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Foreword and Acknowledgments 

The Assistance to the Ukraman Securities and Stock Ma~ket State Commission 
(SSMSC) project was financed by the United States Agency for Internat~onal 
Development (USAID) The project was des~gned to ass~st the development of the 
adminrstrative, oiganizational, and regulatory capacity of the Commission, and to 
develop the legal and regulatory framework of Ulda~ne's cap~tal markets 

F~nanclal Markets Intemat~onal, Inc (FMf) values the dedlcat~on and excellent work 
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F~nanaal Markets Internat~onal, Inc. 

In 199 1, the Government of Ukrame (GOU) became Independent of the Soviet Union 
and embarked on the difficult and sometimes pamful trans~tion from a command 
economy to a market economy One Important aspect of this economic transition was 
the decislon by the GOU to create its own capital markets ~nfrastructure by passing 
the laws "On Business Associations," and "On Securities and the Stock Exchange " 
These two laws established the basic principles of securities markets in Uluaine, and 
were the startmng point for the GOU's amb~tious effort to create in a few years wiiat it 
took other counbies decades to accomplish 

In 1995, the Unlted States Agency for International Development (USAID) decided 
to increase its support for the accelerated development of a market economy in 
Ukraine Already pioviding ass~stance to the GOU for its Mass Privatization 
Program, USAID added assistance for projects related to the formation of the 
Securities and Stock Market State Commission (SSWfSC), an over-the-counter trading 
system (PFTS), and other capital markets institutions 

Financral Markets hternational, Inc (FMI) was selected 1x1 June,1996 by USAID to 
assist the development of capital markets structures m Ukrame, worlung w~th  and 
through the SSMSC FMIYs specific tasks included 

Developing the SSMSCYs organizational, admrmstrative, and 
regulatory capacity, 

Improving the legal and regulatory framework of the sec~witles 
markets, with particular focus on 

(a) corpoiate governance through corporate disclosure m accoidance 
with internationally accepted laws and accountmg standsuds, 

(b) drafting and gaimng Parliamentary approval of new laws and 
amendments to existing laws governing the caprtal marl~ets, 

Regulatmg market participants includmg SROs, securities traders, 
registrars, custod~ans, depos~tories, and investment funds, and 

Implementing an active traimg program foi the SSMSC, market 
participants, Issuers, and the general public on all aspects of the 
secm ities markets 

In addlt~on to assisting the SSMSC in the above areas FMI was tasked with 
implementing a corporate governance training program, beg~nn~ng in October 1996 
Because of several mvestor d~sputes related to the issue of the dilut~on of shareholdel 
rights through unlawful corporate governance practices, FMI was asked to ass~st in 



educating GOU officials capital marlcets participants, and the general public on 
cntical issues of financial dlscloswe and sliareholder lights The maln elements of 
this program, which expanded in 1997-98, included 

(1) Educating company management on corporate governance "best piactices" 
and shxeholders lights, 

(2) Assistrng in the preparation of annual reports m accordance with 
~nternationally accepted laws and accounting standards, and 

(3) Assisting in the preparation of all coipolate governance documentation 
such as notices of annual general meetings and proxies 

When USAID began its ass~stance to the Securities Commission, there were a total of 
5 SSMSC employees There are now ovei 550 capable employees in the central and 
25 regional offices The SSMSC today has broad authonty 01 er the entlre securities 
markets, iilcluding authonty to issue regulations, establ~sh public d~sclosure practices, 
and sanctlon market participants for iinpropei conduct (See Appendzx I for 
Orgamzatzonal Chart) 

FMI is pleased to have helped develop the teclmical capacity of the Commission and 
the legal and iegulatory framework for secuities markets in Ukraine over the last two 
years Moieover, FMI is proud of lts effectwe efforts to help create an environment in 
which shareholder rights and financial drsclosure are taken seriously Some 
noteworthy FMI accomplishments include the following 

Drafted and secured approval by the SSMSC for ovei 40 securities market 
regulations and illstructions 

