu to W pulicJ sr .udl u to iu 
:: cltkubrn t 4  liqujdadoa Mmu md for- 
;: * u d s h m I b c h i ~ ~ o f k b u r i b c n & t i o n o r  
. rbc w y  khidl &LCd b e  Iiqlifhtioa commiaioa 

M o w  m b c b q i q  lo tbe burinctl &tion. 
i n d w  &pu f s m  nkr of m p p & y  a1 l iquidt  
rioa &n l.b,nd out. tAa Lbc ptymcnl O f - z p l  d 10 
employ- o f k  budncn m a i t f h n  Lad scttlmc! of 
obli$xtionr In rtrc bud@., tkc bznIl oa- of h 
k& by  rbe compurf t n d  o w  d m  m o w  rbe  
c o p . m n c n o f & c b u z i n t u ~ d o n h ~ m r n a a ~ d  
~cord iq  to Lhc condjtiont N'pUjiftd by thh LIY ~ ~ l d  
the foundi- daumtnu withkt six m o n h  a f k  the 
outdiation of i n f o m u o n  &ut iu liquidru'on. 

Property tmnsfcrrd to h e  businm rrvxllrlon for I U  
we by capamrn ir rrturned in its na1u-d form wlhout 
m y  pl).rncct 

ShouJd diwprtemenu uix tbe paimcnt ofrhe 
&bu of Ibc business x s o a u o n .  lht rnoncury funds 
aiU not k djndcd among the c u p m e n  until t h e  
dirilq-tzmcnt u m l v e d  or uod crrdi~on ut pvcn the 
n- w n -  

Pvlprph 22. Time of m u o n  of the aaivity of a 
burinen uso&don 

The LiqujdrGon of r busintzr &ation b considc~d 
mmpleled and I b e  b b t u  urocirrioo u rtgudcd u 
b v i n g  ctucd i t s  rcrivity From h e  momcnr that h i s  fact 
k e n t d  inro the pycmmcnt rtgir1e-r. 

h r q m p h  23. hftnqcment of a bwintu usmiation and 
its executive penonad 

Kuupement of a budDctl association is clrricd out by 
iu Wtr, the c o m f i t i o n  md mxnner of e l d o n  
( w i n l m c n r )  of w-hid dcpen& on Lbe form of business 
d t i o e  

T b e  cxa?tuvt -4 of &e bluineu &tion uc 
tbc cbairmm md mcmbtrs of tbc uccutiw body. the 
chrimum of b e  auditing mamkion.  md in b w i n u s  
LaodrGons h which a m m p m y  wuad (ovcnetint 
m c i l )  b &btihed, the du-irma t a d  mcmben of tbe 
m p r n y  c o d  (OY& macil). 

Not elipble to be ex-vn of a h i n t s  &ti00 rrc 
Mrnben ofdeabd bodia of public orgmhtiom. mem- 
b of h e  milituy, atartives of bodies of &e p w -  
lion, mwt, fuCC security, iflbxnd firin. ubirntion 
c o r n  mtt n o w ' s  off= u d u g o ~ m t n !  bodies 
cllItd upon conud t b ~  Lctiviu'es of Ibe  businm 
asxhu 'oa Penom wbo hvt ! x n  forbidden by r b e  
axtru to w e  in I bvtn type of la iv i ty  may not be 
ezccuuvts of mmptnie which eadtpe in L~I I  ope of 
m i n t y .  Pmonr wbo hrrc criminal rccordr md do not 
&vc t &on for Lhefi. br ibcwkiq rad other me=- 
r m - y  - m y  not rranoc mmqtmcnt  p i t i o n s  In 
tnuina u r o c i t t i ~  M pori&ns cnclilirq f w a d  
rtrpoaribiliry. 

Excartim uc h M e  for bum done by them to the 
busincn U t i o a  u &~cd by the hws of b e  
UlcniDc 

h t c u u v a  rnwl not b'w commtrcirl m u  or mn- 
fidmlirl infonzutjon md an litble rbodd  t b q  bc 
didd U specifid by dK [lw of  be W c  md rhc 
founding docummu of tbe buxinm -don. 

~ L L S p K i d c T ~ d ~ i a e u h r r o d t d o a i  

Chrp(tJ. I .  Jo.Clrt Stodr Company 

PrrrCrrph 24. f h e  m n u p l  o f t  join1 stock company 



qd n o m i d  vllw d u liable for iu ob4ptioar only 
w r h  c o m w y  Cropcny. 

n e  Ib*rrbm Linbk for rhe obligxuoru of h e  
mmpzoy only wirhin rhe limil of rbe rhrrrr Lhy own 

10 c u u  rpmfid by h e  s u t u k  dm-tboldrn vtro have 
~ o t  fully pud for their Ibm rrr lirble for Ibe & L i p -  
Coar of tbc mmpmy v i ~  the limiu of & uapljd 
sums &l udL 

T b e  toul nomiarl v l l u a  of tbe W h u e d  mnstiturcs 
joint stodc company's wid fund. which unna tx 

l t r s  Lhrn IW thouvad r u b l u  

k r t t r * p k  21 Tbe forms of joint $lock cornea 

Joint a d  m m p a n h  auk the public )oin\ n d  
company, h dmu of which m y  be cbxhred 
'ublic w w o n  aad t d h q  on d nchtnp=r; ra8 

- i e p r i n t c j & n t ~ ~ 0 0 1 p 1 ~ 0 y , t b C ~ d v h I c h r r c  
d i v i d a d ~ l h f ~ d m t y ~ t b c ~ ~  
thmt&wbccripl ionorbetnrdcdoattbe~crdunfE. 

Lq.d mtitim rod citiLCIlll m y  bC foundm of r joint 
mxk a n n p n y .  

TtbC fouDdcrr of r. p i n t  flock company mrkc m qrcc- 
mcnt srnong Ibcmsehw =-hi& out tbc mrnncr in 
wbich  lhcy m i l l  enyt~ in cammon &ty for lhe 
csublirbmcnt of tbe p i n t  stock company, t.cd lbdr 
lbkdity to pasocll d o  $ u M b a d  for rhrrn md 10 
lhird putit% 

Tbe foundcn bctr r common LirbiLity aih rqud to 
-blyxdom band Mort LhC re&xtjon of the joint 
2 iodr company. 

r-lph n. d reuitiu by h e  joint nodc 
a " w = Y  

~ r r c p u r c h v b d b y ~ e c o p t n n m t ~ ~ L i m e o f ~  
aublirhmcnt of the joint ctod m m p m y  on b c  W of 
m ;4rcuczrt  n~lb thc mmpmy's fouadsr, d in w 
ahcn r d d j l i o d  ht.l irr- b~ of m in- 

in tbe size of tbc aplrr f  fund on the buu of an 
tp rcnec l l  ailh b e  mmplay. 

LT nol othcrwiK rwcd by tbe m m p a y  mrute. a 
b m y  be 1.h be h u g h  rgctrncnt w ~ h  
iu m a  or holds for r p r k  qrrd upon by b e  two 
ptnjg or for rbe p n a  shid it is wnh on t h e  rlmk 

or lhrouZb inhtriuna by r citizm or r I@ 
entity which a kfll S U a z % s o r .  The m n c r  in  n-hlcb 
h u t s o l d b t o b c q x d i d i n r m r d a i t b b -  
niln L w .  

At the time of de cn&!ishment of $e joint stock 
wmpmy, s b u  MY be cirudartd hmqb public mb- 
saiptjon (in tbc cut of publidy-ovad joint s t x k  
ampnia) or division of IJ1 the h m o q  &e 
fouadcn (in rbc ax of pn'vttc joint flock compmin).  

Public suMprion Tor at the rime of b e  cnrb- 
LUmtnt of r joint no& mmpany b o w  by the 
foundar Tbe foundm ut obli$ed Lo be bolden of 
bans amou.&q to ~t b h . n  25 percent of tbe 
w i ~ f u n d f o r r t c r m o f ~ k s s l h L n 2 y # n .  

Thc foundcn o f a p i n t  sbck a m p r n y  pubm notia of 
r coming M p u ' o n .  in d k h  mwt  be iadiared the 
a m p a n y  me, died. a i m  rad rcrmJ of &\it./ of rbe 
company. h e  founden, h e  date of tbe  founding 
mtdinl. h e  pro+ h of Ibe crpiul W rbc 
&rl d u e  of the hvtl thdr nurnbtr t a d  forms, ~e 
priviktu md dvmw mjoybd by tbe mpumcrs,the 
lwation and the o m  rad ckx jq  &tea ofthe sub- 
scription, Lbe form of propcrty - invcned by &e 
founden in rutad form. & u m c  of tbe tunking 
k d r u d o n  md the number of the c b d i q  m u n t  into 
which L& iaiGl invcmntou Kin be c o n m b u d  Upon 
Lbc deciu'on o ~ k  fomdcn.. I& aoua may a h  include 
o k  informtion. Tbc term of pubtic wbwiption m y  
not be l o q a  thm six m o n k  

Pamm Kbo wish lo 1qu5-e &arcs mun p r y  to Lbc 
founden' m u n t  noc Ius rhtn 10 pcnxnt of t h e  d u e  of 
Lbe shtm for I;hi& they hrn &scribed. rAcr which 
h e  fouadtn xin issue &em r wittea commiment 
~ t b e d e d L h c t p p t ~ ~ n u m k o f ~  

CLAn the md of L ~ C  tenn iodiatd in  be n o k ,  tbe 
~ b s a i p u o n  is s y x a d t d  If up to thrt time. h e  
founderr h r ~  mt swmdd in KUicq &y w b p t i o n  
60 pattot of the W h e  p i n t  nodr corn y is 
w d d  Dn lo b.a= b c a  found& P e n o r w h o  
m k r i M  fof uc rtnvocd h e  m or otbcr 
property i n>-c~ ld  edthin 30 hyr Lirbility for rbc f~i111.r~ 
to do &h b anid in common by tbe foundcn. 

In h e  ax b t  rubu-iptioor for rhutJ a d  h e  size of 
b c  apiul fund the f o u d c n  m y  detlinc 10 amp1 
cxaru submip~onr .  R c j m o n  of subKnpuoru u done 



0, the b.uh of r bl c d n r h i  bqinnhg at tbe m d  
of I!X Lirt !3cdd tbe f m  wx rrjm lbe ncu 
rubmipt ioat ,  Ibc cbcirrjw rtprduy acapmcc or rtj- 
u o a  of the u c a j  w b a a i p j o o  is mde by Lbe fouam 
m&n& U &e f o u n d a r  or b e  fouodirq m a  rrjcd 

u a  sub+criprionr, rbe ~ r m r  i n v ~ l e d  m murncd 
in t be  m ~ o a  r p x x f m l  in four of  thir p ~ r ~ p z p h .  

&(om the &y riJocn the f o m d i a  macrinl: is cLUad 
pcnon, r-bo ~ubrcriW for shxrcs m u  pry, bdu- 
tbcirprn-iou~ pr)mcnt, nol b k 30 perctat o f t b e  

\due of their h a  & c o d d o n  of heir 
invtsunrnr, rbc foundcn u a c  ~ c m ~ r r r y  d ~ a r t r  

Fnrrgrxph 31. Divirjan o l d  shw u n o q  tbe f o u a d m  
of a joint suck company 

Ln axs T.%U-C all the Lhrsa o f  a p i n t  no& c o r n m y  ue 
&.tided a m o w  ttt foundar ,  the foundcn m u n  pay, 
'jcfom h c  &b of rbe f o u a d i q  m& not kn than 50 
pmmtofrbc~omidvrlucoftberhrrrt 

A joint SIC& company tbc right to buy out S ~ U U  

pwrfLLJtd by r dm-ehokk md prid for by him o e  
with fimds hr ut LHX part cd Ibt apiw fuad for rbe 
purpow of Fulw R S . ~  cimhtioo m o w  eapbpzs 
cc m a u l m a t  Tbe+c dmw mus! be cdd or annufM 
r r i r h i a a ~ o f m x m o r c ~ o b e ~ t u . ~ t h i s  
paid d k k k n  of rbe profit, u wdJ ILI v o t i q  md 
d d i  x qwrum rtr tmcrnl rhutholdtr mcctinp, h 
done without into m u n t  the  sbutl aopuirtd by 
tbe p i n t  ncd campmy.  

U. Payment for shxra  

A rhu tbo lda  u obLigd to pay the M value of hir h r c s  
withinL6emms~ouwttryrbefoundinfmestinS.bvtaot  
kttr dim o w  ytu h e  rrpirtrrtion of rhc joint nocic 
CQmytny. 

'a Ibc cuc of idm to pay Kilhin b set ~erm, Lbe 
hnrtbolda, unkn otba-wk cpcaficd by tbe a m p m y  
~ ~ t o ~ i S ~ i n ~ m ~ ~ ~ w n o f I 0  
pcrunt  per ytar for rht p a i d  of Lbc d d r y .  

P-k U, Founding rn& of rbe join! 
- w y .  

nould thir deadline be m i u e d  a pcnon u.bo sulncTibcd 
to durn hu tke nbhl 10 d c r m ~ d  lbc mum of the 
portion al the \-due of the shu-ts which bc hu paid for, 

Tbe folladhg m d r y  of rbc joint S I &  company is 
t xqnhd  u vrlid if i r  hu the puricipatloo of pcnons 
a30 submibed for mor t  h n  60 pcmtnt of the s h u t s  
for w&& a subm5puoa aar b d d  

U becaw of i lack of 1 quorum Ibc foundink rneerlnk 
dr>cr no1 u k e  plrcc. raolbcr  founding met ing  is d e d  
wi~& tug wedLL If@ t b m  u a Ldr o f t  quorum. b e  
joinr nock company u conu'dcnd noncxincn~ 

V w  rl the founding meting uku piact r m r d i o g  10 

!he priacipk or one rhrrr, one vok. 

M o m  r c p d h g  rbe erublirhmcat of a joint nock 
cbmptny, or iu b m c b  cnrcrpriscr t F T i t t r  and rgmu. 
rbout the c l c d o n  of  4 joint stock cornpray muacil 
( o ~ n e c i r y  council) md a d v e  and control bcditl of 
tbe joint noel: m m p m y  or  a b x t  p ~ i n g  p r i v i l q a  to 
Lbe f o u n d m  at the cornplay's apenx must be prucd by 
x rmjm' ty of % of the ~ r t r  of the pcnons prcrcat at Lbe 
found* meeting v b o  bvt rubxribed for sham, and 
o & a  m*m by r t impte ~ j o r i t y  of votes, 

FvxprpL %The m&rt of Lhc fou~ding  m m i n g  o f a  
p i n t  stock mrnpray 

Tbe founding mbcriry of r joinr sfock cornploy d m d n  
tbc foUowi4 m m  

a) ~CJU ~ l ~ t i o n ~   hut tbe c s t a b l h c n t  of f i e  j o ~ n t  
stock m m p m y  and nlifiu iu suture; 

b) accepu OF njm p r o w  r tgud j4  subscn'p~ions 
for shms which u d  h e  number of dm-a for which 
t h e  subrcription vu a n n o u n u d  (if a resolution 
q m d i n g  a subai@ion uct4.q the anaounchd sob- 
m.p t ion  & h c  p r o j d  a p i u l  fund is appro- 
p r i t d y  in-); 

C) dtmeuu tbc o f t b e  a p i d  fund in cam when rhe 
full a m o u n ~  indiarrd in Lhc notice hu not beea m v c d  
by s u h ' p t i o n r  for s h m s  within tbe KI ~erm: 

d )  tlecu tbe muacil of tbe joint nwk company (over- 
council) and h e  ~ e c u d v c  md woml M y  of the 

joint SIC& wmpany, 

e) redm q u a u ' o ~  Tdld co Lhe a m p u n c c  of rgm- 
menu mrdc by the To dm M o m  tbt d l i s b m c n t  of 
Ibr joint noct rnmpLa7 

f) &fines the privilcfrr wbd to the foundcn: 

I 
Thr f o u n k  rnceting of h e  join1 & Wow)' u 11 IPProvu d u I i o n s  of the mvcrrmcnu nude  In 
d d  *ih h e  i n d i m i d  in tbe n o ~ a .  but not a r ~ u n l  f o m :  
lam W m months from tbc r i m e  of &c compltrjoa of 
h e  s u b p u o n  for r.brc% b)  orbtr W I I ~  u ~ptclficd by L ~ C  founding documcn~s. 



pLTw-k 37. Coaunt of Ihc joint nock m m w y  
#rule 

n c  NN~C of the joint r t c d  campany m M  indude, in 
d t i o o  LO Lbe infmrioa rncntiootd in p q n p h  4 of 
Lhir LAW. ~ O ~ I X M  xbout  !.be lypc~ ofrhrra kit( kwd. 
r b d r d ~ u e , L b c ~ r i o n r h i p ~ i v i o w r y p c ~ d  
'htrrr. tbe aurnbcr c 6 i h - u  b&g pushrrtd by I b c  
foun&rs md tbe wascqucPm of the Wurt IO mccl obti- 
p t i o m  with 4 10 rharn. 

prrxgrpe flC P d u r c  for incrtuioJ Lhc rirc of Lbc 
fucd of a pint  no& mmpray 

A p i n t  stock WWY h r ~  tbc r*t incrtrst the dzc 
of its cap iu l  Fund if dl tbe prrvioudy-irrucd rhun rrr 
i d l y  fw a \due DM bclow b n o d  d u c  
. . 
,becapid f w d  is cnluybd lhr0yhh.e i m o f m  
~ h r r r t * . ~ u f k m &  f w s h a c s o r i n c r t u c  o f t h  
b o r n i d  d u e  of tbe rhurx 

Sutaaiptioa for &dAtionallyirrubd shim Wkm plrct in 
tbe mpaner &cd by plrtgrph M of this Law. 
S b d d d ~ ~  have prioriry in squbir~ ukii t iodly- ~~ 

A p m c d u r c f o r t n l u t i r q h e  capid funddifTut3t from 
t b c o t ~ p r c ~ t b d i n t h i r p i r r p a p h l r ~ y b e ~ t d b y  
h c  stxtutu of bznkiq sad i m u a a  innjtuLiOu which 
arc p i n t  smck ~ ~ c %  

; U a j c r i n r n c d c o s m p w y d c d d c l m ~ t h c t i o : o f  
. tbc crpiul fkd, ~ J U  nut tunincd for U U I ~ ~ Y C  LE 

axlddacd in* tnrt aot ~xmcr than dr, monchr ~ 
. r l l r h r r c h d d c n h v c b d 1 o d d ~ i n L b c m  
; t p b = i l i c d b y ~ f i u u u .  

Tbc joint rto& c o r n p a y  vill o x n p m ~ ~ e  cbe rhrrr 
~ f o r l o w c l r r ~ ~ o ~ i n ~ a p i u l f u n d  
Diugmmtou rqvdinl c o r n p a w i o n  for t b t ~  I- 
UT KnJcd by r wurt w tn  u-bitntim cow 

h - u m p k  4Q. Notice of r g a d  metilry on c l u n g =  lo 
Ibe a p i u l  find of r pin t  stock company 

Tbe DO& rqm6n.g Ibe ullinJ of I p c d  m e t i n t  10 
dul a i ~ h  UU~UTS rdiM tn io the apicr l  fund 
of I joint nod comprny murr indude  

a)  h e  ~USUI. method 4 rnininYl h e  of tbe incrust 
or &crux in the s i x  of Lhr a p i d  fbd: 

b ) a d d t o f ~ ~ t o k m L d c l o r b e c o r n p r a y  
su~ute in rdxtioa ro thc i n m  or darruc in t h e  s i z e  
of W a p i u l  fu~d: 

Pltrsqnpa 41. Tbc h i & a  body o f t  joint nod wrnpmy 
W p  at  r Wiit R& wnjmny la  rkz rsscrxl 

~ u f t & ~ ~ m p f d y . M t h a r r b d d c n b r ~ I b e ~ t  
t ~ u k c p a r t i o t b e p m u d m a t l i n l . r g u d l e t ~ o f t b e  
aumbtrordm o f &  durn U q m  Membcn of 
czcattivc m Ktro ut not Ihurho&rs ut llso 
d . k n e d t o t r k c ~ i n t h c ~ c r a . I ~ K i r h t h e r i g b t  
dra s & k - y  vow Tbc rhurhddtn (rbeir rcprrxnu- 
r i w . s ) ~ ~ p u l i n r b e ~ m ~ r r c ~ r t r o d  
lrlh UI ibdiation of th numbs of w t u  & one hu 
~ L i n u ~ b y ~ ~ ~ m d l e c r t u r y .  

a )  fining Lhe b a k  dincb'om of tbe joint rtob: corn- 
p n y ' s  rcrivity ad rppro- p h  md qwru  a b o u ~  
k i r  rdization; 

C) CLCSIjOQ tbd di5miffrll ofmcmben of tbe joint stock 
m p n y  mmcd ( o w  councilt; 

C )  of the r n n d  t ~ t m b e ~ u  of h e  rdvi t ia  
d Lh pint comptny. iadudiry iu b m c h  enter- 
p r r w l ~ d ~ ~ d u ~ n m c o u o f l b c  

1 udjm commira'on d tbe w e r  in vhich ac 
*U slwd dsLerminrtion of tbe w c r  in 
~ ~ r r c m b c c o v c r o d :  



j) definition of Lbe m n d i t i o o ~  of prymar for the avrk of 
mploy-  of b e  joint nDck c o m p n y ,  its bmch mm- 
p r i e  f l i a t e r  rad t g c n E  

k) a p p r o 4  of mnlmzu (rgrtrmenu] m r d e  Tor UI 
unoun l  which ex- tha~ wdiakd in the campany 
sutute; 

I )  puwy o f t  molution mnarning Ibc  u s a t i o n  of h e  
m m p m y ' ~  rcu'viv, appoinmtnt of r Liqujdrtion com- 
miwioa. rcccpllna of the Liquidation hha. 

-.Ftr ~ c t c r r  m y  bc includcd in tbc cnrnpaencc o f t b c  
p n d  m d n g  by tbc company nrtutc 

T b e ~ c o c r n l m ~ u ~ u v r t i d i l i r b u r b c  
g u u ' d p t u o n  of tbutboldm a410 hn, in a m p h e  

. with ~ b t  cromprny nttutt,  mort  rtLln 60 p m \  of tbc 
n)VI 

b) w e  of a m l u t i o n  about the a t i o n  of tbc 
c a m p a y ' s  acrivir(; 

c) tsrablishmtnt find ctlwGon o i  the raivity of brurch 
m~qnixs. afi5IIi.a~~~ and q m u  of the company. 

h - w - x p b  U. Proadurc for ailing t pml: thuc- 
b W  m w  

Tht h o l h  of inmibd ct& p c i m d  notie of&c 
bddingofrpxmdr5rcbdderrn&Lnrddjrjos 
g r n a d  notice of tbe m&tiq murl be d m  in the 
m u ~ a c r  &icd by tbe suture, with i n f ~ t i o n  &out 
L & ~ r a d p l x a o f t h e ~ * a d i u q m d t T l c  
n o t i e  rbould k i d  ool kn h 45 &yr Won b e  
d r t c o f t h c g m d r n ~  

\ 
A n y  rhutboldcr  hu rbe to mr3rt proposh for rhe 
mdr of m d  m a t i r q  o m  LLU h n  4 0  &).J M o r t  
Ibc &V of b e  rne4n.g- Within thh ttrm. ~ 0 1 d M  
-60 m o U d  r. IOUI ofmor t  h n  I0 ptnxot o T h  vom 
m y  dtrmad Ibc iadurion of r mrtr;s in Lbc rn& 
rgsndr. 

Pdon? Ibe &LC of Lbe tmtr+l r n M j n ~  sbvcholdcn 
m c n  be p'rco tbe W b i l i t y  of familirriring rbcmsclva 
ritb documcnu mhLbd to rhe rntcring yen& 

I l e  pd matiin(( d m  not h v c  tbe n b t  10 make 
c k i s i o m  on mtrm which ZIT not included In ~ h c  

PYyr rph  44. Kecbcd of yoti* 11 the gencnl share. 
bolder meeting 

Votiry a1 tbe g c n d  lhu tbo ldcr  mecling is done 
mmdiq 10 the priadplc of ooe k, onc vote. T h e  
company rututl: m y  cnrblirh the minimal number of 
sham netdad ta brve the rigbt lo vow cr r limit lo  the 
number of vnrti =-hi& m y  be by 1 sinple s h m -  
b d d a .  

A rrprrxauti~~ my k pcrmraeat or ippointed for a 
muin term. A rhucboldcr bu the right to change h b  
r tpr t~nur iv t  ro the high- bafy w long u he dvcr 
nm'a o f u  i ~ a  to Ibc executive body olrbe joint s~cx l :  
wmptlly. 

h m p p h  4% Frequency LI Vfiich w e d  meetings arc 
nlkd Extrrwdinrry m d n p  

A p o d  m d d t t  m w i q  nor lesr frr- 
qua* Wn m a  pa ycu. unJm ohrwisc specified by 
the m m p t n y  rtrfzle 

htrrordinuy thurboldtr m d n g  ye d t d  in ax of 
b e  winplay's iarbility to pay its dcbu md in other 
&wmsmmx sd out in the  company sutute. rad in  my 
other clu if M dtmSddbd by tbe g m c d  i n t t r u ~  of the 
join! stock mmptay. 

Such a rn- murt dso bc ulld by the cxecutivc bod? 
at Lbc & w d  d Ibe rhuebolda council (ovcncr~ng 
muadl). 

Shutbddar who wnml i mill of mom thra 20 pemnr 
o f t b e  vom brretbc m ~ w d c m r o d  Lbe crllingofan 
ertmordinrry rt m y  time md for my n w o n .  If 
-ik.ilhip 20 &yr tht direaon have m t  crrricd out h ~ s  
dmmd, the W o k  hvc thc n&t to d l  such r 
r n h  rbcmrdm. 

Wi& 1 joint SLOdC mmp.tny, a joint ltOCk company 
muncil (ou tncebq  council) my be csubiirhcd which IS 
ruporuible for coomUing the aaivity of the cxccutlvc 
MY. 

Tbe joint mxk mmpmy muad (ovcrrcting counc~ll  
m y  be mradalcd spedfic f u a d o r u  h i  rn ofrhe 
c 6 m F l e o c c  of  be matl rnactiw by h e  wmpany 
s u t u ~ e  or by 1 dacidon of r t a d  thartholder mccrint 



p m h  47. Tbe crecutin: bodjcr d 1 joint 
c p r n w y  

M of directon or -&a bcdy rptclfitd by  be 
- p a y  rut- u the atatiw bcdy of h e  joint SXXA 
c o m p a n y  rod d i m  iu au~.cnl d v i k  

Y d a l i o n  o l  l b c  W rad economic l a i \ i t y  o l  tbe 
b o d  ofdircadn u done by tbc t r r d j h g  mmmiuion rl  
Ibc nquat of cbe y a d  mcainl: or a e  joint stock 
m p n y  milodl (0%- d), SI iu own initir- 
tire or 11 cbc d a d  oi W o l d c n  m o v o h q  I r o d  
o f m ~ 1 o ~ t o f h ~ h l l r m u ~  
uxmmtiq w orba  docummu md pcnooll u p b -  
t i oa  by employes murl be pmvidcd to the auditin4 
amminion of h e  joint sbxk  c a m p y  at i u  dermnd 

T h e  tudiliry cornminion rtporu the ~ L I  of iu vcri- * - of dircrton d c d d ~  mutrn rdrLiaf to the ficltjoar to the p e m ~  m e a i q  of job[ - corn. 
r&vity of the job1 & -7, a g  fw ~ b o r c  
rbjc6 rrr the mmm of - WY or job1 m m w y  wvad ( o r c m m l  

d rbe joint mck company d (ovtnodag c x n -  COUIKir). 

a- -nx P=efil macrin t  m y  ptn -on I ~ X ~ Q -  of b;c ripb, 
r i n l p r r t o f i u r i C h u b r b c m p n c n a d a b o l r d d  U k c p * n i a m ~ o f I b e M o l d i h v l o n w . r a  dircaon. 

:: ~ ~ o ~ d i r c a w f r c u i n t b e l l ~ e o f c b e j o i n t ~ o c k  
~ p m y w i ~ r b e l i m i u ~ ~ b y ~ L t w m d I b t  ~ a u d i t h g a r m m i m ' o n r n ~ c k m . d t b c ~ o f c l 1 1  
j o i n t ~ ~ ~ d m y r ~ ~ ~ ~ ~  a ~ r d i a u y ~ d h r r r b o ~ m a z i q i n t h e r y e o f  

m of& thrcst to tbc Gut inrcttsu oftbe joint 
- - -  Tbe work drbc b a d  of dirtaon tr W by Ibe nodc~ptnyaLherevdrb'onofminrstbycxccuriwx 

chsirmrnoiUx?mad'KbOis@(tdordefttdmrbe 
.i r m n a a m w t b y h p i n t  nodrampanystx tu ic  

. .. C b i p t a Z . w w b * ~ ~  
';I P M a s l p h S d , C h r i r m a n m d r n t m b c n o f t h c b a u d d  

::. dim.- of a p i n t  s~&.comptny Pw-qmph 50. Con- or  a LimiLtd lirbility a m p m y  

T h e c b r i r m l n o f c b c w m p m ) . ' ~ ~ d d i r t d o n ~ t a  
~ i t r h r t t b c m i n u t u o i b o u d ~ ~ ~  
ht minub book m u  be aMilabk tl dl tima to rhc 

'-rhutbddar At their dcmmd, sipA at- of h e  
minute bock m m  be prwidad 

P w h  49.Aadit axnmi&a drjointcm3 am- 
- M Y  

C o o t r d  o v a  tbc t i i  md cmwmic m'vity of h e  
~ d o f ~ o f l j o i n l ~ ~ y i r ~ m l  
b y m f u d i t i q ~ t h c n x m b o r o f ~ h i r f i r r e  
c b x d  f m  rmoq tbe s.hzr&& 

Jbc mrnacr in vhkh lfLc tudi&q commiw'oo urriu 
wt i u  r n i v i t y  md rbc numba of its mcnbcn ir 
rpprovcd by tbc rhuzbddtr mesing in rccxlrd 
wih b e  ruruLc of r b c  joinr m m p m y .  

A cornpray that is rtmphd u a Lirnittd lhbil i ly 
cornpray u o m  Khicb hu a upiul fund divided into 
psm h dttl of Pihi& rn ) ~ 1  out by tbe  founding 
d w J m a l e  

Copuhlcn o f t b e  c a m p m y  trc lirbk v i ~  the t imiu  o l  
thirinvtrtmtnu 

In am spditd by tbe foundiq documen y mprrtnen 
Kba hrn: not pcid W i n v t r t m t n u  in M an luble for 
ttK cornpioft obligxtionr dm Kilhia cbe limiu of t h e  
unpu'd prrt of t h e  i n w x m c n ~  

hngq4 51. Plrticalu featuru of tbc c o n m l  of b e  
foudbq doamcuts o f a  Limited W r y  m m p l n y  

Tbe f o u d h q  Qcumcou o f r  timjtd W t y  company 
mml incfo& in rddition to the infomution iadialed in 
puqm$~ 4 of Lhir Law, information rbour h e  s u c  of 
t b c r h u t d t r c h o f t b t ~ ~ t h c s h . c o m p c -  
s i h  rad mrnan of c a n t r i h h g  he i r  i n v m c n u  

ChiqainLhe vrlucoftbe propertycoolr ihtcd u an 
invtrtmcnl md rdditionil m m ' b u h  by m p u t n c n  
do mt dtd LLW tin o f W  rhrrc in the a p l u l  fund KI 
out by h e  f o ~ ~  dr>cumca~ of LIX mmpmy, untw 
orbaviK rpodficd by   be founding documcrJu. 



tbc i n v m e n t  m y  be returned in full or in p& 1.n 
a limit03 b h & r '  mrnpy, 1 a p i u l  fmd ir aub um form. 

which m u  be w Icu b 50 rbouund r u b l t ~  

fich mprrtna is obtipd to py his invcsunent in full 
sot LLCT thLn one y c u  the cornplay's -tion. 
In  tbe ctse that thh o b t i ~ t i o n  ir DM m a  KiLhin tbc set 
tcml. b e  wpumcr is cbrcrp=d iolrrrst of I0 pensnt ptr 
y u r  on r b e  ouutmdiq aun for the period of d d s y  
unlm orlrcrwiK qxdd by L!X fcadirq; da=umcou. 

A copnrtoa of r Liability company x%o hu pu'd 
.his i n r a u ~ c n l  in full u fjvm r date LO lhis dfcd 
'oy the wmproy. 

A W ~ U T J X  of r limited tirtrility c a n p i n y  m y ,  mlh Lbe 
J l g J u m a t o b L b ~ ~ ~ e n , a s a c t d c h i s l b u t  

. @ a r t o f i t ) m o n e o r K v r r i l M b C r ~ u n i , i f n o r  
o ~ ~ ~ t b c f ~ ~ t S , ~ m  
third pruricr. Tbe company's aqwmm have priority in 

- ~ u i r i ~ ~ t b e r h r r r @ u t o f i t ) o f ~ ~ w b o i r  
~ i t i n p n s p o r t i o n ~ ~ h r u m t h e c o m -  
my's a p i u l  fund or u 0ka-a-k qnd m o n f  than- 
5drcr 

Tbc&aofrbeIDrrr:Cplrroiit)taLhirdputjumay 
Lake p b  o e  U%T M payment of rht inv~mcnt by 
& c ~ u + o i ~ c o o ~ ~ s ! w t .  

3 rhnrc of 1 mprrtna o f a  Limited lirbility company  
m a y b c r c q u i r t d b y ~ m p m y  iudfrhcrbch paid 

: Lbe invennx-nt in f d  Ln thh cuc, tbe mmpmy b 
.. ~ t o ~ a t b e r b u t t o o c b a c o p u t a e r r o r t o  

~ ~ ~ r l a m K h i c f i r n ~ y a o ( a ~ o o e  
y w . D w i n g ~ p m i d , t J x d i v i d o a o f t b c ~ u  

. a d l u r o t i n g m d t b e d c f i D i t i o o o f ~ ~ h Q n c b y  
~ ~ m ~ v i t b o o f ~ i D t a r a w u ~ a t I b e r h u t  

b'& m y .  

%odd r mpuma v i h c h w  h m  tbe l i r n i ~  W t y  
mmpmy, be h prid tbc rrJw ofa pul oft.& compmy ' s  
~ p c r r y i a ~ n i o a ~ h i r r h * r r o l r h e c t p i u l f u n d  
T h e  pymcnr u mrdt rArr m a  of the rcprt for 
Ibc y t i r  in which be xihdrcw f o m  the comproy, wirhin 
I tam of 12 monlhr f m  hi, GKlrMnslL A1  he dcmLod 

FYqrrpb 55. T b e  I@ sucrmon (beirs) of i copu tnc r  
o f r  LimiLed hbit i ty  company 

LQ the C ~ K  of mTpLILiTttioa of I Iqd en!ity which is r. 
v c r  o i  r company, or in mlation 10 Ihc deah of r 
c i & n  w-bo u r c o m e r  of a coaipmy, the I d  
IucstsJon (h im)  haw r priority right to tam Lbe 
' = m w y .  

In L!X au: da duwl of tbc kpl maetmr (heir) to 
cnur Ibc limited W t y  c t ~ n p y  or a rrfurtl of tbc 
a w p u r y t o r o c g t h : W ~ r ( h c i r ) . k i s d v a  
in montury w utunl form LhC s h u t  of the p r ~ ~ e r t y  
vhicb bdongcd to Ibc mrpnizcd or liquidrrtd lepl 
a u t y  W), IIX d u e  of the rbut king dewmined on 
the &y of& mrpmiution or tiquidxtion (&A&) oftbe 
copumcr. In &is cuc, h size of h e  cornploy's a p i u l  
fimdisckfuld. 

Fkrqrrpk 54 Perjod of coming into d m  of dtciu'onr 
rqmd iq  dtcrt~4e of the  size of t b e  a p i u l  fund of a 
Limjtbd liability m m p y  

Tbe  dcciu'on of r limi~cd Liability company about 
dt-fnuin( the & of b e  upid fund c o m a  into c R a  
nor mm than ~ T C  m o o h  rficr govcrnmcnt rrgisln- 
tion r-nd publiation of this fact in tbe ~ b l i i b e d  

Pmgtpb 57. Apptiation of m v t r y  yrinn tbe shve 
of a wxlputa~ of 1 Limit& lubility company 

!3mdd i m p m c r  have M d e n t  propcrty 10 covtr  
hh dtby tbe c r c d i l ~  hu thr right ro dcrmod the  
company dun oC the i~debkd m p a m  in tbe rmnncr 
rptafibd by p n u a p h  5 5  of this JAW. 

Tbe copamen' r c p m u t i w s  m y  bt p a m m e n t  or 
r p p a b a  Tor r ~ptafx rcrm A mpuu~cr h u  tbc rigb! 
LO duq.c his mpmatltitr to Lhe w m c n '  m c a q  rt 
m y  time XY l o 4  u be inform t h e  o h m  coplnacn of 
this f m .  



~pr r tncn  b v e  r n u m k  of YO- in propomon to tbc 
~ o f l . b c i r l h r r n i n L b e a p i u l h m i .  

The coptrram' m d w  decstl t bc  chrirmta of the 
w m p y .  

Pm-tgrxph 59. Corn- of the m a t i n g  of the wpz;t- 
DCTS of r Limittd lirbility m m p y  

T b c  mmpctcncc of the macrin( of h e  Limitrd lirbility 
comprny indudcr, in rddidon to Ibe mrttcn ~1 out in 
poinu a), b), G b), &I) d p s n p x p h  41 ofthi, Lu: 

c) adusion of r coparma from cbc m p m y .  

: ~ h m r t t m ~ m i n p o i n t ~ a ) u s d b ) o f p ~ h 4 I  
o f ~ L u , u d u o o m r t t s r r & ~ ~ ~ u d u r i o n  

.- of r fiom h e  wmpmy, umnimity of LIX 

.- h . i g & l b c d y u ~  

- -pi €4. lhckioo-making proccdurr of the  
.;-' d r q  oC rbe cgctrt~cn of a limited lirbility company 

~ ~ ' ~ i r w n d d t z t d ~ a l i d i f i l b s r b e  
panicipitim of ( r r p r c ~ o ~ t i ~  d cqxri- 
m ) w a ~ l ~ d m ~ 6 0 p a a m l o C ~  
wtq d foc q w s i o ~  require urunimiry, par- 
tidpah dr[l copmxrL 

- 
Any copma cd I limircd W r y  cornpay hu Lbe 

: r i # t ~ d t 3 Y n d ~ d ~ r m t l t r u t h e m ~ -  
~ ' - ~ q i f b ~ h b p r o p o r r I n o L u r r h r n 2 5  
~ Y t M ~ I b c d z l # d r b c ~  

I n ~ s ~ ~ ~ O d ~ L b e f ~ d c r c u n > c n u o f b y  
p & d  rdu rppnrccd by a m p m y ,  &utim 
mnykptrrcdbythemetbodd~winl_ In lh i rcrx .  
r d r r f i r a d u t i o n m q ~ t o k v o c t d w i r m t m L b c  

w b  m M  dre tbcir opbhl in w d l u  f m  
Within 1 0 & Z ~ d t b e r c o e p t i o n o f l h e L a ~ E r o r n t h t  
'mtm. rll rbc copu~aar mart be i d d  by the 
drinntn r b r  Ibe rcldution b 1  hu bctn p a d .  
Rerdutionr m& by mcuy of qucrriwuiq ~rt rrprdtd 
~ ~ i n t h c r b a o i r j t a j o n b y ~ r ~  
m u .  

T h e  c b h m  ofthe w m w y  m m h q  M to iu Lhtt &e 
minu- trc W e b  T b e  m u l e  hk. mun be a \ d -  
rble r t  my rime to tbc mmpany  wptnnar A[ tbeir 
dcmmd. q n d  a m  from the &ULC b m k  must bt 
pmvidaF 

b x p - q h  61. Frcqucncy of ulliq of m e t i n g  of 
mp.nncn of a Limirod lirbility company. Grrlodumy 
m e  

A m d n g  of the  wplnnm of r limjkxl li~bility wm- 
ptny b cabd not Icn than taia p a  p . r ,  unlcu 
o h m *  &cd by rhc founding documcau 

E x m d h r y  maetinfl of b e  wpirtDm are cllled by 
tbc wmpny chnimYn udtr drcumsunm set out in 
tbc fomdhq dcamcntr, in Ihe urc of b b i i i t y  of the 
company to pry  its dcbU lad in olbci cucl if so 
nquirad by the p e d  inrcrem of the wmpmy,  in 
p u t i d ,  i f a t h n x t u i x s o f r  s i g d i c m r d t a r t x  in 
LtKLiYoftbcapiulfund 

Cornpay amtdlhg a 14tx.I of m m  tbra 20 
puunt of votes have tbc right ro &nand Lbt a U i q  of 
c a r r o m  coprrtacn' m m h g  rt m y  h e  aod for 
i n y r c u o a ~ t o L h s a i v i t y d t b e a x n p a n y . i f t . b e  
ComptnY c h t i m u a d o t r n o t e n c t r ~ a d c a m d w i t h i n  
IS &yr. h e  cmpmcn  tux rbe Wr to call the mesting 
kmdm 

Notice u, ooprrtatn h u t  h e  4 i n . g  of r t m c d  
me&q of lbt comptdy u giwn in ~ h c  mamm rpcdiicd 
b y t b c s ~ t u t c t n d r n u ~ i n d u & t b ; e t i m e d g t n c c o f t h e  
medug lad its ~ d r  Tbc notia rnw be riven not leu 
l h r s 3 0 d x y r b d m l k d a c c o f L b C ~ ~ ~ A J l y  
wpuintr bs tbe r$~t  to d t d  amsida-aGon of r 
murnbytbcmectirysO~ubtmrfrtJAi3propowl 
ncx kta Lhlll25 dtp W o n  &c &tc of lbc  rn- Not 

thxn ~ v t n  dryr M o r e  LbC pad mect in~  the 
mputnm m u  k evar the possibility of 7ZiEZing wi* -mu d d  lo tbe 

m5xing a@ Rcsdutions on mum n o r  indudad in 
r b t r . p d r m t y k p a c r a d o d y v i t h L h c ~ c n ~ ~ f t t ]  
t h t c o p i r t m r r p m a t t t L b e ~  

W i h h  r t i m i d  Lirbility a m p m y ,  m e x e a ~ u v e  body i s  

cnrMirbcd vhicrh is ~~ (board of dirccronl or 
axn& of oae pens (dirrrtor). Tbe lxwrd of d i m -  
mn is c h i d  by h e  p a d  direaor. P m m  a-bo a r c  
not wpumtn of the m m p m y  m y  k m c m b m  of ~ h c  
octclltive M y .  

The ixwd of direaon (dirrcror) d u l s  with LU DI~ICI-S 

d t e d  rhe campy's m v i t y ,  virh thr u a p u o a  of 
tbort vhi& rrt pur of tbc udurive oornpacDa of the 
copirta.cn. m& Tbe wplrtnm' rneclinZ m y  pus 
m l u d o r u  t r r ru fa6 .g  pan of iu aulhority to Ibc wm- 
pclcna of tbe bard  of d i r m o n  (dincror). 



b o d  of d.immx (W) rrponr to h e  wpm- 
o m '  m& d Ifa to & implcmesution of iu 
d c c i r j o m  The board of dirtaorr (dirccsr) d m  not 
b v e  h e  ngbt to &C dadrionr wtrich rrc obliplory to 
w m w y  m w m  

n c  bud of di-m  dim^^) rru in he a r m e  of the 
company +&in h e  limiu rcr by rbe p m r  LAW and h e  
f o u ~ d i a  documcnu 

T b c  g e n d  mar (dinrtor) my not rlso bt &abmm 
of the m& of tbe a>mp.uq copamax 

Coorrd o m  Lbe rcn'n'ty cd the bud of d i m o n  
' (d i ra tor)  o f  he limit& Lirb%ty comprny b am4 out 
b y r b c a u d i t i q c o ~ ~ i r ~ l b l i s . b d b y a  
m m i q  o f t h c  w m p y  qm-mm fmm heir own ranks 
witb b e  number dmcmbcn rpoafidd by the foundirq 
&cummu, but w fcxn. t h n  three Tbc m a k e r s  o f tbe  
board of dinxlorr (dinaor) mty no1 bc mmbcn of  he 
auditing commim'on  

Yerificlrioa of  tbe kctivity of k mrnp+ay1r bcurd of 
dirtdon (dircaor) b c b x  by lk dk CommiLdon 
a h e  n q u a  of tbc mcttiaj. LI its ma injlittive or rt 
tlx dcmPdd o f  tlze a p n y  w e n .  Tbe auditiry 
a m m i s s i o n  bu Lbe right to h l o d  from the mmpmy'r 
ezrxuriw rll csmtirl mterirb, rccountiq m d  other 
docummu rad p m l a l  eqdmltiorw 

T k  audirins commission rrpwn the mulu of iu v a i -  
f i a t i o n s  to the company's hicks body. 

?he auditing commirr ioa mrku m u s c u m e n 1  o f  
a.mual rrponr and b.nlanca. Wkbarl tbe uKument of  
tbc xuditiw wmmisdoa. th: mt&q of the comptny 
~ ~ ] m ~ n o t I u r t L b t ~ t o r c a p t a c o m p a n y  
b.ilaoct 

P- 64, Ezcfrzriocr h n  r limited ltbility com- 
F-Y 

A coputaa in a lubilit). wmprny n-bo ryrtcm- 
a W y  LLilr m fuLT3.I o? improptrfy Wih b3 oblifi- 
linru, or by hir n&orzl prcl-totr h e  company from 
t m i n i q  i u  p . d s .  m y  be u h d d  from  be m m w y  
by r r d u t i o n  p s d  u n m b m d y  by r coptrtnsr' 
t m x & ~ I n ~ a ~ , r b c c o p u m t r i n ~ d ~ o d ( b k ~  
scnutivc) docs nor u h  pm in ~ h c  YO@ 

Pvr~iph 65. Con- of zn a d d i t i o d  l tbi l i ty  corn- 
W Y  

A wmpany u ro tdditioarl h b i l i t y  corn- 
p n y  u one which bu a u p i t l l  fund divided into paru, 
!3e sizes of lvhjch ~ n :  ddiocd by b e  foundin1 d m -  
m e n u  Tbe 01 a be campany ue Lirble for iu 
dtbu with heir i n m u n c a u  ro Ibe apirrl  fund u d  in 
tbe u s e  h r   ex b d r  rrr i~suficicut. w i ~  tbeir o w  
propmy, in proportion to !he investment o r  u c h  
mprrtna. 