Developed market surveillance and disclosure methodologres and assisted the 
SSMSC in reviewmg issuer fillngs, 

Assisted the SSMSC in opening a Publrc Infomat~on Office (the first such office 
in the former Sovlet Union) which made issuer filings and annual reports available 
to the general public, 

Assisted the SSMSC in holding a high-level corporate governance conference to 
address Ukraine's current p~oblems and methods of remedying them, 

Conducted 17 major seminars across Ukrarne for Issuers, arbitration court judges, 
professors of economy and law, and jomlalists, 

Conducted 3 one-week long joint traning semnars for SSMSC employees from 
all reglonal offices, 

Produced 11 brochures and manuals on the stock market and shareholde~s' rights, 
and distiibuted over 7 million copies to Ulaaine7s citizens, 



Provided content f o ~  32 television infomercials, 33 radio shows, and numerous 
press and news services on all aspects of the cap~tal markets and sharel~olde~ 
rights, 

Actively participated in the formation and impleinentation of a corporate 
governance task folce in accordance wit11 the Memorandum of Understanding 
(MOU) between Uluanian Vice Plime Minister Tyhypko and U S Ambassador 
Mornlngstar The MOU focused manly on issues legarding corporate governance 
and international accounting standards (See Appendzx 2 for text of the MOU) 

Much remains to be accomplished in order to achleve fair, transparent, and sound 
capltal markets in Ukraine However, important steps in the rlght direction have been 
taken by the GOU with the assistance provlded by USAID Thls report revlews the 
effective efforts and accomplishments of USAID and FMI, working In collaboration 
with the SSMSC and other capital markets participants, to assist this development 
process from June, 1996 to Tune, 1998 



Ukraiaae Assnstance to the Securntnes and Stock Market 
State Commnss~on 

Pursuant to the 199 1 law ' On Secuiities and Stock Exchange " authority to regulate 
the securities markets was vested in the Ministry of Finance in Ukraine The 
Securit~es and Stock Market State Commassion (SSMSC) was established by 
Presidential Decree in July 1996, but was not given full authority over the secmities 
markets until passage of the law "On State Regulation of Securities Maikets in 
Ukraine" in December 1996 The SSMSC now has broad authority ovei the entlre 
securities markets, including authority to issue regulations, establish public disclosure 
practices, and sanction market partzcipants for impropei conduct FMI was contracted 
by USAID in June 1996 to provide technical expertise to support capital maket 
development in Ukraine The original Scope of Work (SOW) designated the SSMSC 
as FMI's Ukrainm counterpart, and FMI has woiked wth  the SSMSC since its 
formal creation FMI's Scope of Work, as amended, called for it to accomplish the 
followli1g 

(1) Develop the SSMSC's organizational, administrative, and regulatory 
cdpaclty 

(2) Improve the legal and regulatory framework of the securities markets with 
particular focus on 

a) corpoiate governance through corporate disclosure in accordance 
with internationally accepted laws and accounting standards, 

b) understanding and implementing regulations and instructions 

already adopted, and 
c) drafting and gaining Parliamentary approval of new laws and 

amendments to existing laws governing the capital markets 

(3) Regulating market participants including SROs, securities aaders, 
registrars, custodians, depositories and investment funds, and 

(4) Implementing an active traimng program for the SSMSC, market 
participants, issuers, and the general public on all aspects of the securities 
markets 

In addition to assisting the SSMSC, FMI was also tasked with impleinenting a 
corporate governance tralning program for diverse audiences, including corporate 
Issuers, regulators, journalists and judges, and the general public This financial 
disclosure and corporate governance education and training component became 
particularly significant, especially as a result of the numerous and highly publicized 



shareholder rights violatioils cases which have lolled Ukrame's capital makets The 
goals of this activity were 

(1) To educate company management on corporate governance best practlces 
and shareholder rights ~ssues, 

(2) To assist in the preparation of annual reports in accordance with 
rnternationally accepted accountlng standards and 

(3) To help prepare corporate governance issues and forms such as not~ces of 
annual general meetings and proxies 