Tbc Limir of liability of tbe m p u r n t n  is s&cd by b e  
found& d-mu 

r 
Appliable m am r d d i t i o d  Iubility m m w y  ur the 
s u n d a d  ~i wl in p u r g n p h s  4 ,  I !  md 52-64 of t h i s  
L t w .  iam w u n t  Lbc ptnicuLr futures spacilicd 
bY p ' v n  purgtph 

-k 66. C o o a p t  o f a  full puracnhjp 

A a x n p r n y ~ u a f u U p l r t n m h j p u o n c o f  
w b d  all Ibt copuuxrr trr enytcd in common en- 
pmxunal activity d q c o a m o n  Cbility for Ibe 
crmplay'1 obli@tionr with d of heir property. 

hmgnph 43. C o n m t  of the founding zgmment  for a 
M ~ P  

l k  f a d i n g  rgctment for r  full pzrrnenhjp muJr 
ibdicr% in addition to the conditioru s m ~ e d  by 
p c n g r p t r J 4 r a d 6 6 o f m h w , L h c b o f L h e m o f  
eMb of lbt cqamen, Ibe sire, wmpozition md rmnocr 
d md3n.g mnrribuu'oni, rbc form of their panicipl~ion 
in rbc axin of the compmy. 

Mbaqrment of !.be firin o f t  full ptrtnenhip is cu-ried 
oul accordin( lo b e  pntrrl v m c n t  of mpvtoen 

bbnqcmat of cornpzny afTrin u urn'& our cirbcr by 
r l l ~ c o p u m c r r o r b y o a e o r ~ d o f b c m l n i D g ~  
Lbc ~ o f r b c w m p m y . l a r h e k n a a ~ , L h e u t m ~ o f  
LbC md-b&Llt of these ~ ~ p a m ~ r n  is s p x i l i b d  by an 
m b t u a u o n  lihjch murt be ~ifntd by tbe mt of the 
W Y  copurn- 

U Lh f c a d h q  m e a t  n t t u  rtut iorne cxlputncn 
ur pvcn Lbt mm&@ to m the compmy's rFTrirr, 
i t  u -d h 1 4  ofrbem m y  &a indrpcadcntly in 
rbe arm of the company. Thc foundiry yx;cmenl may 
rtru b t  Lbw wpuldm have &e riot to a n y  oul m y  
p m  KU only in w m m o e  

; LTr coprnntr is cxdudbd from ibc coropmy. Lbe rudu Co-m vho have b e n  m m m i u j o d  lo muzrge the 
I ~ ~ c d b y p u y r r p b  54 LDd 55oflhir  I- lwcpply.  d u n  o f t  full pnncrsA ip  trt o b l i g d  10 prowde to the 



A cc)putntr m-ho md in h e  wmmim in- aithout a 
-dsw. SbOUki his d o n s  not bC ~ p p r n v b d  by Lbe 
orbcr wptna- hu Iht n&ht to demrad m r n w t i o n  
forhis a m  i f b e ~ d C J I S O l l t l ~ u h t  u a d t o f  
bir aajom, h e  mrnptny prrsavEd w ~ c q u b d  p r o m  
whkb r r d  in nJw tCc L!qxae i n h  by lh 
wmpaoy. 

p ~ p - k  69. S m f n  o t  a thuc (pal of i t )  of r 
-of. W partDcnhip 

Tbeumdcrbya p t m w o f n  full p m e n h i p o f h i r  rbvt 
(p-~ d it) lo orba c~prtnen of the cornpmy or &.bd 
puticl m y  t A e  plaa ody nirh tbc q ~ ~ ~ ~ c a t  of di the 

W i r h t h t & m o f a r b u r : ~ o f h ) l o ~ ~ p u t y ,  
~ b s . d m ~ m . n x f u d I b e t o ~ t y d n ' ~ u  
d o M i p r j r s n r ~ ~ t b c ~ ~ w i l b d r e w  

': from tbt fall p u m d p  w sumendad put of hit 
%ha.= 

In Ibc u s e  tbrl a copuroa brrscbcl rbe n f i r ~ o n r  
a b l i l b e d  by &h p n p p h  be u obliged to mrnpcn- 
NU rbc IM a d  by his m ~ o n s  to tbe company. 

* 
Pvttrrpb 71. W i h d n u l l  of r copanocr from r full 
w e d p  

A coplnacr of r fuU puulaxbip  w h ~ c h  hu bcta csub 
W for an indnaminarr lerm m r y  l u v c  Lbc a m p l o y  
a1 my time so low u bc ~ v a  notlcc of this ftcr no Ias  
Lhra bee m o a h  b +dwa 

W i ~ d n w r l  from a oompany W c h  k m  k n  c~labl~rhcd 
for r ~1 krm u tl)owcd only i f  h e r e  ur senour rcuoos 
md if ~ramiq oC tt& fm h bvcn no Im b . n  ax 
months  in Idvract. 

LT upon tbc wibhvll of a aputa)er fmm r id 
pulocnhip ,  the company continuc-l lo exist. the 
ooprrtaq is ptid tbe vrlw of hir invenment in r m r -  
CLXWX with t.t~ bdmce clkulited on h e  dry of bis 
w i r b d r t ~ d  At h e  d u m d  of t h e  putaer md wvlLb the 
rfrtcmenl of tbe comptny, tbc i n w m c n t  m y  be 
rrturncd in full orin p a n  in ~ Y ~ L U X I  form. 

~ w p i r m e r w h w i t b d n ~ u p a i d I b e s b m o f h e  
profit oKiry m him, which *N m b d  by tbc company 
during h.~ p. Any property motributed by tbc 
coprrmcr fw tbe company's tac b m m d  in c u t u d  
form witbout my pymcnL 

w k  7Z [Exdusjon of a mpanner from a lull 
pu+atfihip 

In &c a x  d m & t i c m  of t  kpl entity whj&  is a T b c  mprrtofl of 1 part~rrrhip u%o s y ~ ~ c m a ~ j u l l y  
apuma of a h U  pmaatbip, cx tbe &ah of a dtian f d s  to arr2, out or improwdy m.ts out his dutlcs or 
~ u r ~ a c r c d r f i d l  ' . k k p l ~ ~ -  pmmu by h.h rctions the rnriamcnt of the wmpmy's 
m-w (bdr) bu 8 priority ri&- r n r n ~ ~ n y  wilh m y  be cxdlded from the prrtnmbip in h e  
~ ~ t o i r t l t b t o ~ c o p u m r r r .  mrnncr ~pehfitd by rbe fomdbg  documcnu 

I f g  m n a  of r  fuIl prrracnb.jp i s  e x c l u d 4  b e  m d u  
m ~ E v l a v r ( b d r ) b c l n ~ b a ~ f w I b e  & d b y p n g n p h 7 l o f G L w r p p l y .  
d = b r r o f t b c ~ r o ~ f u l t ~ p ~ f o r L h e  
dcbu of m p a n y  to thifd wa * ~~ Pmlmpk 73. Application of m v e r y  enst the 
i.namcd d w  rhe pxid of the mmpmy'r &*. m d s  &lrr ia r W pi~tacrrhip 

Tbc~rtrxlrroft funpartDcrthipdombw~!~r&t 
tomalcc ~ c n u i n  &n*mamd in t b d r i n t c r u ~ ~  
M u r h t i u l t o ~ I ~ ~ o f h r a j v i r y o f t b e  
m p y ,  w to uk.c in m y  (exapt  for 
p i n t  r t d  asmptniu) hrw k w pis of 
rcriuity nr L!x full w. 

Apptiatioo of rax7yea-y tpina h e  d w r  of a coplrrncr 
in 1 full p m c d i p  in rduion to his onn o b l i g a l ~ o ~ ~  u 
WI pcrmictad Iftbc c o p m a  hu insufIicico[ pr0Pcn-y 
t o m h i r c k b ~ , ~ & c r c d i ~ r m y d c m r n d i n I b e  
esubliibed lnrnaa b e  liquidation of tbc mmpany w 
the rppom.onrncat of [be shsn  of the iodcbtcd 
m a .  

t h e  o h m  h t v ~  the ribf with the urn d 
m r i n w  b e  csmena of Ibe  compmy, to tpponroa 
tbc rhrJt of tbc kkbt td putam i n  rnoncury or r u i u d  
form i n  LClOtdLbCC rriZb b e  
h y  of k c o r n ' s  ri*vll h?rqccaldd rom tbe company. On ibc 

w h  74- tirbility of c q x r ~ . ~ c n  for the  debts of r 
fd W ~ P  

lf &I Lbe h c  of l i q u j d r ~ o a  of 1 full panntnhip. 11 IS 

found h t  rbc propary u ~ u u f i n c n t  to pay dl rhc 
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DECREE Or T H C  PREBIDEHT Or U X R A X W L  

ON TIE C O W O ~ T Z Z A T I O N  OF ENTEE1PrnES 
f * 

w i t h  thm viav to reforming t h a  administration of t h a  .tat.- 
owned sector of t h e  economy, to incresoe tho renponsibillty 
s t a t e - o v n e d  enterprises for t h e  results  of econoaic aotivity and 
to prepare such enterprises for prl~&tiration, I hereby RESOLVE:, 

. 1. That carporatitation the trsneformation .of a ta t .  
anterpr ia im,  closed joint s t o c k  colnpanies i n  vhich raora than 7 5 4  
of . the  charter rund is owned by the state, a8 vell as industrial 
and oclentLfic-production ansociationa, t h a  legal  ataturn of which 
w a s  n o t  brought into c o n f o r m i t y ~ i t h  applicable legislation prior 
hereto (hereinafter re ferred  to c~llectivaly a s  w e n t a r p r i s s ~ " ) ,  

< i n t o  o-+ stock_compbnle_e.. . 
Enterprises with a bocik value of capital aeaets estimated 

as ot Januar 1, 1993 of not l e a 5  than 70 million karbovanets 
shall be BubJect to corporatiration. 

This Oocrse shall not'apply to enlerprlaes vhich are hot 
subject to privatization according to applicable lev] to 
enterprises vith respect to vhich a decision ham barn taken to 
prlvatlzej to natural monopolie~; and to the *nterprioee vhich 
are subjeot ta Decree of the cablnet of Hiniataro  oC Vkrafne No. 
51, dated Hay 1 7 ,  1993, r1on' the  Particulars OL Privatiz4tion of 
Property i n  the Agroindustrlal c~rnplax*~  and Decree of t h e  Cabinet 
of n l n i s t e r s  of Wcrnlne N o .  5 7 ,  dated Hay 2 0 ,  1993, "On the 
Privatization of Complete Property Complexes of Stat@-Cwned 
Ej-tterprisds and the Leased s t s u $ t u r a l  SubdivisLonr Thereofw. 

S t s h e  be the = S P F  
( inistrier and other bodles of the s fa te  a u a c u + l v a % b f i  " : 6 ' 9 * '  

w i n a t .  to the cabinet of ninlstera oC Vkralna and which 
a r e  apthprlped to manaqe such property. 

I 
3. To recomnend to' tha organe authorized to mans e 

communal property to carry out corporatizatlon sccotd\ng t o  t h y e  
Decree. . .---. - .  .--.. \ 

\ 
4 .  That members of the  ceunoill;ok tho open 

joinc stock companies 1 conrriet of 
representatives o t  t h e  Saint stock company, 
banking institution of tho  company, the 
representatives of the prlvatizatfon b a y ,  each of vhich shall 
be approvep by the Hlnletry of Economics of Ukraine, the Hlnistry 
oC ~ i n a n c e  of Ukraine  and t h e  State Property Fund or VkrdSne. . 
Representatives of 
membere of the 
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5 .  That tha founders  of t h e  open joint .tack company @hall 
os* t h r  obligations of tha chairman'ot the a a mment or th,, 

jQPnc company upon th*  dtrector of th* aubjmct 
to c & e p o t a t l z a t l o n .  

.) 

upon the nomlnstlon of the chairman o t  the  management, the 
svpervisory council shall approva tho ta~rnbsr8 o t  the  ranagem*nt 
oC t h e  j o i n t  .to& company f r o m  tha o f F i a e t 8  a t  tha rntrrprfee 
subjacf to corporatizatlon. i: 

6. That the csblnst of Hlniateru of  U k r a i n r  shall: 

- . w i t h i n  one vsek approvv the ~equlaeions on tha @1:0~~dure 
L ~ ~ e o r a E L z a t i o n  of enterprise. t: ---. .-.- 

. - within on. month hpprov. q m  Ragulrtionm ot tho 
Supervialng ~ o u n c i l .  - . _ _ _ _ _ _ - ': 

7 ,  That  t h e  organ#  authorized t o  Inahage etato property 
C ~ y c c L I ~ m r  W L L I ~  LIre H ; ( a ; ~ t ~ j  ~r d f - a L : ~ C i l r ~  V C  t J ) t ~ & l . a m  0 1 1 0 1 1 ,  = i L \ 1 1 t 1  
one month, submit t o  t h e  Hlnlatry of Ijoonoaiae of Vkraina tho 
l i s t  of snterprlees aubjact to corparstLcstion and t h r  schedula 
thereof. Within  two veeks on the receipt of +ha abovr mbntloned 
documants the Hiniatry of ~ c o n o m i c ~  of Ukraine ahall mubnit the 
drafts of t h a  agreed upon documents for the approval of tha 
cabinat  of Winistars o f  Ulcra&ne. 

Tha H i n i o t q  of ststistias o f  tlkrafn* togathar vlth the 
Nlnlstry of ~eonom$cs o t  Ukraine shall, within t a n  dsya, apptovr 
t h e  bpproprlhts form for craatihg the list. of  antorprleea 
subjeot to corporatication. 

8 .  That the f o u n d e r s  o f  open j o i n t  stock oolnpanLes shall, 
upon the d e c i s i o n  to privatizr the cpen j o i n t  stock corn anies, 
t r a n s f e r  t h e  aharea ct  such coapaniae t o  Ch. atht. privatflatien 
or ane accor ng e m  na y n e ry oL 
&ce of 2 i s i 2 a m p e L : t b  Znbd oY".UL=L> 

( 9 .  That d u r i n g  the privhtifhtion zf the antarprisan which 
Vera corporatized Ln accordance with the echodulo aot forth I n  

# 

contributed. 

10. That the reeponsibility for implementing 
corporatieat ion ehall be placed on the minletere and on the heads 
of tha other organa at the a t a t e  axecut ive  branch which are 
subordinate t o  the  Cabinet of HLniatar8 oL Ukraine. 

11. That aupervlsion ovar the implementrtfon o f  t h i r  Decrar 
s h a l l  ba carriod out by the Cabinet of Ninirters  o f  Ukraine. 
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12, That this Decraa rhsll come into fotce AS of the d a t e  
of it. execut ion .  

The ' c i t y  oC ~ y l v  
June AS, 1993 

P r e r i d e h t  oC Ukraine 
- L.Kravchuk 
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OF TBB CABINET 09 WIMIBTERB Or UKIUXNB 
: 

ON THE APPROVAL OF THE REGULATIO~S 
O N  THE PROCEDURE FOR CORF'ORATIZING ENT RPRISES C 
Xn order to implament thr Decree of the ~residoht of Uky&lnra 

of June 1 5 ,  1 9 9 3  "On t h e  Corporatlzation or Entarptioos~, t h e  
Cabinet of Hlnfaters of Ukraine hereby reaolvra: 

.f 
To approve the attached uRequlations On t h e  

corporatizing ~nterprioas~. ! 

Prima H i h i s t  

{ HlnleCer  o f  t h e  Cabinet of Miniatare  # of Ukraine 

RECWLATIONS 
ON T1XE PROCEDURE FOR CORPORATIZING EHTERPFUSES 

& 
1. ~ h o s s  r e g u l a t i o n s  set forth the p6ocedura lor 

corporatizing state entarprlser, closed j o i n t  e t o o k c o m p s n l o ~  In 
rhioh borr khan 7 5 C  of th- ohmrtor fund io evnod b y  tho -tat+, 
&s well aa i n d o a t r i a l  and ~cientific-production arraoplationm, the 
legal status of. which was not brought l n t o  conformity with  
a p p l i o a b l e  legislatlon prior hereto (hereinafter rpferred to an 
"enterprf aesw) . 0 

2.  Withkn a tvo .week  a r i d  from the c08jhenoemant of 

( 
corporatiration, a s  described f n  Article- 7 or the  De?re. of the 
P r e s i d e n t  of Ukralne "On the carporatltatibn of Entarprlsean 
dated June 15, 1993, the director of thr antar r1.r chall submit 
propostsla to the founder of the open jofnt-stosk company 
(hese ina f  tor re>rred to & k , t _ h ~  MPoundarM) on the individual 
rnrmbers of the i orporatizati ( h a r e i n a t  trr roforrod 
to as the r c o ~ ~ f k s ~ n n ) ,  u h e h  de r e p r s s a n t a t i v e u  
the Founder, the bank lng Lnet i tut~og, -sf  rvic lng -.thg. ?r11rp1ige, 
the -bpprbpriata s t d ~ r i v ~ ~ € S i r i ~ l o n  body and tha  worker6 
~ o l l e c ' ~ i T T e ~ ~ 6 f - t ~ e ' - c ~ ~ p ~ ~ ~ t i z ~ n g  entarpflca. In t h e  event of the 
co'E'p'~mt3-dnnot monopolist enterpticrr, the Comlsclon o h a l l  
include a represehtatlva from thm AntL-Honopoly commlttes, Tha 
Conmis~lon may oleo inc lude representatives of other bodies and 
organiratians.  

The Founder  hall approve the members of the Conmioslon 
w i t h i n  anr w o n k  parind ~ h o  m m m h ~ r r  nf thr rnrnrniu~lnn ~ h a l \  . 
preserve t h e i r  positions and average vagas per month for the 
dura t ion  of t h e  per iod  of work in the Commission. + 
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3 .  The c h a i r n a n  of t h o  Commlam~on ahall organize  thr Work 
of t h a  Conmlrulon and &hail ba par~onally I l s b l e  for I t s  
a c t l v l t y .  I 

4 .  8 CornmiasLon meeting t h a l l  be deemed logally convened 
if n o t  lass than t v o  thlrds of  its members a t e  present .  

1 

5 .  ~ a c ~ m ~ o n 8  taken by the  C o ? m i e ~ i 6 n  * h a l l  be a d o p t e d  by 
a sfrpla majori ty .  I n  t h e  e v e n t  of a tie in the Votlng, the . 
chairman shall have t h e  casting vote. A Commlasion membor who , 
d o e s  not agree v i t h  a d e c i s i o n  adopted  by the ~ommlaulon, may ,. 

submit his comment8 i n  writing and such written commonts shall 
be mntored into :he minutes. I 

6 .  Tho minutes ~f the Comaiaoion memting s h a l l  be prepared % 
w i t h i n  thrae ( 3 )  d a y s  and aLgned by the ohairman of 
Commlsaion.  

7 .  The a d m i n i a t r a t i o n  of the cor oratiring e n t e r p r i s e  1 
.hall br obliged to provido t h e  Cornfernion a11 neossoary 
a c c o u n t i n g ,  e t a t l s t l o a l  and other d a t a  w l th ih  the t i m e  prriod 
specified tharafor. 5 

9 .  The cbramiesl~n s h a l l  have the r ight  to enltut axperta, 
eudltors, coneultbnts and other companies. Payment lor tho 
eervioes of  duch exparts and c o n a u l t l n t e  shall bs cbrr l ed  out by 5 
the corporatizing enterprise. 

9. Thr ~ o n m i ~ r i o n  nhmll b. roupon . ib1~  for  tho 
preparat ion of documentation and the authentioity of 
by the Commiarion. 

10. Th8 c o m n l s ~ l o n ,  within a 
preparo and trahefer  to  th*  
t h e  e n t i r e  roperty complex oL the 
a hhtW--of'-.ttie -opeh joint-stock corn any, prapared i n  
z:a",,"e with t h e  Lav at Ukraine  .on (ftconomfe &snocfatlonsw. 

wO;.P-rr? 

11. Within a one week perlad, the Founder shall reviev and 
confirm t h e  a c t  on t h e  vnluatLon of the e n t i r e  p r o p e r t y  complex 
of the corporatlzlng enterprise and shall, v i t h i n  a' t on -day  
perlod take a decision on the e s t a b l i s h m e n t  of an open j o i n t -  
stock company and confirm it# charter. Ln the event of s 
dieparity batwean tho forepoing documents and tha requirements 
of these R e g u l a t i o n s  or o t h e r  a p p l i c a b l e  Ieg ie la tLvm a o t r ,  t h e  
Founder shall make a l l  necss6ary amendments and addition* t o  such 
document~i. 

A t  t h e  same time, the Pounder s h a l l  aubmit t o  the Hlnlstry 
of Pinanoe, the Ministry of the Economy and thr S t b t r  Property 
Fund h i s  proposals aa t o  t h e  mombarn of the nuparvising council 
of the open joint-stock company. 

1 2 .  Within one week after the approval of the charter, t h e  " 

director o l  the corporatlelng enterprise, pursuant to a power o f  . 
attorney from the rounder, s h a l l  submit an application toqathor 
w i t h  t h o  decinlon to o ~ t a b l i s h  an open joint-etock company and 
itr charter t o  the ertate bodhm t h a t  rrgirtor rubjaatr OS 
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commsrcla l act i v l t y  . N o  state reg i t s t ra t ion  fa+ or other payments 
s h a l l  be duo and p a y a b l a  i n  connec t ion  Wlth the foregoing. 

13. The ~ L n i e t r y  of Economy, the MLniotry of ~inancs and 
the s t a t e  property Fund shall, within a t v o  weak period, confirm 

, the members of t h e  s u p e r v i s i n g  counail ef the open joint-ntock 
company. . 

1 ,  The r t r u c t u r a l  s u b d l v ~ s ~ o n s  (units) of entarprimes and 
associations whose legal s t a t u a  vas c o t  brou ht info conformity 
with 9 l l c a b l e  -l_egjaLafZinn_~eay be re-org n t r  n € l i o ~ r o c ~ - e a  
-02 %TI. c ! m r a t i . o n  into seprrata mter;rtk, \nc luding  open 
joint-ntock colapaniee, purauant to a dociolon of.  the Pounder. 

! 

IS. From the date  of t h a  regletration of the opan joint- 
s t o c k  company t h e  assets and liabilities of the enterprise and 
i t e  s t r u c t u r a l  aubd~visions (units) shall ba transferred to the 
open joint-stock company. Tho j o i n t - s t o c k  company s h a l l  becohw 
t h o  legal s u c c a s c o r  to  all of tha rights and obligatlenr of the 
corporatized enterprise. 

16. ~ h o  charter  fund  of open joint-stock cornpanlee 
e s t a b l l s h o d  according hereto s h a l l  be drtomined i n  accordance 
with the existing Methods for the calculation of the value of 
objects of privatization and l e a a l n g .  

17, Thp registration of tho i*su&nas of aharum and 
information concerning t h e i r  issuance e h a l l  be conducted i n  
accordance w i t h  the  procedure oprcifiod b the XLnlistry of 
Finahpa.  The cost incurred in connection W f th tho,ie%uance of 
the  s h a r e s  qi an open jo int -atock company ahall be for t h e  
aooount of tha Company. 

16. b i s p u t a e  arising f n t h r  process o f  the c~tporatization 
of enterprisaa shall be reeolved in accor8anca with applicable 
lav. 

19. The cosporatization commlsklon shall be deemed 
liquidated frob the data of the registration of tho  open joint- 
stock company. 
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10.Registration of open JSC Director of JSC 
"Donbassenergo" 

Jlead of thc Department of forms of properlies 
ruld organizational structures signature J.S.%avgorodny. 
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1 . 1 '111~ oI!I CI  I E ~ ~ , O G  FJ'C 11.1 tlli-TI owiyl a I o u g l ~ l y  s ln l l l  al- a~nc~urlt b y  t l ~ e l r  
C\ IG 1 a r l ~ u ~  E, \ J I I  l c:11 t l lo ub l  rr ~t'l.gvh' I l a v ~  G O  f a r  j.~eer 1 t~ r l a l~J  e ul 
111,wi I 11111: l n  cul lerl.: and 

AF . I  F; t CII !.nw,~rr) J ; / r l ~  ov j  I I[.; ~ ) ~ ~ I I ~ P I I ~ I ;  t v llDC 1)y I - F ~ I I I  I C ~  i ~ g  I>I ul~1e111 J . 2 ~ I ) D v P ,  
IIIr~rr~r~~i [:I) a)1[1 ti:[? t.ILY' 211 r? t 1 1 6 t a  l 1 I I I G  ;I SYSLPI~I  l ly  w I ~ ~ L ' I I  aJ J r a t i l ~  ~ ) ~ Y I I I C ~ I ~ P  t 1.011) 

; I !  1 I ( , I  ;i 1 1 e l  rsl : . f  (:I r.y cu::luslurs 111 I J k l ' a l ~ ~ e  31 t ?  j~alr l  I I I L O  c:n1;11 r:scl.ow irccr?tll~tb: 
( : O ! I ~  1 { I  1 I [ X I  l ( 1 1 1  ~i I y b y  t l~t!  IJ~ll. J ~ J I I ~ ~ I  11a11k U( l l k ~ . ; ~ j  I I ~  a ~ ~ d  lJl)(:. W l 1 1  I e l ~ r ! l ] ) f ~ t ~ l  , 
I l l r ?  r:sr'l ow a<:co1111t 6 1.41 1 rlo 11 L ~ l e  t o  sol  vcr I lit! lrlus t s e ~  l o r~s  la ublerrl, f . 1 
a1 . 
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( 1  IdIX's F I I P I  ):y I)\Jtt-lla~r? pl J; .r !  1s t o  1-11.? set. a t  tile IIGf{C-al1l.u-oVud 
~:~:r~el-at.o) '  lal-1 PL 111.tLf 1 l IIF! E~-~el-~;oti~al.l;r:t Ill"r~~l,e~-~ Agl  r=cncr~t ( "l.24h") 
I.~~'r:cr!r~ets .?f f er;l i ;.P i ~ ~ r r l  ( . I  le G ~ ? I - I P I - ~ ~ ~ ) I .  1 l(:p, tr:er; a1 c lssuecl a t  wlj  lcli 
t l s e  I 11e i11~1.cl1ijr;e I I L  fr . t$ It: to I,r se t  cjc:c:u1.ci4r1g t v  t 1 te /la, k n t  
J{IJJc'~;; 

[ 3 )  !l;lclt ~;vr I C ~ I  i!gl.eF.'h: t ( I  12DJIVel L \.]-le 1 I)! 1 nrttct~.tnt I I I I P  t r? 1 t. f I oln 
14!,C+l!i;Cs as of I ;I Apr l 1 ] JC!cJO (tile "Ef let:\ J v e  11;~I e " )  t r ~  a 
~ I . [ - I I I I ~ K G O I . ~  ~ ~ o t e  111 L I I I :  f LII m a t t  aci1et.i as A I ~ I I E ~ ~  3 :  

( 4 !  Ra(:Jt r,r.-rtr:t~ as1 veb' t ( I  1 .?k~! a1 J IIPC:I~BSH~.Y RI:I .JOIIL;  t . ~  L e l e 2 1 ~ e  a l l  
~ ~ ~ J I I I L '  fJ3ef.i I,y J t  !4 l t l1  1~IDCiRDC.s I s a i ~ k ~  wjL1t111 151  busll.re~r; flays 
af t.eL t I I P  Ef lecl jl:e 1)at EJ; a 1 ~ 1  

5 Eacfr ~ P I - I C O  agi-eer: to  allow IJTiCr t o  clcvute a l l  ol  1,lVc;s c&slt ))L-or-eecis 
1 cce!verl sul)eecl\tettt I rr I Ire KC f ec:l I -, t *  DaLe t o  ]:tayaler~l. tjf 1 t 6 
I c.111a J 1s l r'lg cjvci-dtw o l ~ l  1 l;i.tLlu~ t:s, I r t  ll re ~ ~ r r t t r : t r  11 of  ay~prox J ma LPJ y 
F:>:l f l .  0 1  t i  i 1 ,  ~ J I I I - 1  1 ~ I I ~ G P  ~ J I : C I L ~ I I ~ - G  A I - ( *  f 1.111~ p-11~1, a ~ P I . - ~ c v I  
ct;tJatat ell a t  1 I:- l f r j  caler1tla1- clayt; (tile "111Lerlet Per-~od") .  A 1  1 
\>oTdel. I>LII (:I I&L:(- I ~ ~ I I T P I I ~  0111 jj;a t J 011s 11.1ct.11.1 ec! 1)y I4PC cI~JI .II . I~ t 1 1 i o  

I n t o  j r n  IJel lu!l ~11a11  Ile clefetrecl arrrl ~ ~ l ~ l ~ c l  tcr l l te  a111ot111t uf t l t t !  
!\I 11 .I I~.,-ILP 2 t 1 I je ej I(] o f  1.1 I$! 1 I I L  r: j 111 l't?l 1 [:)(I, 

2 ,  4 rlDC n11~g1, ]-errego!. la1 r-. i L r ;  11a11k loirr trr \ o extend L l ~ e i ~ .  111;lt.uri ty 60 Lllal. 
tlley cart 1~ ~.elralcl  f I on1 a wl~isl~.r jhl~ 11rir1 kr-t ]il')cf? t;u~.cltizl.ge ovel. a perlocl 
of tlnte. 



:! . l I t k ' + N i ) C ! t ;  I : I I I ~  t. ~ I : I  ee \+lJ 1 1 1  Lllc o1)lt'tlet gas nrr a!~luttrlls tlve a s  of t llr: I I IOGL 
j 'ccenl  a*.'a fl;rJ>le 1nnnt.11 c110 ( [ IIF! "ltf:fer.eric:r I).3teW) . 'fllf.r:e ~ I I I ~ J ~ I I I L E  t ro l~ ld  
l.llei: j)o irlxlgt.ed os r ) k  t I I L J  E! Cec\.Jve L1at.e. 3'1116 : :L .c 'c I I I~I .~E; :  

( 1 I U I C ~ R I J C F  &l l r l~~l r l  rrcrl J i y  c.;lcl~ clI~let-re~.go of t lw t o l  a1 ailrollttt due a t  
t lle Refer el1c:e 1,at.v :lccot tllllg t.u 1IlX.: 1 PCOI [ Is.  f i c l ~  oble~~r . l 'go  
11oLjT le~  IlIiC OI t i l f ?  sa111e ar:cnl-cll~lt: t c ~  tlrcJl- l e l - . .~~ l .~ l a .  S i r  r l l r ~  e v e n t  
( ~ f  111 f f P I - P T I C ~ ~ G  \11411:11 ( : ~ \ I I  11111 f ~ p  ~-(?t;~)lvec.l I>Y 1 . 1 1 ~ :  I J ~ I  I. les  w f  ll1111 IU 

D Tllere r!lll:?I. l ) t '  B IIetal111 Rule f VJ- a 11 ntls t ( J ~ I I ~ I - 6 ,  eve1 t l l 1 0 ~ e  
wlleue r;lt~,pcrlclljrr of se~-viccl  it; act 11al1y rloC s l  lowerl. 

(1 Frlr exat~!l)le, tile Def a1.11 t llrllu co i~ l r l  l.re a6 t : lr~~l)Je as :  "A 
~11s l r)wlcl- I G I I I  I:eI a u l  L 1 J' ally alrlnu1.1L retila Ills \l~i))ald 15 
~alcricjal-  clays a f l  (?J-  L l ~ e l a t e ~ .  o i  ( a )  1l1e (1at.e j t. wag (111e 01' 

(1,) l t l ln  I ~ f f e c t l v e  1lat.eJ." 

'3 .  . 1'11~ r;lan(l;\i (1 ?of 111 ul  11fI!! IIlrwPt. s a J  e ~ ~ ; I . c ~ I I I I : ~ I ~ .  , erlrllocly 1 t>g tlit: I T O V J  ~ 1 0 ~ 1 s  
o f  6 ~ ~ 1  lot 16' 3 . .  I i r r ~ ( l  2. :I i l l ) o v t ~ ,  j~ 111 e l ~ a ~ ' e c l  I>). Illx: a~rcl a]>pr oved 1~ the 
I4EHC. 

I 
I 
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. On tile Ef  f ec1i:re Date d e s l ~ ~ l a t e r l  I>y tlte t\IEHC, prospect. i v e l  y or1 I: 1rpl.l l 
l O Q i , j ,  I Ile f vl luwl l~g a[.:{ lorlf; a re  t.akerl: 

( 1 Eaol~  t:;)~lertergu t ; J  gr~r ;  tire al)l)r ovetl tlUC 1xJwt.r s a l e  a~:r-ecra~nl 11r;lng 
t . 1 1 ~  ~ J I ; I . I I ~ S  c ~ ~ ~ I - - J . I I I ~ ~ I Y ~ ~  111 ; I L : ~ J C I I I  3 . 1  a l ~ t ) ~ ~ ;  

( 2 )  'Tile accolrnts CJL a l l  r e t a l l  c:tlsLoit~ers I l l  I)[!fi~iIlt a l e  t r  ar~sEer.~ecl t o  
t hej!- nl)Ienc?l-~.,r; specJa1  culJect101-1s gl'r?rl[:l f o l  b-l~c:lal col lectJolr  
ac t lo l  I acuol d 1 I ~ y :  i o At I I . I ~ X  2; I 

( 3 )  Eni:lr gtrr~cc~ t?l gr 11.: t llc r~~~j,~-ovt?tl  Ill)[? 1)uwel pllrcl,aee a~~.eF?nlc"f~t a1 ~ t l  

pl.(.>lft 1 ss91 y I tot.(? I it-; j r1.g L l  le t'lgijref; (let t? 1-111 l I lcrl 11 1 a c t  101 I 3 .  3 :d,uVe ; 

ar~d 

' 1  111 I.l,r! (1;1yfi itt\~l~erllalely fu . l lo \ . r j~~g [ ] I F !  H ! ' f t : c - l J ' ~ e  D a t r ,  alJ  cast,  co l l ec led  
by IlbC $11 11 1.w rlpi~ljecl LC) ]lay o f f  j t.s I ~ t t ~ a i r ~ i ~ ~ g  CI r-rcll\ors. ' i ' l~ i~  sl~0111tl 
\:<he 5- (1   day^,  aft.!>^- wItic11 li[)Cs I>a~.lk : I~ !CO~. I I I I .G  6!11~11~t\ I ) ( ?  f IWJ f I C)III 

1 lells,  a11r1 1.IDC L . ~ I I I  ~ . ~ F L I I I I ~  L I  i~rljltg a ~ ;  il ~ ; ~ ~ l v e l l t ,  e11teL-pr tse. 

111 G O  tloj I lg J 1 I S I I C I \ I I C I  I J C  I I C ) (  w.1 t l i h t .  \Ilt"t;t% t : o l l e r : t l c ~ ~ ~  ~.v*c~ced~~t:es 1 1 a v ~  tile 
T c l J  Jow11t~; effects :  

4 . 1 l'lle ol>l cnclt.gos ;I]-r j; 'JPI; r;tl.ollg Jl-lrel-lr, J ves I n c:ol l i 3 r : L  or1 c, l r l  cle\)ts allil 
t 0 pr.event I tau i1t1f 811 1 1 I;. 



4 .  4 Slec laJ  co l lec t  jc)r 1s i l ty:~i~t  Lrnerl! R 31-i. 11;~l . t  rtL s r ~ y  r:larket -l>asc~O c.lec! t-jcl Ly  
s~rl-~l)! y or gar~lzat  1011, at)cl t 11u ~ a t . 1 ~  c ~ ~ v ~ ] s ) ~ . ~ I I c ~ I L  of t.11ese ~:~!pnl)j 1 l l lcs 
w j  1 J ddtl a pel-rrra:~p.rrt ilsll.le f.o cac l~  v i  ! I t r ?  v!.)le~~e~-#ve:. 

4 . 1 Tl~c coJ lc\ctlt?l~  PI,^ PI-culnclrli resc l~ .~~~Jsr~r  clc~er; r~tlt r ' t?r[~r I J'P 1,r-o;~rl C:III l aJ 11ne11l 
of e lect  1 l c j  t y  ~e~.v!r . t? t.o \/trolr t r l ~ l e i ~ e ~  got;, so t l l e . ~ - v  :j11(1).11d 1,~:  llrl 

i~~t .er fe t 'e l '~ce  wJ  t11. t i i ~ l ) l ) l y  t.1, c ! .~ s tu~~ te r~ ;  wlro (I:, 11ay ~?t'orrrj>tly. 

4 . 'l'l~e c:o~i. nf ar! r?blr.r~e~'gor: f a l  11.11-F! t n col I vc:l N )-F!;II s al~cl F : I JG~.x :~I (~  G ~ I  v i c e  
1.v rlor lpayel'rj v l l l  be ! ) o ~ - I I F :  1)y l u ~ i l l  custu111rI.F; 1 II 1,11~3. 101.11t O f  a1.1 
o) ) l  t.!rw)-go-s).~ecl f l c  r ~ i ~ ~ c l l a r ~ p  [ M I  wl~ulcsale e l  c:c;!.r.icj l )' j.>l'lces ul1ir:l1 w l I 1 
1 . 1 ~ ~  plll;lj j el %eCj alld !11.ovl c l r .  local t:f;r;lrl c! utr t IIE t)l~le~-~el-gc'~s t o  ~)~1 ' (01 '111 .  
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.3 1:res allowecl 1.0 each :)l)lenet'go f 1:orn it I.II.II:IF; 13aj tJ 1 1 1 t  u I t s  ~ a s 1 1  e6Cf .UIJ  

~ C C I D U T I I F  a - e  trr 1.e hazp!l crn tlte tees a l l c l w e c l  IIrId?] r . l r c ? l l '  l . V N I J  ; l l l t l  1.1;s 
I 1 Cf?llGCG . 

4 Ida f r?e It; 1.0 I:? colJectcd fl-on1 tlte ol.,ler,ergo rscrow acc:o?i~-ll tor 
~;~r~r!r-aLlor.~ L'OG tt:, t; l~ loe  a1 1 c:l)] er~c?~-;:o gc.rtt!r ator uullrrlt  1 r; LO I J ~  ~ o l t l  t . ~  
EILIC alld l ~ a l d  ] I L I ~ . R I J ; ~ I I ~  L O  t11(! stallrla~-tl bI1)C power p~.u'cl~ar;e ag1-eement. 

!i Knt:i) nbl erier.l:c* J et 211 1 r v ~ t i  t onlel- BCCCII.III~ wlrjctr vJvJ a t e s  1IE;RC' G ~ l ~ l l l l s l ~ e d  
Defs.rll1 t J c u l e ~  1s Lo I J ~  1 1 1  os~pt ly  riot lcecl \ . ( I  f .1  ~ r ?  IJDC'b' t l c ? ~  ket  Fo1-1c1s 
P,rllnl t r j  s t r a t u ~ .  a!~cl tl a11s1 p j . ~ - ~ ? ( l  f 0 1 -  ~ p c j a  1 c:o l  l~!c:t 1o11 actlurt put s u a l ~ t  t o  
Alrl~ex 2 Ilerctu. A t  ~ l ~ a t  tlrne t he  ob]erle]-g(> will iravr rlu fur-tlte~' 1.lg11L 
t o  I,VMU 01 Lt:S I ees f J-na t l rat ~1.1s torile~. ' s  pay~r~vrtt e i:r 1 1  ess alld 111 1 1  l l t . 1 1 ~  
UUS toiser Is tl-at  sf er1.cr.1 I~acl: t o  the ubler ]ergo ~ C J C O I - d  1 1 . 1 ~  t o  t.l ~e spec ia l  
col  l cz t  i o n  ]~r.ocerl;.u'cr;. 

I / 6 N h ' I l t  rnny aL a n y  tllrro nrrlal- a n  a u d i t  by 211 Inclul~ondo~~L ~ I J ~ . ~ ! . L ) I ' ,  1 2 t  1 !IU 
oh lencr -go ' s  cbxpensp,, I o vel- i  f y  , urt a r:tal.it; t i i * a l  bas i s ,  t l ~ e  o b 1 e n ~ r . g ~ ' ~  
1 er:or~cls of' ~ J I ~ C ~ L I I ' I  t s citlr? 11 VIII anrl paid I.ly 1.e t a l  1 cllst orne1.s , 

. . 
r I J r l i~ t  i l l - l  f f-' R I J J ? ~ ~   PIT 1-11r;l r11npl.5 w l 1 ~ 1  ].la::e IKJ :rl ~-I?~I.F: ~ I J P  t u  Lllcll' o b l e t ~ ~ ~ r g c l  

s l ~ a  l 1  be under I lo clbl iga t  ion  Lo pay i n t o  111s oble t rc~ r,o ~ u t ~ r ~ o ~  r.lcccillrit 
fcsr P I  1 ~ r 5 y  ] ~ L I I ~ ~ : I I I X P L I  L l m t \ ~ ~ ~  t l 1 ~ 1  t1 11011tar~1l l ~ ; L I ! I ~ ~ ~ P I - ,  W I I P ~ I I P J -  p a jd  f n ~  J r~ 
r-ash 01' i r ~  11a1-'c el- t.,oocll; . 

8 ?.he use of t.ll3ul.c~~ et1c!cr~lr~1.u I I I  I I U  way ~~oclttc?c-ln t l ~ e  oblenergo' EI S j tier rcJn1 
1.nsporl~4 Ijl li t y  f o r  a l l  onrr-l:y de l ive red  b y  IJDC l o  tllo oL)l~~ic)l~l:o' 6 LV 
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r 1 ,  Eac:lr o)>l~ir~crp,o I'elnalrts l1.11 J y I - I ? E I I C I ~  IS i l r l r . !  tu e j ~ . I I ( ? L  pay 
r111-cctl y f crl* C I I C ~  rlelivel-rr.1 eltergy or. ~v 8 ~ ~ 1 1 1 . e  tllat. I I .  1s ~ ~ a l t l  f 01'  

t lxlj 1-ecli y tttl.uugt~ o f f  t ; ~ t  ~ J . ~ ~ I I ~ ; E V K  c ~ r ~ l e r s  f t  on1 p,e~wVatul s .  

Tllese cnrirli t lo116 at-e i n  atlrll t i o n  t o  those a l l  eacly e ~ t . a b l j s l ~ e d  for pl-olXJ. 
ackn 1 n i  s t ra 1.1 on. 



6 al-11-rex 8 P t  6 ullt 11  I(_' ~ I - v ~ x I T , ? ~ ~  6wcl a1 col 1er:t 101'1 yr.oced~u'es l o be followed 
each 0h.l er lergv's  Speclal C:r;l l~r:l .  lorlr; Gt urjl) ( " S C C " )  . 'I'l~e p~-ocecjur.es i l l  r t o  
a ~ p 1 ' 0 ~ e c l  1)y 14CF4CJ and pul11lt:iled j~r.J.ur t o  J~~~)~len~er~tt?~lcrr.~.  

Tlrcse p~.ucecl\~ret:  ap]>ly t,o t i  11 1 ot a l J 1-1rr;tolnct. acrml~rrts wtll (:I1 I.rave v J o l a  tetl tire 
;lERC-approired Lwfaul t Rv.le ar 1t1 have 1xer) t I . ~ I  1st ~ L . L  e:l to ~ p e c l a l  c'ol l eot  Jor~s 
plu-suarit t o  Annex ! hei-et o. 

I Each D~.fauLterl  tall rrusturnt?~.,i~ t~ Lse ,-lot 1f:erl aL f.tre I.lrne f t  I s  
1 r -a t r~fer re t l  f o ~ '  r:pecidl vo1lec:t ivrr arid J E  Lo I)? Loltl wllat t c l  expecL i f  
payrrle,-~t 1s t.rot made wltl1111 a E ~ ~ t t t l e r  1 5 )  (I;,)' rlvLic:e ~ ) ~ t - l o d .  If the  
cuctonrcr is c.u~;~-errt.ly 1.11it cf~aslrrg etrergy T I  or11 a r~oril.n~- i f  f sul~l j l ie l - ,  t h a t  
sul-lpl ler. I s  a l s o  I I O ~ J  f l r d ,  

2 Injrr~diat ely aE Lei tlip riot.jce pel- Jorl exll lr  r s  , i f  paya~er'rl Ira6 riot 1)eel.l 
rrla(le Irr  fr.t11 01- .? catlb-factor y ~ ~ a y l e e l ~ t  131 a11 Ilsay-lr~g 110 less Lllari (:LJL-L c r ~ t  
1 rwnlces p 1 1 ~  i ~ l t c t  e s l  I:)~LIS J i@. of ;31-1.ea1 G each rsc~nth) I s  agt-~erl :  

2 .  1 Set-vim t o  t.lw Llefaulterl c u ~ t u ~ l l e r  i~ to  Ile pi-oaptly strspended; arrd 

2 . 2  l ' l~c  SCG 16 f o  file a clal~rr agai t - r~t  t.trp Ctl$i()mc?lr; I.l;~rtl: a c c o u ~ ~ l  I f  
t t ~ l s  I I J G  I I O L  all-eddy beell c l o r ~ ~ .  

3 .  1 kljryl y LO IIERC lo t! ea t  Ltrr ljr r]>aj~l a]-14 ~ C C J - I J ~ I  IE  3111u111 a& i3 , 

"Opf ; I I J ~  t s~d : ) s l ( l y " ,  t,0 bc. I ~c.!r).re~-r?rl ~lu.n!igl) i l e t a ~ ~ i t  suhsl d~ 
cur t l  f l (:at es (?I!(! r:l~argcti t r )  arr ot~lerrergu-l;j.~:t:j Elc E~~rer'gor~ra'ket. 
f;~n.cllat'ge oS.lo:- a l - ~ r l o c l  of L ~ I I I L J ;  ~ I I C I  
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3 .  3 [f  IdERC' G I - ~ I I I ~ H  ~1:l)sJ cly cer t l f  l c a l e  ~;taL\.rs, LI I J s  azcotll.~t IS  
l.eleacrcl f t.0n1 tpc-1c:l ~ I J  collect lor^^ , :%l-~cl I.Vl?CI i - r t~cl  LES ~ e r - v l c e  feet: 
a r e  Lo bc j~a l r l  1 o L I I P  uble~,ergo ~ L V I ~ I  ! h e  ol j le l terg~ escrnw a c c o ~ ~ n t  
I r l  tllo ~ IVI-~na l  Hay. 