At the beginning of the project, the SSMSC was a fledgling organization, with a few 
Conmiss~oners and a skeletal staff assigned the formidable task of regulating the 
capital markets There are now seven full-time Commissioners and a staff of over 550 
capable employees in the central and 25 regional offices The SSMSC today has broad 
authority over the enhre securities markets, including authoiity to issue regulations, 
establish public disclosure practlces, and sanctlon market participants for improper 
conduct For example, the SSMSC has recognized three organizations as self- 
regulatory organizations (PFTS - Over the Counter Trading System, PARD - 
Professional Associatlon of Registrars and Depositories, and UAIB - U1aainran 
Associatlon of Investment Business), and contmues to increase its knowledge and 
capacity f o ~  overseemg the capital markets 

The main objective of thls project was to create a regulatory institution which 
promotes and fosters transparency, integrity and lnvestor confidence in Ulu-aine's 
cap~tal marketc It was Important that the SSMSC not only develop an efficient and 
comprehensive capltal markets legal structure, but also develop the market momtoring 
and enforcement powel to enforce the relevant laws and regulations Also, there was 
a need to achleve a balance between the objective of ensuring investor protection, 
while at the same time avolding the creation of an oveily burdensome regulatory 
envi~onment which might stifle market growth In thls respect, FMI has assisted the 
SSMSC In drafting legulatlons which are fair and but not overly restrictive 

The specific task older objectives were 

1 1 o fully organize, train, and develop the capltal markets supervisoiy 
capacity of the SSMSC appropriate to the emerging securities market in 
Ukraine, 

2 To stiniulate development of a p01icy, legal and regulatory framework 
conducive to broad-based, competihve piivate capital markets growth, 

3 To provlde a comprehensive strategy foi creating or impioving 
mechanisms fox enforcement of corporate governance standards and 
shsueholders' lights as well as to provide effective training and education 
for five interested groups (officers and directors of enterprises, 



shareholders, investment funds, regulatory authorities, financial journalists 
and other media), 

4 To provide coordinated, focused and timely legal and policy advice, and to 
draft norinatwe acts in close cooperation wlth the SSMSC, 

5 To fostei licensing and delegat~on of regulatory authority by the SSMSC to 
self-regulatory organizatioiw for capital ma~ltets In the Ulu-ame, and 

6 To enhance the publlc inforrnatlon campaign related to securities insulcet 
development and corporate governance 



111 FMI Accompliashments 

FMI successfully completed all Task Order objectives and met or exceeded all project 
benchmarks FMI's accomplishments can be bioken down into two main divisions 
The first is corpoiate governance and encompasses corporate disclosure (including 
reporting in accordance with lnterndtional accounting standards (IAS)), corpoiate 
governance pilots, and corporate governance tranmg The second is legislative 
drafting and policy advlce, and encompasses the drafting of laws, regulations, 
instructions, etc for the securltles markets 

A Corpo~ ate Governance 

1 Corporate Disclosure 

FMI has assisted the SSMSC in imploving financial disclosue by Ultralimn issuers 
An mportant accoinpl~shment was the establishment in October, 1997, of the Public 
Infomatlon Office (PIO) at the SSMSC, wli~ch made mandatory issuer filings 
available to the general public (See Illustr~stzon I) This 1s the first of its kind in the 
former Soviet Unxon, and an important first step ln the formation of a transparent 
marketplace The office, whlch is similar m concept to the US SEC's Public 
Reference Room, currently provides information on ovei 674 Ukrainian companies 
Since its opening, the PI0 has ieceived more than 4500 market research mqunies, and 
provided over 2500 copies of PI0 materials to researchers 

Equally important is FM17s work m assisting the SSMSC to require issuers to file in 
accordance with IAS The Coinmission has already iequested that companies 
voluntarily do so, and this request has met with overwhelmingly positive iespoilses to 
comply The follotvlng are some further important accoinplishments in this area 