3 .  4 If ).lT;AC does not gr.-attl suljsidy r;t at1.1~ w l  tllll-I t l ~ a t  l i m e ,  the? 
obi CJWI gt) 15 a 1, f a1.11 t a1.10: 

( 2 )  Beglr~~r~frtg 1-31 week6 af t ~ r -  tire Defarlll Ilate a ~wrral t y  w l l l  1x3 
rie0klcletl EI.UIII escrow ~ I I I O O I I L G  cl~ie Lo Llle oblerlergo 1 1 )  tlre 
rrrnol.lrct 06 J U  Ll~c pc[nultr:cl i:i~.~~r;nicr ' 5  I,vl!n and L C 3  Zct ,  
increasir~t; 1:y 1x cad1 week u n t l l  Ll~e crl~lerrei-go I s  paylrrf; the 
£:I] 1 vslu~? of tlrr! orle!.gy heing cons~m~ed J q r  the I)ef a?ll t ecl 
cus tomel . 7'lrr p~-c~c:ee(is f rosr t l ' r  le  per.ral t-y ar-e t o  be applied 
l o  the OLIIC~IFJL~~CI'  s powers ~ I J I - C ~ K I R R  paymenL 01311 gallor I t.o NDC. 

4 Ally custonler iaillnt: t o  pet fcrr.111 or1 arr agl-eetl paynrerrt ]llsrrr I S  t o  I)a'Jf? 
service j~r~lr~ecll;llr:l y ~l.~spe~lcIurl ~ r n t  i 1 tlre ar;coul I L  Js ]~a.icl  1 1 1  f 111 1 and 
acceptable sec~r -1  I)' arrsr tgcaer'rts a r e  rrladc t-o IJI t?d(+r)t a recur- errw we, 

4 CUP  turner^ a r e  t.0 In? c!l scl~cll-g~tl  f I-OIII sl~et:l a l cullrc:t,lortei only wllon a 11 
a~-l'r,a.b' )lave beer, paid, Jlrc:ltrrlf ng I n t e r e ~ t  . 

G F u l l  I r  rtei-eoL O I I D I  ~ C G  ar td pel-la1 1, l i : ~  ds a1.11 lrvr i;ml 111 1rlt.r. I : ~ J I . ~ . ~ I  11 law 
( ea t  l ~rra t e r l  at. [ 1 1.5 pet. ( lay ) a1 e t o  be clral get1 t o  tlre cust.nreel's accollnt . 

7 T11e SCG may acccpl pay~:rr:r I t b y  Delaul l.r:rl (;11st.o:11el'6' r~rlly fr ;  casll. C?Ii:tomer 
I.)i?rte~- g o o r l ~  llrris t he convet teci t o  cat;] r Jsef ~ ~ 1 - e  pr1y11,ent t L? t . 1 ~  6 C G .  

H A 11 pt-oceecla coil(!cteil Ity t l t c ?  :;CG a r c  1.0 r,o <I!!-ecLly to  t i l e  local RDC 
esct.rrw accourrl., i)ylm~:tiit~[; tllc UJJ~C ' I IPJ  ~ C I  vb't:ur)w B C G ( J ( J I I ~  arlr? e l  I III trrat l rrg 
arty ab.6.oc.fatef.l i ces  W I ) ~ ( ~ J I  I . I O U ~ ( ~  ]lave I)er:r~ flue t o  t,Ilr? oblcr-rergo. 

I! 'J'l~e SCG jr; !,(I ~ .ece lw  [I) I X  of a l l  ]>I t.-1 3!Jh at ~ ' f : i ~ I ' s  ri)llcll I t  cOlle(:t(:, 
p l u s  ( 3  1% ol' ; j l l  pc~nt - l:~!!fi r71.t.ea1.~ W ! I ~ C : I I  i t  C O I I ~ C ~ , ~ .  T ~ I ~ S C  Ieee  ~f I 1  
I,rl 11.7 1 f.1 frorri r lrc Itlx'! rscl.oh. ;IC<:O~II I L  . 1 Fill $1 J j I  1 of !)f-e - 1 ? Y O  ill l-ea1.G 
co l l e c t ed  uvej- :If, r:lr,r,l I , : ; ,  I 1  tJs wv~rlcl Illearl pit)' l u g  al?ol.~l $S(lk/111 ]re1 
ol,Jer~e~.go I I I  t [ , t a j  ccnlj,r,r!~a(.lvj~ for s}tec:laJ c:c?lJec.t lur) sr?~'vJces. I 

\ 
1 U Ear:fr SCG IG t-v f f Jc w u ~ k  2 y an agetl recel\ .d~les l 'epr>l-ts kl t l ~  tlle IIIG 

1 .1~~-ket  I'UI itlu /\rirrlr~ I E ; ~  1 a t  ( 1 1 ,  t.ucetl~er w i  tit a report of col lect   or^ ar~rl 
r e l a  l ed  act lvl  t.lel; a s  1111: Enel-gomal-ket. B o x d  rnay I-eclt~e~t,  For aGi11g 
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I ) I I I ' ]>oG~)F ; ,  C : I I S ~ C I I I ~ J '  L S ~ Y I I I C I ' I ~ , G  31.e ?u J)e n p p l J t ~ l  f l l x t  t o  lrltc!rest a 1 ~ 1  
~ b e ~ ~ a l t l e ~ ,  t11el1 t o  alz'u:r\e, oldest.  Eirst. p"i 

I I I'l~t: Gnergulnal k.eL Dual-d may declare  ally ~ I I IOI . I I . I~E  c11.1e f ron~ a c~~!; to~~rcr '  wl1ot;e d 
c e ~ - v i c e  lles bee11 tsut?l.le~rdd t o  IIF! a "I3:1rj I;el-r~." jl' i t  I F ? R ~ ~ J ! * I S  ~ i r ~ ~ : o l l e c t e ( l  
aEt.ec tlre l a1  el' of ( A 1  111311tl1b' a f t  el- I ~ e f  atlll. t I i ~ C e  vr. 131 lnurlt\lr; a f t e r  Ltle 
E f f  ect lvc Date .  7'hl t! rleclal-atlc~r~ nlanl-16: 

1 1 . 2 'I'llr Bat1 Iwl>L a~itr~tIllt i s  aclded t o  ~ I I [ :  ohl p r ~ e ~ - g o - s ~ c c i r  1c 
E~-~clgoi~~ark,el SUI-cl~atge uvel- a ~ l e r l o d  of t.lslc, a r ~ l  t.111~ f a c t  is 
~ ~ \ l b l  ~c l l ed .  

1 2  ldkl' G all[! I l . r?~ '  al-icl 111at ke t f uncls aclrrtli'iistra tor  ar e c o a1cl1.11 to1 tl le 
IJPI fv~raalrce o f  tile 'L'l SCGF:. III  t l ~ e  e v e ~ ~ t  of s)'t;tcll~at lr: f a j  lure by 31-1 

:;CG Lo ]>I opel'l y l'f:rwr.t, $uspel 11.1 se t  v lce  or. cul l t rc t  ~~aylllellt, tfle 
l<~~t?~-gornnrltet Doarc1 rr~ay l.ccorr~n~erlcl t o  flEI{C j ~ e i ~ i l l t ~ e ~  uE 1.11' t o  ZllX of t.he 
ci I~l t?r~t i l -go '~  suyq)ly arlrl LV Tee be cl~argccl agalt-1st. t.lre ol?lel-levgo cccL-Ow 
;~ccour~! r i r , l  l l t l ~ e  clef icl  e1rr:y J s  carreclcd.  Yroceecls Z ~ O I I I  s?lcIl pellaltl  e6 
r;lral-1 I>a appl  l ett Lo I - P ~ ~ I I ~ : . ; .  t t ~ e  t11>J ellr?l-ljo-F;pm i f  I[: s!~r-c:llar-g~. 

Tllc t;b)ecial r:c111 ecrtiort !lrof;r'ar~ may l ~ c -  111uc.llFled a t  any I iilrcJ I>y tire EI let e,on~ar'ket 
B u s ~ d  wltlr tlre conselrl of (lie IJEIIC, t a k j r l ~  cl1.1e accrrr~;~t of I ~ l ~ : e ~ r t l v e  pay~net-rt 
obl lgatlorrs t o  t.he SCVs. 



Plan  for' NL?C F O ~ ~ ~ I I ~ . ~  - A!UIPX 3 

Tlre for In of protrrlsso~ y I-tote glvatt Ily ND(;I t u  ear;lr gel'rel.al.ur. h-llall J rlcl~.tde tlie 
f ollowl I-IG r > ~ - o \ ~ l ~ l  OFIS.  

T h i s  ag1-eenient da t ed  . Is I-FI wee1-r ( G t v l t i t  a t o r ;  ( ' ':<cllv~." 1 a~ ld  ldatl orial 
Dl spatclr Cerrte:- u f  r.lkl-a 111e C I I I  ),elral f of J [ al.rcl 1 t E: el gl.11. ~ u l ~ o r d l l i a t  e 
L cgio,-ral deslsa t c h  centre6 ( "I41Cr') : 

1 )  llCrC t~ereby ackrrvulftrlger; delzl t.o S e J l r ~ .  irr tile i-~atourrt (if . .{- KV - 1. . as 
c)f  [ 31 l.la~.clr 1996 I f u r  e lec t r lc j  t y  ])~lr-c:ltar;atl ~ J I I  and L1efol.o tlrat (late 
( t l ~ e  "Debt"), 

? IJDC agl  ees t o  repay Llre D e b t  a s  fol lows: 

7 .  2 )  fiK s h a l l  pay Sullet- Ir tLerecl, at, tlre Llank of Ill:ral ne 111t crl>arik 
Lelldlt~g Rate, cornpuut~ded rnut~t I l l y  f 1 ula 1 A p r  i J 1 Y Q 6  on t h e  tlrel-I 
r~~~tcLatrdlng halance ~1r1t.J 1 f ~ ~ l l y  p a l d ,  

2 .  I'rjnclpal and j t l t e~-es t  e tu be p a l t l  { I I I  t11c 1nt;t L J ~ J F ; ~ I I P . ~ ; ~ ;  day of 
each I I I ~ I - I  tlt . 

3 .  4 ) Any anruunlr; rict p a i d  wlle1.1 dclc st ral! W ! : J  uce J t~ te r -cs t  a t  tile ] 'ate uf 
120% of tlre Intel barrk Lertcllrlg Hate. 
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3 .  1 )  tqM sl1a13 urrjfy a l l  wl~olesale e l e r t t . J c i l y  s a l e s  ltow uo~-rducted by 
e l l ; l~ t  RDCs atx! tlre fl11C i r l  a 1111Jflecj 1121 lcrr~al e lec t r  1c i l .y  
s e t  tlerller~t cyst est, v l ) c ~  a t e r l  I I ) ~  IJDC. 

1 .  2 )  I,l!)C slrnl J pool 211 1 rl?j l y  1.ecc.jpts fj-nm wlro1et;ale elecLl.icl t y  
salec;, wlletlrer as r;ar;h 01- ij6 r ~ f  l'st!t.t; valt~etl  aL rrtwke~ pr'l aes, arrcl 
ulretltel' r:ollected cll rect l y or t l ) o u ~ l ~  cccr ou ac(:uu~'rls. 'J'lrJ E: el-rt I J-e 
tNhOlll rt , af te r  c.!erluct! (11 I i o l  oI11 l gat . lot~s to  LI re I>ui lge~ i-lntl IJIX 
exjjcrtnec:, slral l I).. a v a l  lat>lc t u  rrrake sclteclr.rJecl ])ayrncrttr; or! tltr: 
I t  'J'fre tlcbt. ~ e r . v l c e  payllrent take priori1.y over .  FIE j~ijyvrerrt fur. 
cwret ' t t  el'rergy p11l-ct tnces, a~rc.i 11 at y ~ e l - v l c e ~ ;  i1r 10 HV r1et.wo1.k f em.  

.'J. 3 )  If )recer;sa.y, 11DC t ; l ~ a l l  acld a sut-clrarge to the trl~olesale market 
pl-lce c ~ . ~ f f ' l c l ~ r t t  t o repay tile L>e!>t a s  schedr~l ed, jnc l~~dj r tg  arly 
111 tel  el; t c11.1 overdue pay~~~el l l s  earl1 ntorrt 11. I 

N W  a g l - e e ~  t o  l'epol-t :I)e f1111 I est.11ts of' tlte i~pu:'at.Jnn nf l.he rjrljfled 
set.t.1 entent oyb't.ern t u Sr?l l e r  each clay. 

I, 1,) consldet 'a t lo~t  of tltem! ;I1-J-~~lgernerrt.c, !;el l cr. crgt ees Lo: 

4 .  1 )  Release i 1,s 1,lock o t ~  barlk accoul~ts of FIUC arrcl t l re  RWs and to  
t e f t . a j~ r  f ~ . O I I I  ~il ' ly f 1~1.t.lie1. r;tlc:l~ ;lr:t I ( ; r t  agallrst NDC and 1 L s  

afElliaLc6 so lui)g at; IfDC adheres I v  t l ~ l s  agt:cer;ent. 

4 . 2 )  Take a l l  p r a c l i c a l  a c t l u r ~ s  t o  ol~titil'l Ll~e re1eill;e of ally blocks or1 
ll@C CII IWC I J ~ I  r l :  aci:oul rt s by g o v c ~  I 111rr.1 I L  &I 11.1 101- 1 t. 108 Y C S I S ~  t 1 ng f ~ O I O  

Se l l e ! . ' ~  f a l l u l - e  t o  pay l a e l ;  rl\lf?. 

li ) Irt tllc 5'vellt. t i t a t  GeJle~.  r:lrc:r~rtrvet~tr: 1.f1e IJI-llflerl t tat lonal  e l ec l c l c l t y  
set  t lelilelrt s y s t c ~ r ~ ,  ope~-aLecl by MX!, at-rd c e l l s  t!~~r!). ):Y t o  jlarlf es otllel. 
t han  IJUC', tl~ir; agr-ee~aent, s l ~ n l l  be n u l l  a~ld v o l d  and NDC s l - ~ n l l  llove IIO 

f urthel- obl lea t io t l  t o  2:'tller 1.0 pay arry I elrrairllng l~alarlce on t h e  DebL, 

--- ----.---- 
Gel r e l e \ ~ l  J-ector 
(f'owek I ) l a r~ t  or Gettcu) 

NUC 



ANNEX F 



= o r  or directors a r e  present at t h e  meezing of +he Board of 
~lrectors o r  a comrni ttee +thereof which auchorizts, approves o r  
razifies such contract or transaction or because his, her or 
~ \ e i z  votes are counted for such purpose, lf: the fac: of such 
relationship or incerest is disclosed or known to the Board of 
Directors or committee which authorizes; approves or ratiflcs 
L\e conrract or transaction by a vote or consent sufficienz f o r  
t h e  purpose w:thout counting the votes or consencs of such 
interested directors; or +he fact of such relationship or 
interes: is disclosed or kmown.to the shareholders entitled :o 
vote and they au'thorize, 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 corporation. 

( 5 )  Cormon or interested directors may be counted ln 
determining +be presence of a quorum at a meeting of =he 5oard 
of Directors or a cornmlttee thereof which author~zes or ratlfles 
such contract or transaction. 

(c) None of the provisions of this section shall 
invalidate any coctracr o r  transaczion which would otherulse be 
valld under applicable Paw. 

2.13 Removal. All or any number of the directors may 
be removed, with or wlthout cause, at a meeting called e x p r e s s l y  
for t h a r  purpose, by a vote of the holders of a majority of :he 
shares entitled to vote at an'election of dlrectors. 

2.14 Resignation. Any director may reslgn by 
delivering his o r  her reslgnatlon to the corporation at its 
principal office or to t h e  President or Secretary. Such 
resignation shall be effective on receipt unless it is spec:f:ed 
to be effect~ve at some o-her time or upon the happening of some 
oL\er event. 

COMMITTEZS 
~ , " U i V ~  ie-rA-( 

3.1 Designation. The EbztsLe-~ may des- 
ignate from among its members an executive committee and/or one 
or more other committees. The desivation of a commlctee, and 
the delegation of authority to it, shall not operate to relieve 
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. 



3.2 Bowers. 

be imposed by resolution of the Board of Directors, :he e x e c 2 1  
tive cornmiztce may have and may exercise all the authority of 
t h e  aoard  of Directors in L\e -t of t h e  cor?oration. 
Any ot\er committee shall have such authority of the Board of 
Directors a s  tkie Board o f  Directors shall deleqate to it by 
resolution. Notwithstanding the forego~ng, ne~~chet the execu- 
tive commlttee nor any other cornmlttee shall have L5e au=hority 
of the Board of Directors in reference to amending L!e Arricles 
of Incovoration; adoptinq a plan of merger or consolidat~on; 
recommending to the shareholders the sale, lease, exchange, 
mortgage, pledge or other  disposition of all or substanti ally 
all the property and a s s e t s  of t!!e coworation ot!erwise zhan in 
t h e  usual reqular course of its business; recommend:ng to the 
shareholders a voluntary dissolution of L i e  corporatzon or a 
revocation tkereof; or amending t \ e  Bylaws of the cor?oration. 

3.3 Procedures; Meetings; Q u o r ~ m .  

(a) The 8oard of Directars shall appoint a c h a i m a c  
from among t h e  merrbers of a comm:ttee and shall appoint a sec- 
retary who may, but need not, be a member of the c o m m l t r e e .  The 
chairman shall preside at all commlttee meetings and t h e  s e c -  
retary of the commlttee shall keep a record of its aczs 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 resolution adopted by the 
committee. Special meetings of a committee shall be called at 
the request of the President or of any member of the commlttee, 
and shall be held upon such notice as  is required by these 
Bylaws for special meetinqs of the Board of Directors, provlded 
chat notice by word o f  mouth o r  telephone shall be suffrc;ent 1 5  
received in the city where the meetlnq is to be held not L a t e r  
than  the day immediately precedlnq the day of :he meet:zq. X 
vaiver of notice of a meeting, signed by the person or persoEs 
encitled to such notice, whether before or after =he even= 
stated therein, shall be deemed equivalent to the qlvznq of scch 
notice. 

(c) Attendance of any member of a comitZee at  a 
meeting shall constitute a waiver of notice of t h e  meerlnq.  A 
majority of the committee, from time to tlme, shall be necessary 
to constitute a quorum f o r  the transaction of any business, and 
the act of a majority of the members present at a meeting at 
which a quorum is present shall be the act of the committee. 
 embers of a committee may hold a meeting of such committee b y  
means of conference telephone or similar communications equip- 
ment by means of which all persons participating in the meezing 



can hear each o t h e r ,  and p a r t i c i p a t l o n  i n  such a rneet:ng shall 
c o n s t i t u t e  p resence  i n  pe r son  a t  t \ e  meet ing.  

( d )  Any a c t i o n  which may be taken a t  a meering of a 
commirzee may be t aken  v ~ t h o u t  a meeting i f  a consen t  i n  writlng 
s e t t i n g  f o r t h  t 3e  a c t i o n s  so taken s h a l l  be s igned  by a l l  nem- 
b e r s  of the  cornmlttee e n t l t l e d  t o  v o t e  wit.!! r e s p e c t  t o  t h e  sc5- 
j e c t  mat ter  t h e r e o f .  The a c t i o n  s h a l l  be e f f e c t i v e  o n  t h e  dace 
when t h e  l a s t  siqnaturc i s  p laced  on the consen t  o r  a t  such e a r -  
l i e r  time as . i s  s e t  f o r t !  t h e r e i n .  The consen t  s h a l l  have t h e  
same e f f e c t  as a unanirncus v o t e  of the committee. 

( e )  me Board of D i r e c t o r s  may v o t e  t o  ~ \ c  members of  
any commlztee a reasonable  fee  a s  compensation f o r  attefldance a t  
meetings of Lhe committee.  

OFFICERS 

4 . 1  Number. The o f f i c e r s  o f  t%e c o r n o r a t i o n  s h a l l  be 
a P r e s i d e n t  and S e c r e t a r y .  Such o t h e r  o f f i c e r s  and a s s i s r a n t  
o f f i c e r s  a s  may be deemed neces sa ry  may be e l e c t e d  o r  a p p o ~ n z e d  
b y  the Board of D i r e c t o r s  and s h a l l  have such powers and d u t z e s  
a s  may be p r e s c r i b e d  by  t h e  Soard o f  D i r e c t o r s .  A n y  two o r  rncre 
o f f i c e s  may be h e l d  b y  Cle same person-  

4 . 2  E l e c t i o n  and Term of O f f i c e .  The o f f i c e r s  of t h e  
c o r p o r a t i o n  s h a l l  be e l e c t e d  annua l ly  b y  the Soard of D i r e c t o r s  
a t  the first meet ing of the Board of D i r e c t o r s  h e l d  a f t e r  t h e  
annual  meeting of t l e  s h a r e h o l d e r s .  I f  t h e  e l e c t i o n  of o f f ~ c e r s  
s h a l l  not  be h e l d  a t  t h e  meet ing,  i t  s h a l l  be h e l d  a s  soon 
t h e r e a f t e r  a s  i s  conven ien t .  Each o f f i c e r  s h a l l  hold  o f f i c e  
unt:l a  succes so r  s h a l l  have been d u l y  e l e c t e d  and s h a l l  ha7?@ 
q u a l i f i e d  o r  u n t i l  the o f f i c e r ' s  d e a t h ,  r e s i g n a t i o n  o r  renova: 
i n  tile manner h e r e i n a f t e r  p rov ided .  

4 . 3  Removal. Any o f f i c e r  o r  a g e n t  e l e c t e d  o r  
appointed by the Board of D i r e c t o r s  may be removed b y  t h e  9oard 
of D i r e c t o r s  whenever i n  i t s  judgment t h e  b e s t  i n t e r e s t s  of t h e  
c o q o r a t i o n  would be s e rved  the reby ,  but removal s h a l l  b e  with-  
o u t  p r e j u d i c e  t o  t h e  c o n t r a c t  r i g h t s ,  i f  any, of z!!e person sc 
removed. E l e c t i o n  o r  appointment o f  an o f f l c e r  o r  agent  shai: 
n o t  of i t s e l f  c r e a t e  c o n t r a c t  r i g h t s .  

4 . 4  Vacancies.  A vacancy i n  any o f f i c e  because of 
death,  r e s i g n a t i o n ,  removal, d i s q u a l i f i c a t i o n  o r  othc-wise may 
be f i l l e d  b y  t!!e Board of D i r e c t o r s  for t h e  unexpired p o r t i o n  of 
t h e  term. 



.::'_SVED. ;hat pursuant to Sect ior l  3.12 o f  chc Bylaws of rko 
)c:?any, ?here is hereby esrablished the Personnel Commlctee 
5 r n e  Board of Directors. vhich shall be composed of noc 
: : . r :  rhm chree members of the Board of Directors who shall 

:e o f f i c e r s  or f u l l - t h e  employees of the Company: znd 
- :-:.sr 

.-'.','lED, chat the members o f  the  Personnel Comictee shall 
.. .?pointed by th. Board or" Directors a s  soon as 
ec :%cable afrer its e l e c t i o n  in each year. and one o f  the 

5 3 3 r s  s h a l l  be designated chairman by the Board of 
.L +C t o r s  : and further 

' :j ;,;ED, that the Personnel Coarmittae shall review 
, :rr:dically the Company's p o l i c i e s  relatifig t o  empLoyee 
: q ~ e n s a t i o n  and benaf i t s ,  and shall review and assess the 
- :L?.:r-iveness of the Company's p l a n s  in  implementing those 
-I !.ties ; and further 

. : :  E D .  :hat, for the purpase o f  f u l f i l l i n g  icf other  
: : . . : : s ib i l l t i e s  heraunbsr, the Personnel ColmnFttee s h a l l  
. . Q i  t h e  Company's executiw scaff ing plan for  meeting 
=s-tic and futur. lerdsrship needs of tha Company; and 

;.:1ec 

- E that the Personnel Committee shall review the 
-'. ,.. : ~ L n g  matters f o r  the purpos~ o f  maWw recommendations 

:.:- Board of  f l i t a c c o r ~  with respect chereto: 

.:andi.&r~r for elacrion as officers of the Company; 
- :mpensatian p l a n a  f o r  officers: and 
1. -:slary le-l of  the Chief Executive Officer. 

.-. 1 .: J .. :ED. chat the Personnal Comitece shall review the 
a::, levels o f  thm Chief ExecuEivc Officers of 

for  
. -... . ; -.QOSU oE making recommandarionr to  tha respective 
. K . 2 3  ,. o f  those subaidlarirr with respect chereta; and 

~ ' J C ~ . L ' L ? Z  

? I .  chac rho Personnel Cornmittem shall review and 
s ~ ~ t r c v e  che following matccrs : 

rnjor changes In management organization scnrcture; 

....lary levels, perfarmancs cargets arid incentive awards 
r - .' officers; 

. , ~ e r i r  program abd salary range adjustments for senior 
. ..aagement o thsr chan off i cars ;  



4. LncentF8:e pians for employeas: and 

5 .  changes in p o l i c i e s  relating eo employee Lnsrrtance 81 

' like benefits. 

: and further 

RESOLVED, =hat :ha Personnel Comic t ee  shall a d m i d s t e  
conrpensation p l a n s  a s  authorized by t h e  Board of Director 
Ln sa id  plans or otheruise; and further 

WOLVED, t h a t  the Personnel Committee shall report i t  
ac t iv i t i es  to the Board o f  Direcrors ac least  annutly an 
ac other meetings as may be appropriata: and further 

W O L V E D ,  chat che Personnel Comirtee  shall report o 
/--- 

executive compensation EO sharehalders pursuant co the prox 
solicitation rules o f  the Securities aad Exchaag~ 
Commission: and furcher 

RESOLVED. that  the Paraomel  Cammictee shall have sucJ 
authority and respoflsibF1icy for acher rnacters as shall br 
delegated t o  such Committea from ti- t o  time by action of 
this  Board w i *  respect to such matcers: and further 

RF;EOL,VED, t l t r  Llia forsgozng resolutions shall superseda t b r  
resolutions adopted by che Board of Direceora or - .  



Finance Comaittee Resolutions 

;.: 7 .-J ..- .,. .. , t h a t  pursuant t o  Seccion 3 . 1 2  o f  che Bylaws of  the 
2. ; e :  :: r h e r e  is hereby established the Finance Committee of 
:I: f :srd of Directors, whlch shall be composed of the 
'.-:iz i n  o f  the Board and not l e s s  than rwo other members of 
-.; Ecard oC Directors; and further 

-fx:.3L';?3, that thc members o f  the Finance Committee shall be 
: ; : , ~ i n = e d  by the Board of Directors as S O O ~  as practicable 
.:r--:r its e l e c t i o n  In  each year, and one of the members 
-?;:I 5c designated chairman by the Board of Directors;  and . . 

:c2 r 

. . - a  L that the Finance Committee shall have all the 
., ,..,i.- ~ r '  t h e  Board o f  Directora co approve the f i n a l  terms 
~ i .  , r t 3  authorize the of fer ing ,  issuance and sale by the 
-.aLc,a:., o f  I ts  stock, bonds, notes and other evidences of 
;. ;. .LI ; k i p  or indebtedness to the extent delegated to such 
!:;:2;t-ee by accion of this Board w i t h  respect t o  each such 
- - i ; t r i . g ,  issuance and sale and t o  the extent permitted by 
-::= Z i ~ g o n  Burrlness Corporation Act  a t  the date of such 

L t . .  .:g;cian; and further 

: I,T-L'!J!I, that upon the delegation t o  the Finance Committee 
.. i authority with respect t o  tho o f f er ing ,  issuance and 
z ~ t s  hv  the Company of  its stock, bonds, notes and other 

. ..kP 123 of omerahip or indebtedness,  the Finance Corn- 
- ,,,Ga shall have a11 the power of the Board of Directors ro . ,::t:aL delegate such authority to an officer or officers of 
I:I= ~ t i ~ p a n y  to the extent  permitted by the Oregon Business 
4 . : ~ ~ g o r - l c i o n  A c t ;  and further 

. , . . & 'L: ''7 . . ,,I), t ha t  the F i n m c a  Committee shall regularly consult 
-+, ,,n, a ~ l d  may requesc reports f r o m ,  the appropriate officers 
ciL :!-.G Company concerning the Company's requirements f o r  
capital, tha condition of thm capital markets, the most 
~ p p ~ c p z i a t e  m e n a n  of obtaining additional c a p i t a l  as needed 
::oa ziae to  t h e ,  the capital s t r u c t u r e  of the Company, the 
I:ospanyt s d i v i  &nd p o l i c y ,  cha financial and iwsstment  . s g ~ c  :- o f  the Company's employee benefit: plana and such 
-; 1.5: finance-relaced rnarcers as the Cormnittoe shall 
r 5 : : ~ :  .r.ne: and furchar 

?..2 :Lf:2U, that tho Flnance Cami t t ee  shall raport: t o  tho 
3ecirc o f  Directors periodically, and at least quarterly, on 
. . . presented to and considered by tho Finance 

..: r ; L t .  to, accfon Eakan by it on such matters, any recomen- 
L;.:: ::.j the Committea may deem appropriate, and such other 



i . sc: ; of the Einanctng a c t i v i t i e s  of the Company as the 
:ice Committee deems a lgn i f i cant :  and further 

2 ,  L D that  the Finance C o d t t e e  shall have such 
L - c - ' cy  and responsibility for other matters as shall be 

:cs:ed to such Committee f r o m  tlma t o  time by action of  
.- : - ,ard  w i t h  respect  to such matters; and further 

Z .  !i:.'ZD, that the foregoing resolutions shall supersede the 
: I .  rians adopted by the Board o f  Directors on January 11, 

? - Ith respect to the same subject matter; provided that 
- ,:.; herein s h a l l  affect the valLdLty of actions taken in 
: :-e>:e on such resoluti  on3 ~ d n p t ~ . d  .Tanir~ry 11 , 19RCI. 



2 .,;i JED,  t h a t  pursuant to Seccion 3 . 1 2  of the  Bylaws of thc 
::. 2p:ny there is hereby e s t a b l l s h e d  the Audit Comiteee  of  

::.a :>ard of  Dlrectors whlch shal l  be composed of not  less - . - i three members of the Board of Direccors who are 
<: 'egs~dent of the management of the Company and a r e  free of 
3:" r-elationship that in the opinion of the Board of 
: : c .  :ors vould fncarfere with the exercise of Independent 
; igz?nE 3s a member of the Audit Committee; and further 

?.:fCi.:.'ED, t h a t  the member3 of the Audit Committee s h a l l  be 
~ - , ; ; o ~ n c e d  by the Board o f  Directors as soon as  practfcable 
. . - - :F: its e lac t ian  in each year, and one of the members 
;:.ll: be designated chair by the Board of Directors; and 
, -- . - -- -2 r 

c._ LC;..'ED, thae tha duties of the Audi t  Committee sha l l  be as 
; , . . , r .  Lned in budit Cormnittea Res .~ons ib i l i tv  and Functioq as 
o - l n ~ i ~ d d  hereto as  Exhibit A ;  and further 

.::.,i-'!ED, chat the Audit Committee shall have such authority , 

t,..c . , spons ib i l i ty  for o t h e r  mat te rs  as shal l  be delegated 
c-2 s . ~ 2 h  Committee from time to elme by action of t h i s  Board 
+..A respecc t o  such matters; and further 

- .  . , that tho foragoing resolurLons supersede che 
z - ,C l-lt ions  regarding the Audit Committee adopted 
::.::c.:r;er 17, 1 9 9 3 .  



I . - ,- < ... -... <,..L 
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- .,,,. - - - -  -- 
. . - - . 2:. RESPONSIB-ILITY AND FUNCTION . - - . . - . - 

The r.::;i1..3 : f =he A u d i t  Committea of the Board o f  Directore ( the  "Boardn) of 
:he  "Companyn) sha l l  be to  a 6 6 1 8 E  che Board i n  fulfLlling Its 

resro- - :~b) :_: i2s  by overseeing and reporting t o  the Board with respect t o  the  
gencr..! ; 1- -i.l: and practices o f  the Company (and the subsidiaries  of the 
C e e ~  4 r y i:,: , ~ l c d  in the eansalfdaeed Etnancial statcmtr~ts af  LI,= Cvuparly) 

relc:! r g  -.c ~ c c o u n t i n g ,  reporting practices, adequacy o f  internal controls,  
quaii:y ;:i - n c e g r i t y  of financial reporting, and such other matters as may be 
assl;-ed .I:; che Board. The Audit Committee shall maintain free and o p e n  
C O ~ U : :  ZZ : i .  : i r i th  the Board, the external auditors ,  the internal auditors, 
ma:- _: .: :. : -..L the audit comittaas of each business unit  having such a 
COQZI~:- .F; .  I -  carrying out f t s  mission, the Audit Committee shall have 
di: 1-- !or. i~ initiate such invest igations as i t  s h a l l  deem necessary and sha l l  
ha-?? .;:.~;-,ci-z a . j ~ h o r i t y  to employ special counsel or exgercs i n  circumstances 
whcri - s 5. :u : .:inas t h a t  necessary resources cannot be provided by regular support 
s c a i f  . 

The .% ,.ilr : l ~ i t t e e  of the Board shall consist  o f  three or more directors  
a p p ~  l i . . - i ) ~  -1,- :!.e Board who are independent of the  management  o f  the Company and 
as* '.': - 5  : 5 a.\;r ~*claticn?rhip that  in tha 6pfnian aE the Ilassd c&~lJ. LlctairfQrr 
wit:. :! a t:. - - = ~ s e  of independent judgment as a member of the Audit Committae. 

rhz .t,~.:ii :~.:nic:ee o f  the Board shall  coordinata and a c t  as  the audit committee 
for  s ; : .,r ill.;; ~i~mpany' s operations,  including subsidiary companies, unless such 
sut;~-' , iary ? a s  a board of directors which has a t  least three independent 
d irccyors  -&:, function as an audit c o m m i t t e e  for that subsidiary.  Where such an . . rncl:F--::!~:. : z s d i  t committee e x i s t s ,  then the A u d f  t Committee of the Board shal l  
recei--5 ano review reports from tha subsidiary audit  committee and coordfnate its 
act:*::::es. 

Met t , : s  

R e g ~ L a r  neetings o f  the  A u d i t  Committee s h a l l  bs held n o  less frequently than 
qut:.czrLy, on 2 schedule t o  be adopted by the Audit Committee. S p e c i a l  meetings 
of eh0 .;:..dir Cornittee for any purpose m y  be held when ca l l ed  by the Chair or 
any a .:I. c r 
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- : : E; Scacemencs and E x t e d  A% - - -- di tors  

.i : Committee shall: 

- . x l d e r  the proposed scope of the exrernal auditors' work for the 
. .rr;_.nc year, conslder any proposed nonaudit functions to ba p e r -  
f : r ~ e d ,  review the audit  plan and r e v i e w  the pri.or year's audit fee 

rj :he current year's fee e s t b a t e .  The Committee's review should 
c,;lde an understanding of the factors considered by the external 

. . d i c o r s  i n  determining the audit scope, including: 

Endustry and bus ineas risks characteristLcs o f  the Company; 
External reporting requirements; 
>laterialicy of t h e  various segments of the Company's 
consolidated and non-consolidated a c t i v i t i e s ;  
Quality of internal accounting controls; 

.- Excent of involvement of internal  auditors i n  the audit 
examination; and 
ather areas t o  ba coverad during th'a audit engagement. 

:b; 1 c c i v e  and consider any recommendstions of: management: regarding thm 
e . c ~ l r n s l  audltors to b e .  retained for the following year, fncludin~ 
: -.i,jement's evaluation o f  factors relating to t h m  independence of the 
:: d i t o r s ,  and submit a recommendation t o  the Board. 

7 1 ;..?vf C-w with management and the external  auditors, bafoxe publication, 
-.;! snnual financial stactmenu (Lncluding special year end entries,  
:':>cr.oces, management's discussion and analysis of financial condition 
:.:.d results of operations, and any specfaf disclosure problems) to  ba 
I -.c: :ded i n  the annual report t o  shareholders, the annual 10-K report 
:r t n e  SEC or similar publicly filed documente, proxy material,  and 
: ;y ~isputes (resolved or unresolved) between management and the 
e . : te r ra l  auditors char arose i n  connection wirh the preparation m d  
, . t i l :  of the financial statements; review the Company's process of 
.=,; i:;sing the risk of fraudultnt financial reporting and monitoring 
c . . . r l ;~5an~e  w i t h  established codes of corporate conduct; and review 
,:g;,ificant adjustments proposed by the external auditors. 

i; k s v l t w  those reports (or sumrnarico of such reports) issued by the 
t.:::ei:?nl nuuators or cne internal audltors ,  relating to audits in 
I:!. .c11 a material weakness fs disclosad or identified and management's 
;cspor.ses thesoto. 

12.) I c . r le . ;  w i t h  management, the external auditors and the Internal 
, - ~ t i i c g r s ,  tho Company's gnnaral p o l i c i e s  and procedures with respect 
.:I. i r t e r n a l  auditing, acaounting and f inancia1 controls and tha 
;..::?$I acy of such policies and procedures. 

I 
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: Few t h e  e f f e c t  of any l lnporcant  new pronouncements of the accounc- 
; ;:aEession and other regulatory bodies on the Company's accounting 
.: .: ;as and practices. 

- , f  .. .J w i ~ h  the external auditors any significant proposed changes in 
'-:sic accounting prfncipLes and reporting standards used in the 

: : .~,~:ztion of t h e  Company' s f lnancial statements. 

:i:.a all reports of sudics or reviews of the Campany (or 
: s-:cn reports) issucd by regulatory or taxing authorities that could 
- . -E 9 material impact on the Company, or how its businesses are 
. .:c: -2 ted .  

-- ;L=, with the external auditors, tntemal auditors and with the 
: .F - . i yVs  management the extent  to which recommended significant 
.. . . ~ r z s  or improvemente in financial and accounting practices have 
t - 2r. implemonred. 

- \ ..: .r .-e reports in e x e c u t i v e  session from the engagement partner of 
, ,xrernal audltor, which reports shall, Ln parc, comment on the 

< .  ~ e k t l i t i e s  of cha fncernal  audicfng groups and the Company's 
x. .isr;tment. 

: . . ! . d i ~ - a  reports in executive session from management and the internal 
.. . : F L J ~ s ,  which reports shall, in part, review any c o n c e r n  with 
~:;pe.:t  to the external audltors and the external audit process. 

, . .:, rzgularly ~ 5 t h  the Company's General Cou~~ss l  to r e v i e w  legal  
,, -: -.;s that may have an impact on the Company's financial scaternents , 
, , cS:her Legal matters as appropriate, 

. . . .  L , ,  promptly t o  the Board i t s  deliberations and recommendations. 

:.j . . <;.zc and consider reports of peer reviews of the external auditors. 

r j  - .L: i . ~ d L t  Committee will annually review the audit plan covering the 
-. . .+used activities of the Internal Audfc Departaent and, 
o~ applicable, internal audit ~ X O U ~ B  of any business units coordinated 
i, ,.h che audit plan of the external auditors. 

i b)  ';;,.a &dit Committee will r e v i e w ,  in  summary E o m ,  the results of peer 
rzvrews of the Int~rnal Audit Deparrment performed 
;=. r l :&cally by consultants approved by the Audic Cornittee. and pear 
rsviews of the incernal audit groups of any business units performed 
> , c?.e Pacif iCorp Internax Audit Department. 

. . a .  3 - . d i t  Committee w i l l  receive reports, at least annually, from the 
. . - a q e r  of the _ I Internal Audit Department covering activi- 
. _ _ s ,  staffing, procedures for selection of audits and other relevant 

'.: ::.lacion. 
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:?13irs oE any audit committees of tho business units, the manager 
:he Internal Audit Department, and the engagement 
..:er of the external audlcor w i l l  report a t  each regular meeting of 
.\udit Committ,ee regarding ~ h e  ident i f i ca t ion  of any material 

kr esses,  problems,  or significant events. Every Lncidenc of t h e f t ,  
; : ~ , ~ l e n c  activity or illegal conduct by Company pezsonnel s h a l l  be 
? , , c e d  co the Audit Committee, without regard to the financtal 
;:-riality of such incident. 

J . i u d i t  Comitcea will review and concur in the appointment, 
?Izcement, reassignment, o r  dismissal  o f  the manager of t h e  

Internal Audit Departmenc, 
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ANNEX G 



.. 5%: I- Reportitlg Requiren~ents for the Public Onering of Securities' 

1. S n n ~ m a r y  Prospectus Requiren~ents 

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 
hnd  must contain the following information. 

- a description of the issuer : its name, principal place ofbusiness, date of incorporation and 
principal business activities. 

an audited balance sheet and incorne statement for the previous three conipleted 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 sheer as of the last conipleted quarter of the fiscal year in which the 
decision to issue the securities was taken and a summary of the issuer's charter fbnd. 

any material events which occurred during the previous three fiscal years which may 
reflect on the fitiancial condition of the issuer. 

the number of employees, including infon~iation regarding the education , qualifications 
and length of service of the issuer's management; 

- a sum~nary 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 olfering are to be utilized, the location at which the offered 
securities may be purchased and the commencement and termination date of the offering. 

the nanie 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 inlerest bearing securities, the interest rate and repayment terms. 

 he information in this annex comes from an article published by Borys Sobolev, Deputy 
Minister of Finance of Ukraine, entitled "Public and Private Equity Financing in Ukraine", written 
for the Capital Markets in Ukraine conference organized by the OECD in Paris in June 1995. 



a summary of the types and quantity of previously issued securities. 

- the number of registered shares previously issued by the issuer, including the number of 
shares held by management. 

2. Summary Reporting Requirements under the Securities Legislation 

The Ukrainian securities legislation provides that an issuer of publicly traded securities is required 
to provide an annual report to all shareholders and to the relevant Registering Body. Such annual 
report must contain the following : 

information on the issuer's economic performance for the previous fiscal year. 

audited financial statements for the previous fiscal year. 

information with respect to any securities issued during the previous fiscal year. 

information regarding any changes in the management of the issuer. 

The Ukrainian securities legislation also requires an issuer of publicly traded securities to provide 
tot ell Exchange and to the relevant Registering Body and to publish in the bulletin of the 
Exchange, a?ly material irfirmatioi~ which c o ~ ~ l d  l m e  an intpacf on file price of its publicly 
tr-nded seczirities. 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. 

comtnencement of bankruptcy or other similar proceedings against the issuer 

- the reorganization, suspension or termination of the issuer's activities. 

the loss of 10 % of more of the issuer's assets as a result of extraordinary circumstances. 

the filing of a claim against the issuer in an amount which exceeds 10 % of its charter hnd 
or I0 % 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 find or 10 % of the value of fixed and circulating assets of 
the issuer. 

3. Sunlmary 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 teclmical 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 oficial 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 oficial bulletin of the Exchange information concerning all issuances of 
securities. 

The issuer would also be required to comply with all reporting requirements under the securities 
legislation as summarized in Section 2 above. 

4. Documents to Apply and Obtain Permission for Quotation 1 

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 oficial 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. 



I n  addition to the application, the issuer is required to submit the following documents to the 
Governing Council : 

a notarized copy of the issuer's charter. 

a copy of the certificate (decision) evidencing the registration of the issuer as a legal 
entity. 

- a copy of the document evidencing the grating of a state registration number to the 
security being issued. 

- a copy of the prospectus which was registered with the Ministry of Finance. 

a n  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. 



VI. The  Law of U k r a i n e  " O n  
S e c u r i t i e s  and S t o c k  Exchangest' 



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. S E C U R I T I E S ,  THE PROCEDURE FOR 
THEIR ISSUANCE AND CIRCULATION 

Section 1. General ~rovisions 

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. 

I 

The definitions; special conditions of issuance and 
circulation of privatization papers are stipulated by the special 
legislation of Ukraine. 2 

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 appropriat'e 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). 



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; 1 

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 joint stock company, confirms membership in joint 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 I 
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. . I 

A holder of preferencq 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 liquidation. 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. 

If 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 
1.0% of the statute fund of the stock company. 

The charter of join't: 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 
karbovantsi 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 da'te 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 
I 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. 

I 

Article 5 .  The rights granted to Shareholder 

Shareholder has the right to receive a share of revenue of 
' joillt stock company (dividends), to take part in the management 

1 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). In the event 
when several persons are the joint holders of a share all they 



I are counted as one shareholder and can enjoy their rights through 
one of them of through common authorized person. 

-. 

~rticle 6. The decision on issuance of shares 

I 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. 

The minutes on the decision to issue the shares must contain 
the following requisites: the name of the issuer and its 
location; the amount of the charter fund or the value of the main 
and working assets of the issuancer; the .objectives and purpose 
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 shar'es; the quantity of the registered stocks and bearer . 
shares; the quantity of the preference shares; the total amount 
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 
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 
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 7 ! 

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). ~dditional 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 losses relating 
to the economic activity of joint stock company. 

i I 
Article 8, Purchas,e of shares 

I Shares are purchased in karbovantsi and, if it is provided 
by the charter of joint stock company, in foreign currency or 

I through the transfer of the property. Regardless of the form of 



the made deposit the value of a share is expressed in 
karbovantsi. 

~nterprises, 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. 

I 

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 £allowing classes of the bonds: 
a) bonds of the domestic republican and local loan; 
b) bonds of the enterprises. 

I 

The bonds of the nterprises are issued by enterprises of 7 all establisheh 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. 



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 circulation. 

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. 

.   he 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 series 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 the 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 sale 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. . I  

. . 
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 issuance 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 statutef 
'fund, eco omic activity and officials of the issuer; the name of 7 the controlling body (the' auditing firm); the data on the 

'I 
distribution  lacing) 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 



sale of the corresponding goods or providing with corresponding 
service on passive bonds; the procedure of announcement on the 
issuance and distribution (p1acing)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. 

8 

Article 12. Purchase of bonds 

The ci'tizens 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.1 

I 

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 com~ensation eaual to the difference between the value 

, of the bond Hnd the price of the goods. 
I 

The dividends £ram 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 qf 
the dividends from the interest bearing bonds, granting the 



rights to buy corresponding goods and services on the passive 
b9nds 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. 