Methodology fol disclosure analysis 
Drafted "Momtormg of Plospectuses Published in October-December 1996' 
Developed detailed instructions for financial disclosure by issuers 
Drafted "Instructions for Completion of Annual Report? by issueis 
Developed "Methodology for Inspecticn of Securities Traders" 
Drafted "Accounting Standards and Rules for Custodians" 
Drafted "Methodology for Inspection of Custodians and Depositones" 
Drafted ' Disciplmiry Code" for SSMSC employees 
Prepared "Gmdel~nes for Record-keeping" 
Drafted "Requirements Specification for the Issuers' Reports Database ' 
Piepsued 140-page book "A Gwde to Preparation of Annual Reports 111 Uluaine 
in Accordance with SSMSC Regulations and International Accounting Standards" 

In addition to the disclosure methodolog~es, FMI has also assisted the SSMSC by 
advismg them in their mspections of regis.hars, Issuers, investment companies, trust 
companies, and securities traders As Illustratzon 2 shows, the SSMSC has 
significantly increased its mspections and enforcement of market participants 



COMMISSION PRESS OFFICE NEWS 
PkTBLPC INFORMATION OFPIICE OPENS ON NOVEMBER 12 

Ion November 12, 1997 the Ulcrainian Securities and Stock Market State Commission offic~ally 
opened a public mformation office at 1t7s central headqualters, located at 5 1 Gorkova Street m 
K~ev, Ukraine The office was made possible through assistance from USAID, and represents a 
significant step forward for Ulualne in its efforts to create an open and transparent securities 

market The office, slmilar in concept to the public ieference room at the US SEC, IS the first of 
its kind in the former Soviet Unron This wlll be useful for both domestic and fore~gn Investors 
because it wdl make it easier for them to obtaln information on the lagest publicly held 
compames m Ukrame 

he office currently offers annual and semi-annual reports for approximately 400 of the largest 
rivat~zed firms m Ukraine Thrs Includes such issuers as Ukrnafta, Ulur~chflot, Azot, Maltolth~in 
PZ "Galychyna", Lubnypharrn, Nyznodnieprovsky Truboprokatny Zavod, Naftolhim~lc, Motor 

Sich, State Joint Stock Energy Compan~es, etc However, because this is the first year In which 
coinpames have been required to file their reports, users of the PI0  may often find that certaln 
~equ~red  ~ilfo~rnatioa is missing The informat~on required m these reports pursuant to the 
Commissron's "Provis~onal Reguldtion on Filing Regular and Speclal Reports by Open Joint 
Stock Companies and Issuers of Corporate Bonds" 15 different from other types of financral 

for example reporting for tax purposes The Regulation requlres that lssuers disclose 
eir leal financial and economlc situation for the company as well as their future prospects 

n addlt~on reports filed with the Comm~ssion and avadable in the Publlc Informatron Office 
should coiltam a narrative sectlon to provide a11 the inteiested parties w~ th  more complehensive 
information on the company I 

Commission expects to include prospectuses and speclal reports among the informatron 
rovided over the next few months All documents can be viewed without a chalge, with a 

fee charged to receive a copy based on the length of the document 

company information provided by the office will be categorized by indusby and t h s  will also 
e helpful for general commelcial development Ultiainnn firms are currently being encouraged 

then annual reports as a way to advertrse then products 01 servlces In tills way, the office 
be used to brmg together p~uchasers wjlth plospectlve supplieis 

The Ukrainian Commlsslon expects that the drsclosure of inforrnatlon w1I1 ald 111 the development 
of both the stock maket and the Ulcrainlan economy The ult~mate goal of the office IS to provide 
information on the most actwely traded coinpanles m Ukraine_to all mterested parties The - 

hopes that the office will be used by potentla1 investois, traders, as well as financial 
ournallsts for analysis and comparison of traded compames and assessment of share prlces 
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Illustration 2: SSMSC Inspection Actrvity 