I ~rticle 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 df bonds of enterprises are used for 
the purposes which were determined upon issuance bonds. 

S e c t i o n  4 .  Treasury bonds of the republic 

Article 15. Main features of treasury bonds 

Treasury bonds of Ukraine (hereinafter referred to as 
lltreasury 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 

I 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 

I 
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 valuk of the treasury 
bonds is established by the Ministry of Finance of Ukraine in 
accordance with the date of their purchase. 

Money received from sale of the treasury bonds are used to, 
cover the current republican budget expenses. 



~rticle 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 Ninistry of Finance 
of ~kraine regarding the short-term obligations. 

Section 5. Saving certificates 

~rticle 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 I 

invoices provided by the Article 12 of this Law. I 

, 
I 

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. 1 .  

In the event the owner of certificate requires the re.turn 
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. 



Sect ion  6 .  Promis~ory Notee 

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 noten ; 
b) simple and non-conditioned promise to pay the defined 

sum; 8 

C) definition of the payrnent 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; 
f) 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 is 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 makind 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. 



I 

Section 7. ~egiatration and circulation 
of securities 

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. 

I£ 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 later 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 manner 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 ~egister 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 df enterprises which are proposed for 
free saJe 

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 



I 

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 ~ublication of information on their issuance. 

. . I n  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 thkir 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 l1 ) . 

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) basing 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 to yublish in the official newspaper of 
the Stock e inionnation 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; 



I 1 

d) beginning of the improvement of actions (carrying out 
the complex of actions directed to the improvement of financial 

I condition of the issuer); 
e) reorganization, termination of the issuer's activity; 
f) destruction not less than 10% of the issuer's property 

I 
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; 

I 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. 

I The issuer with respect to publication of wrong information 
on his activity, which may influence the value of securities or 

I amount of income from such securities, shall be obligated within 
two working days to take steps for correcting this information. 

1 

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 securitiesv) 
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. 

I i . The comm$ssion activity for securities 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 
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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 l.icense, 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 carrying1 
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 value over 10% of thei 
charter fund, including the direct possession - having the value 
over 5% of the charter fund of other seller. 

If the share of legal entity which does not have the license 

P n carrying out the activity for circulation of securities, or ndividual in the charter 'fund of some sellers of securities 
exceeds 5% for each selley, then those sellers may not .sell 
securities between them. 

The seller of securities may not sell: 

a) securities of its own issuance; 
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b) stocks of that issuer whose property o m e d  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 securitiel; 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 
associated with issuance of securities, which is conducted 
simultaneously with commercial or commission activities 
associated with securities. 

Sale or nominal value of securities, held (in reserve 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. Calculati,ons should be 
based upon highest sale or 'nominal value. I 

Article 31. Taxation of income from securities 

Income from securities is taxed according to legislation of 
~kraine. 



Chapter 11. STOCK EXCHANGE 

section 8. Genera l  Provi~ions 

Article 32. Concept of stock exchange 

I 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, 

I other acts of ~krainian legislation, charter and rules of stock 
exchange. 

Stock exchange may be founded by not less than 20 founders- 
vendors of securities, who have license to perform commercial and 
commission activities associated with securities, provided that 

I they contributed to the charter fund not less than 50 000 000 
karbovantsi. 

1 

I 
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 of 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; 

1 
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; 

1 f )  organizational structure of stock exchange; 
g )  powers and procedure of formation of management bodies 

of stock exchange; 
11) procedure and conditions of attending of stock exchange; 
i) procedure and conditions of implementation of sanctions, - 

established by stock exchange; 

I j) termination of activities of stock exchange. 

Charter may contain other provisions pertaining to 

u establishing and activities of stock exchange. 

The rules of stock exchange should provide: 
l 

a) types of agreeyents, which are concluded at stock 
exchange ; 

b) trading procedure a,t stock exchange; 

I c) conditions of admitting of securities to stock exchange; 
d) conditions and procedure of subscribing for securities 

which are quoted at stock exchange; 

1 
e) procedure of quotation of prices, stock exchange rate and 

their publication; 
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f) list of securities which are quoted at stock exchange; 
g )  obligations of members of stock exchange regarding 

I 
keeping of records and information, internal schedule of work of 
cornmissions 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 

I t hem;  
j) rules of payment at stock exchange; 
k) other provisions pertaining to activities of stock - - - 

exchange. 

I Article 35. Use of term "stock exchange" 

T h e  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. 

~rticl'e 36. Special conditions of termination of 
activities of stock exchange 

I 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 1 kinds of business companies. 

I Section 9. Protection of properky rights of investors 

Article 37. Cancellation of agreement on subscribing or 
purchase of securities 

? . 

Person, who subscribed for or purchased securities before 
publicat ion of changes in business activities of issuancer which 
effect value of securities or amount oi revenue from them, may 
within 15 days from the date of publication of such information 
unilaterally terminate the agreement. 

I 

In the event of termination of agreement, issuer must upon 

I requirement of the said person refund his/her expenses and 
possible losses associated with subscription for or purchase of 
securities. 

I 
In the event of issuer's failure to perform conditions bf 

subscription for securities, issuer must return to subscribers 

1 
upon their requirements all received ' from 6hem money with 
interest for the whole period of their retaining. ' 

The issuer bears responsibility for refunding of losses, 

I caused by improper information regarding securities. 



E E S O L U T I O N  

OF Tic SUFJI?A;,I;.= SOVIET OF T'G UiiRi~1; i I iQl  SSR 

On enactment of t h e  Law of t h e  Ukza in im SSR 
"On s e c u r i t i e s  a d  s t o c k  exchange" 

Z'ke Su?rege  S o v i e t  o f  t h e  Ukrainizn Soviet S o c i a l i s t  

: ? . c ~ b L i c  . .. r e  s o  1 v e  s : 

I .  To e n e c t  t!le La;v o l  t h e  Q k r a i n i a n  SSR " O n  s e c u r i t i e s  end 

2nd s t o c k  excnmge" f r o s  J a t ~ a r y  1 ,  1992. 

2.  To z ~ q o . ~ ~ c e  t h u t  Troui J m u a r y  1,  1992 t h e  i s s u e  o f  
s t o c k s  be longing  t o  !vork c o l l e c t i v e s ,  e n t e r p r i s e s  a d  o r g a n i z s -  

t i o n s  i s  t e r t c ina t ed .  A l l  s t o c k s  belonging t o  *;:ark c o l l s c t i v e s ,  

o r ~ x l i z a - l i o n s  and e n t ~ r p r i s e s  e a i t t e d  p r i o r  t o  Enactmznt ol t h i s  

nay c i r c u l a t e  for f i v e  ;;ems s t a r t i n g  f r o 3  J a n u a r y  I ,  1992 
rn 

p u r s u . m t  t o  bile t e r n s  03 t h e i r  i s s u e .  

Bef'ore t he  end of t i le  s e i d  p s r i o d ,  t h - ~  c o t c r g r i s e s  =id o r ~ a -  

n i c s t i o n s  :::hich i s s u e d  such  s t o c k s  s h z l l  buy t i l e s  o r  r s 2 l s c e  t h e 3  

u i b h  o t h e r  s a c u r . i t i e s  s p e c i f i e d  by t h i s  JAY. 
-c 

3 .  '2a.e Ca>i.net of  : . i i n i s t e r s  of t h e  Ukrainizn SSR s h a l l :  

- 37 October I, 1991 fix the procedure  of r . ? g i s t r a t i o n  of 

s e c ~ i ~ i c i e s  i z s u s  &nil t h e  inf'or:;li3.tion concernin,  s z c z r i t i e s  , as 
% e l l  zs t h s  procsCare of i s s a e  and c i r c u l a t i o n  of 3 i l l s ;  

- t s l : ~  e l l  tiue n e s s u r e s  f o r  a d e ~ u a t e  i s s u e  of s a c u r i t i e s  i n  

t h e  Z e p u b l i c  ; 

- o r s a n i z e  t h s  t r w i n i n g  of s? . . c ia l i s t s ,  both i n  t h e  r e p u j l i c  

2nd a k r o a d ,  t o  i-iorlc st s t o c k  exchmge  a n d  wi th  s e c u r i t i e s .  

Chairman of t h e  Su?reae S o v i e t  
of  t h e  Ukra in ian  SSR 

t h e  c i t y  of  Kizv 

J c n e  13, 1991 
3; 32C2-XI1 
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b y  t h e  DECREE 
o f  AQri l  2 9 ,  1994 No. 277 
Kiev  

Concept  f o r  F u n c t i o n i n g  aAd Development of S e c u r i t i e s  
Harke  t i n  Ukra ine  

1. GENERAL PROVISIONS 

The marke t  of  s e c u r i t i e s  i s  ' a  m u l t i f u n c t i o n a l  s y s t e m ,  
u h i c h  f a c i l i t a t e s  a c c u m u l a t i o n  o f  c a p i t a l s  f o r  i n v e s t m e n t  
i n t o  i n d u s t r i a l  and s o c i a l  s e c t o r s ,  r e s t r u c t u r i n g  of t h e *  
economy, p o s i t i v e  dynamics  o f  t h e  s o c i a l  s t r u c t u r e  of  t h e  
s o c i e t y ,  i n c r e a s e  of  c i t i z e n s '  w e l l - b e i n g  by way o f  
o w n e r s h i p  and . f r e e  d i s p o s a l  o f  s e c u r i t i e s ,  a c c e p t a n c e  of  
m a r k e t  r e l a t i o n s  by t h e  p o p u l a t i o n .  . 

I? Ukra ine ,  t h e  s e c u r i t i e s  m a r k e t  is a t  t h e  f o r m a t i o n  
s t a g e .  The U k r a i n i a n  S t o c k  Exchange ( U S E )  and i t s  C e n t r a l  
S e c u r i t i e s  . D e p o s i t o r y ,  t h e  e l e c t r o n i c  ( p a p e r l e s s )  
c i r c u l a t i o n  s y s t e m ,  t h e  n e t w o r k  of  b r a n c h e s  and b r o k e r  
o f f i c e s ' a l l o v e r  t h e  c o u n t r y ,  h a s  been  i n  e x i s t e n c e  f o r  o v e r  
two y e a r s .  The number o f  f i n a n c i a l  i n t e r m e d i a r y  p a r t i e s  
o u t s i d e  t h e  Exchange grows;.  as w e l l  a s  t h e  number of i s s u i n g '  
e n t i t i e s  u h i c h  r e g i s t e r e d  i s s u ' e  o f  t h e i r  s e c u r ' i t i e s  a t  t h e  
H i n i s t r y  of F i n a n c e ,  and t h e  t o t a l  volume of  t h e i r  i s s u e .  

A t  t h e  same t i m e ,  f u r t h e r  deve lopmen t  of t h e  n a t i o n a l  
s e c u i i t i e s  marke t  is  r e s t r i c t e d  by  a number .of o b j e c t i v e  and 
s u b j e c t i v e  f a c t o r s ,  i n  p a r t ,  by  t h e  c r i s i s  cond , i t i ons  i n  t h e  . . 
economy, by d i s c r e p a n c i e s  be tween t h e  e x i s t i n g  l e g i s l a t i v e  
b a s i s  and t h e  r e a l i t i e s  o f k o c i a l  l i f e ,  t h e  i nadequa te  s t a t e  
r e g u l a t i o n  of . t h e  m a r k e t ,  p s y c h o l o g i c a l  unprepa redness  of  
t h e  p o p u l a t i o n  f p r  o p e r a t i o n s  w i t h  s e c u r i t i e s . e t c .  

U k r a i n e  w i l l  b e  u n a b l e  t o  overcome t h e  economic c r i s i s  
w i t h o u t  c r e a t i o n ' o f  t h e  d e v e l o p e d  s e c u r i t i e s  market .  To t h a t  
end: a  number o f  u r g e n t  m e a s u r e s  a r e  neces s ' a ry  t o  be  t a k e n ,  
u h i c h  w i l l  b e  aimed a t  a c c e l e r a t i n g  t h e  p r i v a t i z a t i o n  
p r o c e s s e s ,  i s s u i n g  t h e  ' s t a t e  s e c u r i t i e s ,  . amending t h e  
e f f e c t i v e  l e g i s l a t i o n  w i t h  r e s p e c t i v e  a c t s ,  e s t a b l i s h i n g  t h e  
s t a t e  b o d i e s  f o r  management and  s u p e r v i s i o n  ove r  f u n c t i o n i n g  
o f  t h e , s e c u r i t i e s  m a r k e t .  . . . . 

2 .  ~ e ~ u i r e m e r i t s  of  Hodern f n t e r n a t i o n a l  S t a n d a r d s  
The i n t e r n a t i o n a l  p r a c t i c e  . p r o v e s  i t  t h a t  t h e  s e c u r i t i e s  

m a r k e t  u n a v o i d a b l y  e v o l v e s  . f r o m  c h a o t i c  and f r a g m e n t a r y  
s t a g e  t o  u n i f o r m i t y ,  c e n t r a l i z a t i o n ,  and s t a t e  r e g u l a t i o n .  
T h i s  is - c h a r a c t e r i s t i c  f o r  t h e  e n t i r e  system of marke t  
r e l a t i o n s  - b o t h  w i t h i n  one  c o u n t r y  and i n  i n t e r n a t i o n a l  
f i n a n c i a l  and economic r e l a t i o n s .  . 

The p r i n c i p a l  f e a t u r e s  and  p r i n c i p l e s  o f  f u n c t i o n i n g  of  
s u c h  p a r k e t  a r e  i t s  u n i f o r m i t y ,  c e n t r a l i z a t i o n ,  
t r a n s p a r e n c y ,  % t i l i z a t i o n  of  e l e c t r o n i c  sys t ems  of  
s e c u r i t i e s  c i r c u l a t i o n .  - 

The m a j o r i t y  of  c o u n t r i e s  implement  t h e s k  p r i n c i p l e s  i n  I 
a c c o r d a n c e  w i t h  recommendat ions  o f  t h e  "Group of T h i r t y "  - 
an i n t e r n a t i o n a l  o r g a n i z a . t i o n  of  i n d e p e n d e n t  e x p e r t s ,  which 
d e v e l o p s  s t a n d a r d s  f o r - f i n a n c i a l  m a r k e t s .  

The model f o r  t h e  s e c u r i t i e s  marke t  o r g a n i z a t i o n ,  
a c c o r d i n g  t o  t h e  "Group of T h i r t y "  recommendations, 
e n v i s a g e s  t h e  f o l l o w i n g  

- b r o a d - s c a l e  u t i l i z a t i o n  o f  s t a n d a r d  c o d e s  (ISIN c o d e s )  
f o r  s a l e s  and d e l i v e r i e s  o f  s e c u r i t i e s ;  

- s t r i c t  compl i ance  w i t h  t h e  l i s t i n g  r e q u i r e m e n t s  
( a d m i s s i o n  of  s e c u r i t i e s  f o r  q u o t a t i o n ) ;  

- o p e n n e s s  of  i n f o r m a t i o n  a b o u t  companies  whose s e c u r i t i e s  



a r e  q u o t e d  a t  t h e  s t o c k  e x c h a n g e ;  t h e s e  c o m p a n i e s  a r e  
o b l i g a t e d  t o  p r o v i d e  s u c h  i n f o r m a t i o n ;  

- d e t e r m i n i n g  and  p u b l i c a t i o n  o f  d a t a  on t h e  s e c u r i t i e s  
r a t e s ,  a b i d i n g  b y  t h e  p r i n c i p l e  of p a r i t y  o f  i n v e s t o r s ;  

- p r e v e n t i n g  e m e r g e n c e  o f  u h o r g a n i z e d  p a r a l l e l  m a r k e t s  
u n d e r m i n i n g  l i q u i d i t y  o f  t h e  c e n t r a l i z e d  m a r k e t ;  

- r e l i a b i l i t y  o f  t h e  s t o c k  e x c h a n g e  m a r k e t ,  t h r o u g h  t i m e l y  
a n d  s a f e  d e l i v e r y  o f  s e c u r i t i e s ,  a n d  mone ta ry  p a y m e n t s  f o r  
t h e m ,  v i a  t h e  s y s t e m  w h i c h  is a c t i v e  a t  t h e  moment t h a t  t h e  
a g r e e m e n t  is c o n c l u d e d  . , 

W i t h  t h e  v i e w  o f  u n d i s p u t a b l e  a d v a n t a g e s  o f  t h e  
c e n t r a l i z e d  m a r k e t  a n d  t h e  p o s s i b i l i t i e s  i t  p r o v i d e s  t o  
n a t i o n a l  b a n k s  f o r  e n t e r i n g  t h e  i n t e r n a t i o n a l  f i n a n c i a l  
s y s t e m ,  i t  is t h i s  system t h a t  E a s t  European  and  B a l t i c  
c o u n t r i e s ,  C h i n a  and  V i e t n a m  s e l e c t e d .  

, 
3. The  B a s i s  f o r  t h e  S e c u r i t i e s  H a r k e t  F o r m a t i o n  i n  

U k r a i n e  - - -  . . 

U k r a i n e  h a s  a u n i q u e  o p p o r t u n i t y  ' t o  a v o i d  . t h e  
t r i a l - a n d - e r r o r  way w h i c h  o t h e r  c o u n t r i e s  had t o  c o v e r  i n  
t h e i r  d e v e l o p m e n t ,  a n d  t o  s t a r t  b u i l d i n g  i t s ; s e c u r i t i e s  
m a r k e t  i m m e d i a t e l y ,  b y  t h e .  b e s t  E u r o p e a n  a n d ,  i n t e r n a t i o n a l  

- m o d e l s .  ' F o r  t h i s ,  t h e  o r g a n i z a t i o n a l ,  m a t e r i a l ,  t e c h n i c a l  + 

and p r a c t i c a l  p r e r e q u i s i t e s  have b e e n  c r e a t e d  - i n  t h e  
c o u n t ; r y .  . 

. . T h e  U k r a i n i a n  s t o c k  . ~ x c h & ~ e  - a j o i n t - s t o c k  company 

w h i c h ,  t o g e t h e r  u i t h  i t s  a f f i l i a t e s  and  b r o k e r  o f f i c e s  
a s s i s t s  l e g a l  e n t i t i e s  a n d  p r i v a t e  i n d i v i d u a l s  i n  r e a l i z i n g  
t h e i r  r i g h t s  t o  b u y  a n d  s e l l  s e c u r i t i e s  t h r o u g h o u t  t h e  
c o u n t r y ,  is o p e r a t i o n a l .  .The  USE g r a d u a l l y  r e o r g a n i z e s  i t s  
s t r u c t u r e  and t h e  b a s i s  ' f o r  . a c t i v i t i e s ,  p a s s i n g  . f r o m  ' t h e  
p r . i r i c i p l e  o f  a j o i n t - ' s t o c k  p a r t n e r s h i p  t g  t h a t  o f  a f r e e .  
a s s o c i a t i o n .  ' I n  ' f u t u r e ,  t h i s  w i l l  a l l o w  a n y  company,  
e n t e r p r i s e ,  s e c u r i t i e s  t r a d e r ,  which/who s a t i s f y  c e r t a i n  
r e q u i r e m e n t s ;  t o  become member o f  t h e  Exchange.  . 

Under  t h e  Exchange ,  t h e . C e n t r a 1  S e c u r i t i e s  D e p o s i t o r y  was  
c r e a t e d , .  and a n  e l e c t r o n i c  c i r c u l a t i o n  s y s t e m ,  i n  t h e  f o r m  
o f  c o m p u t e r i z e d  a c c o u n t  e n t r i e s ,  was i n t r o d u c e d .  T h i s  
p r o v i d e s  f o r  t h e i r .  f u n c t i o n i n g  a s  t h e  n a t i o n a l  s e c u r i t i e s  
q u o t a t i o n  and c i r c u l a t i o n  s y s t e m ;  a l l o w s  t o  r e n d e r  
a s s i s t a n c e  t 6  t h e  s t a t e  e n t e r p r i s e s  u n d e r g o i n g  i n c o r p o r a t i o n  
a n d  p r i v a t i z a t i o n .  On t h e  p r i v a t i z a t i o n  s t a g e ,  l a r g e  
s , t a t e - o w n e d  e n t e r p r i s e s  u n d e r g o i n g  i n c o r p o r a t i o n  ( p a r t  of 
t h e i r  p r o p e r t y  r e m a i n i n g  i n  t h e  s t a t e  o w n e r s h i p ) ,  make' t h e  
i n i t i a l  p l a c e m e n t  o f  t h e i r  s t o c k  t h r o u g h  t h e  USE 

T h e  p r i n c i p a l  e l e m e n t s  o f  t h e  c e n t r a l i z e d ' '  s e c u r i t i e s  
c i r c u l a t i o n  s y s t e m  w i l l  be 

t h e  USE as t h e  s i n g l e  p l a c e  f o r  q u o t a t i o n  ( d e t e r m i n i n g  t h e  
r a t e r s )  o f  s e c u r i t i e s ,  a c c e p t e d  f o r  c i r c u l a t i o n  and  
q u o t a t i o n  a t  t h e  e x c h a n g e ;  - t h e  s i n g l e  C e n t r a l  S e c u r i t i e s  ~ e ~ o s i t o r y  u n d e r  t h e  USE, 
w h i c h  e n s u r e s  c i r c u l a t i o n  o f  s e c u r i t i e s  i n  t h e  f o r m  o f  
c o m p u t e r i z e d  a c c o u n t  e n t r i e s ,  and o p e r a t e s  i n  t h e  f r a m e w o r k  
o f -  - t h e  u n i f o r m  s o f t w a r e  o f  t h e  "Exchange - D e p o s i t o r y  - 
C l e a r i n g  Bank" s y s t e m ;  

- t h e  s T n g l e  c l e a r i n g  b a n k ,  which is c r e a t e d  on t h e  b a s i s  
o f  t h e  " U k r a i n a "  J o i n t - S t o c k  Bank i n  o r d e r  . t o  . e n s u r e  



s e t t l e m e n t s  b y  a g r e e m e n t s  c o n c l u d e d  f o r  p u r c h a s e  and  s a l e  o f  
s e c u r i t i e s ,  payment  o f  d i v i d e n d s  e t c .  ; 

- b r o k e r  o f f i c e s  ( b r o k e r s ) ,  b r o k e r  b a n k s ,  w h i c h  a r e  
r e g i s t e r e d  w i t h  t h e  USE and  a r e  p a r t n e r s  i n  t h e  C e n t r a l .  
D e p o s i t o r y  and  t h e  C l e a r i n g  Bank;  

- . b a n k ,  i n v e s t m e n t  f u n d s  a n d  c o m p a n i e s ,  t r u s t  . 
p a r t n e r s h i p s ,  o t h e r  t r a d e r s  i n  s e c u r i t i e s  which are  n o t  t h e  
USE b r o k e r s ,  b u t  u h i c h  became p a r t n e r s  i n  t h e  C e n t r a l  
D e p o s i t o r y  and  t h e  C l e a r i n g  Bank;  

- i s s u i n g  e n t i t i e s ,  t h e  s e c u r i t i e s  o f  which  a r e  a c c e p t e d  
f o r  c i r c u l a t i o n  and q u o t a t i o n  a t  t h e  USE, and  w h i c h  a r e  
p a r t n e r s  i n  t h e  C e n t r a l  D e p o s i t o r y .  

The s u p r e m e  Exchange  C o m m i t t e e ,  w h i c h  e x e r c i s e s  c o n t r o l  
o v e r ,  and r e g u l a t e s  t h e  a c t i v i t i e s  o f ,  a l l  t h e  e l e m e n t s  o f  
t h e  c e n t r a l i z e d  s e c u r i t i e s  c i r c u l a t i o n ,  d e t e r m i n e s  t h e  
p r o c e d u r e s  and  r u l e s  f o r  o p e r a t i o n s  w i t h  s e c u r i t i e s ,  and  
a g r e e m e n t s  i n  c o n n e c t i o n  w i t h  s u c h  p a p e r s .  

F o r m a t i o n  i n  U k r a i n e  o f  t h e  c e n t r a l i z e d  s t o c k  m a r k e t  w i l l  
b r i n g  a b o u t  a s i g n i f i c a n t  e c o n o m i c  e f f e c t  a n d ,  a t  t h e  same 
t i m e ,  w i l l  i n h i b i t  d e v e l o p m e n t  o f  n e g a t i v e  p r o c e s s e s  i n  t h e  
economic ,  p o l i t i c a l ,  and  s o c i a l  s p h e r e s .  The c e n t r a l i z e d  
s t o c k  m a r k e t  i s  t h e  l e v e r  by w h i c h  e c o n o m i c ,  a s  w e l l  a s  
p o l i t i c a l  and  s o c i a l  r e l a t i o n s  a r e  r e g u l a t e d .  A s  r e g a r d s  
m a c r o e c o n o m i c s ,  i t  a l l o w s  t h e  s t a t e  a u t h o r i t i e s  t o  r e c e i v e  
t h e  c u r r e n t  d a t a  a b o u t  t h e  g e n e r a l  m a r k e t  b a l a n c e ,  and  t o  
d i r e c t l y  c o n t r o l ,  i t s  s t a t u s ,  a n d  p r e v e n t  e m e r g e n c e  o f  c r i s i s  
s i t u a t i o n s .  S t a b i l i t y  o f  t h e  m a r k e t - e n h a n c e s  t r u s t  on  p a r t  
o f  t h e '  p o p u l a t i o n  t o w a r d  s e c u r i t i e s ,  f a c i l i t a t e s  a t t r a c t i o n  
o f  f o r e i g n  i n v e s t m e n t s ;  t h e  e x i s t e n c e  o f  t h e  s i n g l e  
q u o t a t i o n  c e n t e r  c r e a t e s  c o n d i t i o n s  f o r  t h e  h e a l t h y  
c o m p e t i t i o n  b e t w e e n  t r a d e r s ,  and p r e s e r v e s  g u a r a n t e e s  f o r  

. i n v e s t o r s  B n d  i s s u i h g  . e n t i t i e s .  

' 4 .  S e c u r i t i e s  and  o p e r a t i o n s  w i t h  .Them, . a t  t h e  S t o c k  
Exchange  I 

Only  t h o s e  s e c u r i t i e s  s h a l l  b e  a d m i t t e d  f o r  
p u r c h a s e - a n d - s a l e  o p e r a t i o n s  a t  t h e  s t o c k  e x c h a n g e  and  t h e  
m a r k e t  o u t s i d e ,  w h i c h  a r e  d e t e r m i n e d  b y  t h e  e f f e c t i v e  
l e g i s l a t i o n .  .-  . I 

S e c u r i t i e s  q u o t e d  : a t  t h e  U k r a i n i a n  . S t o c k  . E x c h a n g e ,  a r e  
d i v i d e d  in . to  t h r ' e e  g r o u p s .  

The f i r s t  g r o u p  e n c o m p a s s e s  s e c u r i t i e s  i s s u e h  b y  e n t i t i e s  
w i t h  a h i g h  e c o n o m i c  p o t e n t i a l ,  h i g h l y  e f f i c i e n t  and  
f i n a n c i a l l y  s t a b l e  c o m p a n i e s .  T h e  i s s u i n g  e n t i t y  is 
r e s p o n s i b l e  f o r  t h e  e c o n o m i , ~  and l e g a l  i n f o r m a t i o n  i t  
p r o v i d e s .  

The s e c o n d  g r o u p  e n c o m p a s s e s  s e c u r i t i e s  i s s u e d  by e n t i t i e s  .. 
t h e  economic  p o t e n t i a l  o f  u h i c h  i s  e s t i m a t e d .  a s  s u f f i c i e n t  
f o r  a d m i t t i n g  them t o  o f f i c i a l  q u o t a t i o n .  I n  t h a t  c a s e  t h e  
i s s u i n g  e n t i t y  may p r o v i d e  t h e  m i n i m a l  i n f o r m a t i o n ,  which  
n e e d s  t o  b e  p r o v i d e d  f o r  t h e  s t o c k  m a r k e t .  

The s e c o n d  g r o u p  is composed o f  s e c u r i t i e s  w h i c h \ w e r e . n o t  
a d m i t t e d ,  o r  t h e i r  i s s u i n g  e n t i t i e s  d i d  n o t  r e q u e s t  a n y  
o f f i c i a l  q u o t a t i o n .  I n  t h i s  c a s 4 ,  t h e  USE is n o t  r e s p o n s i b l e  
f o r  v e r i t y  o f  i n f o r m a t i o n  a b o u t  s u c h  s e c u r i t i e s .  

T h i s  s y s t e m  o f  q u o t a t i o n  a l l o w s  t o  e n s u r e  a  c e r t a i n  s a f e t y  
l e v e l  f o r  i n v e s t o r s ,  t r a n s p a r e n c y  o f  t h e  s e c u r i t i e s  m a r k e t ;  
t o  e f f e c t i v e l y  c o m p a r e  demand and  o f f e r ,  t o  m a i n t a i n  
c l e a r i n g  p r o c e s s e s .  

P h y s i c a l  s e c u r i t i e s  ( p a p e r s ) ,  b o t h  i n s c r i b e d  and  d rawn f o r  
b e a r e r ,  as  w e l l  as  s e c u r i t i e s  i n  t h e  d e - m a t e r i a l i z e d  f o r m ,  
d rawn f o r . b e a r e r ,  a r e  a c c e p t e d  f o r  q u o t a t i o n  a t  t h e  USE and  
f o r  s t o r a g e  and  a c c o u n t i n g  a t  t h e  C e n t r a l  D e p o s i t o r y .  The 
m a t e r i a l i z e d  fo rm o f  t h e  s e c u r i t i e s  c i r c u l a t i o n  w i l l  b e  
p r e s e r v e d  f o r  t h e  t r a n s i t o r y  p e r i o d .  

The e l e c t r o n i c  s y s t e m  o f  s e c u r i t i e s  c i r c u l a t i o n  h a s  a  - - . -  . 

. - - . . . - * . . . .  - . .  



number  o f  s i g n i f i c a n t  a d v a n t a g e s  t h e  f u l l  s a f e t y  o f  t h e i r  
s t o r a g e ,  r e d u c t i o n  o f  t h e  p e r i o d  f o r  s e t t l e m e n t ,  t h e  
p o s s i b i l i t y  f o r  i n t r o d u c t i o n  o f  s t a n d a r d  a c c o u n t i n g  r o u t i n e .  
I t  a l l o w s ,  w i t h o u t  i n c u r r i n g  e x t r a  m a t e r i a l  e x p e n d i t u r e s ,  t o  
c o n d u c t  a n y  o p e r a t i o n s  w i t h  s e c u r i t i e s  new i s s u e s ,  i n c r e a s e  
o f  t h e  s t o c k  n o m i n a l  v a l u e ,  c o m b i n a t i o n s  of  s e c u r i t i e s  a t  
m e r g e r  o f  j o i n t - s t o c k  p a r t n e $ s h i p s ,  t h e i r  a s s i m i l a t i o n  e t c .  
T h e  p r i n c i p a l  f e a t u r e s  o f  t h e  s y s t e m  a r e  r e l i a b i l i t y ,  low 
c o s t ,  r a p i d i t y  o f  i s s u i n g  and  c i r c u l a t i o n  o f  t h e  s e c u r i t i e s .  

The  f o r - b e a r e r  f o r m  o f  s e c u r i t i e s  s i m p l i f i e s  t h e i r  
a c c o u n t i n g ,  and  t h e  p r o c e d u r e  f o r  c o n c l u d i n g  a g r e e m e n t s .  A t  
a n y  moment t h e  i s s u i n g  e n t i t y ,  which  c h o s e  t h a t  f o r m ,  may 
r e c e i v e  f r o m  t h e  C e n t r a l  D e p o s i t o r y  t h e  c o m p l e t e  l i s t  o f  
h o l d e r s  o f  i t s  s e c u r i t i e s .  A t  t h e  same t i m e ,  i n s c r i b e d  s t o c k  
is q u o t e d ,  a s  is s t i p u l a t e d  by  t h e  a p p l i c a b l e  l a w .  
Q u o t a t i o n  o f  s e c u r i t i e s  a t  t h e  USE i s  c o n d u c t e d  by  way o f  
f i x i n g  t h e i r  r a t e  is  d e t e r m i n e d  by  c o m p a r i s o n  o f  demand a n d  
o f f e r ,  a t  a c e r t a i n  moment ,  a n d  r e m a i n s  . unchanged  i n  t h e  
p e r i o d  b e t u e e n  t h e -  t e n d e r s .  I n  t h e ,  f u t u r e ,  c o n t i n u o u s  
q u o t a t i o n  o f  t h e  m o s t  a c t i v e  s e c u r i t i e s  may b e  i n t r o d u c e d .  

A g r e e m e n t s  a r e  c o n c l u d e d  a c c o r d i n g  t o  t h e  ' p r i n c i p l e  
" d e l i v e r y  a g a i n s t  p a y m e n t " ,  w h i c h . e n s u r e s  i n t e r a c t i o n  o f  t h e  
USE,  th,e C e n t r a l  D e p o s i t o r y ,  and t h e  C l e a r i n g  Bank.  T h i s  

' p r i n c i p l e  e n s u r e s  t h e  h i g h e s t  s a f e t y  l e v e l ,  as  .it e x c l u d e s  
s i t u a t i o n s  when . o n e  o f  t h e  p a r t i e s  t o  . t h e  .agreem'ent  may 
r e t a i n  b o t h  t h e  s e c u r i t i e s ,  and t h e  f u n d s  p a i d  ' f o r  t h e m .  

. C o n s t a n t  c o n t r o l  o v e r  a c c o u n t i n g  b a l a n c e s  ( t h e  sum o f  
s e c u r i t i e s  . i s s u e d  e q u a l - s  t h e  sum o f  s e c u r i t i e s  i n  t h e  
r e g i s t e r s ;  t h e  sum o f  s e c u r i t i e s  i n  e a c h  o f  t h e  r e g i s t e r s  a t  
t h e  C e n t r a l  D e p o s i t o r y  e q u a l s  t h e  sum o f  s e c u r i t i e s  a t  
c l i e n t s '  a c c o u n t s )  a l l o w s  t o  e x c l u d e  " d o u b l e  a c c o u n t i n g " .  

T h e  e l e c t r o n i c  s y s t e m  o f  s e c u r i t i k s  c i ? c u l a t i o n  a l l o w s  t o  
f o l l o w  e a c h  s t a g e  o f  movement  o f  s e c u r i t i e s  and f u n d s ,  f o r  
e q c h  a g r e e m e n t ,  - - f r o m  .bar ik  o r d e r - s  and  . a g r e e m e n t s  b e t u e e n  
m a r k e t  b r o k e r s ,  t o  s t a n d i i r d i z k d  s e t t l e m e n t s .  A 1 1  t e n d e r s ' a r e  
he-Id o n  t h e  d a t e  o f  t e n d e r  - T ,  and  a g r e e m e n t s  a r e  c o m p l e t e d  
w i t h i n  t h e  T + 4  t e m p o r a l  limits. I n  t h e  f u t u r e ,  t r a n s i t i o n  t o  
t h e  T + 4  t e m p o r a l  l i m i t s . w i l 1  b e  made, which  c o r r e s p o n d s . t o  

r : 
t h e  r e c o m m e n d a t i o n s  - b y  t h e  "Group o f  T h i r t y " .  . . ,, :.. . 

I n  t h e  c o u r s e  o f  t h e - s t a t e  p r i v a t i z a t i o n  p rogram,   the'^^^ 
w i l l  g i v e  p r e f e r e n c e  f o r  a d m i s s i o n  Eor  t e n d e r s ,  a c c e p t a n c e  
f o r  . a c c o u n t i n g ,  s t o r a g e ,  and  f o r  o p e r a t i o n s  i n  . ' t h e  . 
d e - m a t e r i a l i z e d  f o r m  , a t  t h e  C e n t r a l  D e p o s i t o r y ,  t o  t h e  
p r i v a t i z a t i o n  p a p e r s  ( c e r t i f i c a t e s ) ,  s t o c k  ' a n d  b o n d s  o f  
c o r p o r a t e  e n t e r p r i s e s  f o r  a s s e s s i n g  t h e  r e a l  v a l u e  o f  
p r o p e r t y  t o  b e  p r i v a t i z e d .  / 

The  i n t e r m e d i a r y  b e t w e e n  t h e  i s s u i n g  e n t i t y  and  t h e  
i n v e s ' t o r  a t  t h e  s t o c k  e x c h a n g e  m a r k e t  is a  b r o k e r .  T h e  
b r o k e r  a c t s  as a  c o n t r a c t o r  who/uhich e n s u r e s  e q u a l i t y  p f  
a l l  c l i e n t s ,  a n d  e q u a l  c o n d i t i o n s  . f o r  them.  .The b r o k e r  is  
f u l l y  r e s p o n s i b l e  f o r  c o r r e c t  and  t i m e l y  f u l f i l l m e n t  o f  
c l i e n t s '  o r d e r s  

5. S e c u r i t i e s  k a r k e t  G t s i d e  t h e  Exchange  
A l o n g s i d e  t h e  c e n ' t r a l i z e d  s t o c k  e x c h a n g e  m a r k e t ,  t h e  

o u t s i d e  s e c u r i t i e s  m a r k e t  . f u n c t i o n s  i n  U k r a i n e  .- I t s  
. . i n f r a s t r u c t u r e  is c o m p o s e d  o f  i n v e s t m e n t  f u n d s ,  i n v e s t m e n t  

c o m p a n i e s ,  t r u s t  p a r t n e r s h i p s ,  h o l d i n g  c o m p a n i e s ,  i n s u r a n c e  
c o m p a n i e s ,  o t h e r  l e g a l  e n t i t i e s  w h i c h ,  i n  a c c o r d a n c e  w i t h  
t h e  Law o f  U k r a i n e  "On S e c u r i t i e s  and t h e  S t o c k  Exchange". 
may c o n d u c t  i n t e r m e d i a r y ,  commiss ion  and c o m m e r c i a l  
o p e r a t i o n s  w i t h  s e c u r i t i e s ;  and  a l s o  a u d i t i n g  and c o n s u l t i n g  
o r g a n i z a t i o n s .  I n d e p e n d e n t  f i n a n c i a l  i n t e r m e d i a c i e s  may f o r m  
a s s o c i a t i o n s  and  o t h e r  u n i o n s  i n  o r d e r  t o *  c o o r d i n a t e  t h e i r  
w o r k ,  c o n d u c t  j o i n t  a c t i v i t i e s ,  p r o t e c t  t h e i r  i n t e r e s t s  e t c .  . . _  . .. --,. :.> 



T h e  s e c u r i t i e s  m a r k e t -  o u t s i d e  t h e  e x c h a n g e  is n o t  an  
a l t e r n a t i v e  t o  t h e  s t o c k  e x c h a n g e  m a r k e t ,  b u t  c o m p l e m e n t s  
a n d  e x p a n d s  i t ,  b o t h  a t  t h e  s e c o n d a r y  a n d ,  w h a t  .is 
e s p e c i a l l y  i m p o r t a n t ,  a t  , t h e  p r i m a r y  l e v e l .  ;The p r i m a r y  
p l a c e m e n t  o f  v a r i o u s  c o m p a n i e s '  s e c u r i t i e s  may b e  e f f e c t e d  
by u a y  o f  p r e - p a y m e n t ,  open  s a l e s  o r  a u c t i o n s .  

A f t e r  t h e  , USE p a s s e s  on t o  t h e  p r i n c i p l e  of f r e e  
a s s o c i a t i o n ,  a n y  f i n a n c i a l  i n t e r m e d i a r y  n i l l  b e  a b l e  t o  
become a member o f  t h e  s t o c k  e x c h a n g e ,  and by d o i n g  s o  t o  
e x p a n d  t h e  s p h e r e  o f  i t s  a c t i v i t i e s ,  and h a v e  t h e  
p o s s i b i l i t y  t o  a c c e s s  t h e  e l e c t r o n i c  s e c u r i t i e s  c i r c u l a t i o n  
s y s t e m .  

D e a l e r s  i n  s e c u r i t i e s ,  i f  t h e y  w i s h ,  may b e  p a r t n e r s  i n  
t h e  C e n t r a l  S e c u r i t i e s  D e p o s i t o r y  u n d e r  t h e  U k r a i n i a n  S t o c k  
E x c h a n g e .  H e m b e r s h i p  i n  t h e  D e p o s i t o r y  w i l l  h e l p  them 
r e g u l a t e  a l l  a g r e e m e n t s  o u t s i d e  t h e  s t o c k  e x c h a n g e  a t  
p r i m a r y  p l a c e m e n t  o f  t h e i r  s e c u r i t i e s ,  a t  o p e r a t i o n s  w i t h  
t h e  p a p e r s  o f  o p e n  i n v e s t m e n t  f u n d s ,  r e - d e l i v e r y  b e t u e e n  
d e p o s i t o r s  e tc . , '  .and a l s o  n i l l  p r o v i d e  f o r  s e t t l e m e n t s  o f  
t h e  " d e l i v e r y  a g a i n s t  payment"  t y p e .  

The  s e c u r i t i e s  m a r k e t  is b a s e d  on m u t u a 1 . t r u s t  a n d  r e s p e c t  
o f  a l l  i t s  p a r t i c i p a n t s ,  on u n i f o r m  r u l e s  o f  p r o f e s s i o n a l  
and e t h i c a l  b e h a v i o u r ,  u n i f o r m  t e r m i n o l o g y .  

6 .  ~ r i n c i p i e s  f o r  R e a l i z a t i o n  'of t h e  N a t i o n a l  S t o c k  H a r k e t  
. .  F u . n c t i o n s .  

1 A l l  s u b j e c t s  a t  t h e  U k r a i n i a n  . s t o c k  m a r k e t  a d v e r t i s e  
s e c u r a t i e s  as o n e  o f  t h e  e f f e c t i v e  and d e p e n d a b l e  ways f o r  
i n v e s t m e n t ,  and  i n c r e a s e  o f  incomes .  N e c e s s a r y  f i n a n c . i n g  is 
p r o v i d e d  - f o r  ' r e s p e c t i v e  t i n f o r m a t i o n ,  a d v e r t i s i n g ,  

,' e d u c a t i o n a l  a n d  t r a i n i n g  a c t i v i t i e s .  . . 
T h e  s e c u r i t i e s  m a r k e t  p e r f o r m s  i m p o r t a n t  ' s o c i a l  : and  

e c o n o m i c  . f u n c t i o n s .  Accurnu la t~ ion  ' o f  m o n e t a r y  u n i t s '  c u r r e n t l y  
. i n  c i r c u l a t i o n  ( w i t h  u t i l i z a t i o n  , .  o f  ' t h e  s t o c k  :.market . 

p o t e n t i a l s )  . f a c i l i t a t e s  s t a b i l i z a t i o n  o f  t h e  ' b u d g e t ,  and  
financial ' s t a t u s  o f  t h e  s t a t e  a s  a w h o l e ,  c r e a t e s  c o n d i t i o n s  

s fo r  p e n e t r a t i o n  o f  U k r a i n i a n  e n t e r p r i s e s '  s e c u r i t i e s  i n t o  
t h e  i n t e r n a t i o n a l  s t o c k  m a r k e t ,  and a t t r a c t i o n  of f o r e i g n  . . 
i n v e s t m e n t s  t o  t h e  U k r a i n i a n  economy. ' . . . 

O r g a n i z a t i o n  o f  ' t h e  U k r a i n i a n  s t o c k  m a r k e t  by t h e  
c e n t r a l i z e d  m o d e l ,  a p p l i c a t i o n  of t h e  ' E u r o p e a n - s t a n d a r d  
s o f t w a r e ,  u i l l  a l l o w  t o  a d a p t ,  i n  a f a s t  a n d  n a t u r a l ' m a n n e r ,  
the U k r a i n i a n  m a r k e t  t o  , i n t e r n a t i o n a l  r e q u i r e m e n t s ,  t o  
c r e a t e  c o n d i t i o n s  f o r  f o r e i g n  i n v e s t o r s ,  w h i c h  uould '  b e  
s i m i l a r  t o  t h o s e  e x i s t i n g  i n  t h e  W e s t ;  i t  w i l l  h e l p  t h e  
d o m e s t i c  e n t r e p r e n e u r s  t o  e n t e r  t h e  i n t e r n a t i o n a l  f i n a n c i a l  
w o r l d  . 

F o r  q u o t a t i o n  ' of  f o r e i g n  s e c u r i t i e s  on t h e  U k r a i n i a n  
m a r k e t ,  t h e  USE u t i l i z e s  t h e  a d m i s s i o n  s y s t e m  ( l i s t i n g ) - f o r  
t h o s e  s e c u r i t i e s ,  w h i c h  m e e t s  t h e  i n t e r n a t i o n a l  s t a n d a r d s ,  
w i t h  a c c o u n t  t o  a p p l i c a b l e  l a w s  a n d  t h e  s t a t e  o f  t h e  
n a t i o n a l  m a r k e t .  

s i n g l e  s y s t e m ,  .which i n c l u d e s  t h e  n a t i o n a l  S t o c k  
Exch n g e ,  t h e  D e p o s i t o r y ,  and ' t h e  C l e a r i n g  Bank and t h e  
n e t w o r k  o f  t h e  USE l o c a l  b r a n c h e s ,  is i n t e n d e d  t o  c r e a t e  
c o n d i ' t i o n s  f o r  d e v e l o p m e n t  o f  v a r i o u s  f i n a n c i a l  s t r u c t u r e s ,  
i n c l u d i n g  i n v e s t m e n t  f u n d s ,  i n v e s t m e n t  c o m p a n i e s ,  t r u s t  
p a r t n e r s h i p s ,  h o l d i n g  companies ,  i n s u r a n c e  c o m p a n i e s ,  
c o n s u l t i n g  f i r m s ,  a u d i t i n g  o r g a n i z a t i o n s ,  i n d e p e n d e n t  
b r o k e r s  o f f i c e s .  

7 .  I n f o r m a t i o n  Hardware  S u p p o r t  f o r  t h e  S t o c k  H a r k e t  
T h e  s e c u r i t i e s  e l e c t r o n i c  c i r c u l a t i o n  i n  U k r a i n e  is b a s e d  

on h a r d u a r e  a n d  s o f t w a r e  f u n c t i o n i n g  a t  t h e  USE and t h e  
C e n t r a l  D e p o s i t o r y .  The  S t o c k  Exchange, u t i l i z e s  t h e  h i .gh ly  
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