2 Corporate Governance Pllots 

FMI worked directly with seven companies oil a "pilot" basis in ordei to (1) ensure 
that at least a few issueis would be m compliance wth  coiporate governance "best 
practices" and IAS, and (2) test methodology for an expalwon or "roll-out" phase of 
this ploject act~vity The followmg are highlights of the pilot project, and a step-by- 
step summary of the entire process 

Selected seven plots for training 
e Conducted two training semlnars 

Drafted standard corporate governance forms 
* Attended annual shareholders' meetings to observe for compliance with good 

corporate governance pract~ces 
e Assisted m the preparation of annual reports in accordance w t h  IAS 

a) Cliteria for Pllots 

The companies eithei had to be profitable (on a Ministry of Finance accounting basis) 
or have a good busmess plan likely to make them profitable They had to be traded on 
an exchange or PFTS, or expect to be traded theie mthm the next year Top 
management had to commit to best practices with regard to disclosure and corporate 
govei-nance matters, md had to be wlling to provide corporate staff to prepare 
documents (annual report, not~ces of annual meetings, protocols for annual meetings, 
proxies, etc ) Finally, the companies could not have hired a Big Six accounting firm 
or have plans to do so 

b) Selection of Pilots 

Initially, eight plot  companies were selected to participate m the project However, 
three cornparues farled to submit drafts of their annual reports, and wele i eplaced mth  
two companies which expressed interest in participating 11-1 the project The resultmg 
seven pilot companies remain in the project 

Checltseal - Textile Manufacturer 
Poltavaoblenergo - Energy Distribution 
Svemon - Telecomrnunications 
Kryvyi &g Gok - Ore Refining and Enrichment 
Krymenei go - Electrical Generation 
Kyivmetrobud - Subway Building and Construction 
Inhulets Gok - Ore Refinmg and Emchment 

The Annual Report Manual p~epared by FMI was distributed to all pnlot companies, as 
well as a schedule for the implementation project 



c) Training of Pllots 

Training sessions were held in Kiev on December 2, 1997 and March 5, 1998 The 
December 2 session primarily concentrated on writing annual reports in accordance 
wth  IAS, whereas the March 5 sesslon dealt w th  corporate governance issues, 
specifically in the areas of shareholders' rlghts and annual ineetlizgs Representatlves 
from all of the participating pilot companies attended both sessions Copies of the 
Annual Report and Corporate Governance Manuals prepared by FMI were distributed 
to all of the participants 

d) Meetmgs with Pilots 

The pilot cornpanles prepared iiutial drafts of their annual ieports for the 1996 and 
1997 fiscal years in accordance wth  IAS standards Concurrently, FMI staff 
consulted wlth the various companies, answeiing questions in connection wth  the 
prepaation of the annual reports Representatives from the pilot companies visited 
the offices of FMI on numerous occasions to seek guidance and discuss the valious 
problems encountered by them in converting their financial statements from Uluamian 
Statutory Accounting Principles to International Accounting Standards FMI 
consultants provided guidance to the company iepresentatives on every occasion, 
offering comments and suggestions for inclusion in their respective reports 
FMI stflperformed on-site visits to seveial of the pilot companies specifically 
Checltseal, Poltavaoblenergo, Svemon, Kyivmetrobud and Krymenergo The visits 
were held in order to meet w th  the financial directors and other personnel involved in 
the project and to tour the facilities in older lo obtain a thorough understanding of 
each company's operations FMI staff also assisted company staff: In the prepaiation 
of the annual reports durmg their visits 

e) Annual Meetmgs 

In connection with other corporate governance issues, FMI requested that the pllot 
companies submit their corporate charters and other corporate governance documents 
for review and comment3 in anticipation of their respecti.r,e annual meetings 
Specifically, Checlcseal, Poltavaoblenergo, Svemon, lG yvyi Rig Golc and 
Kyivmetrobud submitted their corporate governance docvments FMI staff completed 
the legal reviews of the respective corporate charters and other docunients, and issued 
comments and suggestions to ensure such documents weie in compliance with all 
legal requirements 

Checltseal, Svemon, Kryvyi Rig Golc and Kyivmetrobud held the11 annual 
shareholders' meetings on various dates on then respective company premises during 
the tern of the project FMI staff attended all of the above meetmgs to observe the 
general conduct of the ineetlngs and found the meetings genelally well run and 
organized, and were designed to allow for the particlpat~on by the shaieliolders FMI 
noted that most of the comments and recommendations regarding the corporate 
governance documents and the annual meetings weie adopted 



f) Annual Reports 

FMI satisfactolily fulfilled its task by awsting at least five pilot companies complete 
thelr annual report in accordance mth inteinationally accepted prmciples by J~me 30, 
1998 (See Appendlx 3 for a Sample Report) Moleover, the pilot activity and the 
methodology developed to implement IAS and corpolate governance practices was 
successful enough to warrant evpanding the plogram to an additional 20 companies in 
a follow-on Task Order 

3 Corporate Governance Traning 

FMI's public education and traning component has been a major success One 
Important accomplishment was FMI's assistance to the SSMSC in assemblmg a high- 
level corporate governance conference (See Illush atron 3) This extremely Important 
conference brought togethei many hlgh-level capital markets officials and 
professionals, Ukra~nlan and foreign, to discuss Ukraine's capital marltets 
shortcomings and their possible solutions The conference had excellent, high-level 
particlpatlon and was favorably publicized Among those attending were Deputy 
Head of the Russlan Federal Securities Comiss~on,  Valentin Zavamltov, Deputy 
Secretary of the Polish Security Commission, Miroslav Kachnewski and Piesident of 
Emerging Value Asset Management, Philip Haas 

FMI also conducted corporate goveinance seminars for SSMSC employees, issuers, 
arbitration coult judges, professors of economy and law, and jouinalists Effectively 
employing a vmety of media, including radlo, piess, and televis~on, FMI educated 
and tramed the general public on toplcs ranging from corporate governance to 
investing FMI's education and trainlng efforts in capital markets can be divlded into 
educational activities Cprofesslonal training sem~nars), preparation of manuals, 
brochures and other educational materials and media outreach 

a) PI ofessnonal Trainmg Sernina s 

FMI staff provided seminars foi five target groups The first target group included 
market participants, predommantly issuers, but also investment intermediaries Two- 
day seminars on Corporate Goveinance, Corporate Disclosure and Shareholder fights 
were orgaruzed for members of this group in the following Ukrainian clties Kiev (2), 
Klzarkiv, Dniepropetrovslc, Lviv, Uzhgorod, Khmelnitslty, Chernigiv, Poltava, 
Cherltassy, and Myltolaiv (for compames fiom Kherson, Mykolaiv and Kirovograd) 



COMMISSION HOLDS HIGH-LEVEL CORPORATE GOVERNANCE 

CONFERENCE 

'n February 26-27, a conference entitled "Prospects for Uluainian Securltles Marlret 

levelopinent" was held at the Ukra~nian House In Kylv The conference was oiganizec 

y the Secwrties and Stock Market State Cornmlss~on in cooperation with ING 

anngs, Renaissance Capital Group, Wood & Company, Credit Su~sse First Bostoii, 

redltanstalt Investment Bank, and FMIRJSAID 

h s  was an extremely impoitant conference, as the goal was to facilitate an exchange 

nong decision makers to address futwe steps needed to preclpltate forelgn mvestment 

nd to develop the securities market in Ukraine The topics covered at tlie conferei~ce 

lcluded the lole of the stock market ui attractlng foreign ~nvestinent, the importance of 

ood colporate governance practices, and the Issues involved in the development of a 

:cunt~es market infrastructure 

, variety of international speakers presented their views on the problems and prospects 

iced in Ulcra~nian secwities markets today, drawing on their experiences in other 

merging markets in Central and Eastern Europe and the former Sovlet Union 

peakeis also included representatives from the Secuities and Stock Ma~ket State 

lomm~ssion, the National Bank, the Ministry of Finance, and tlie State Property Fund 

'he conference was the result of a decision by the Cabmet of Ministers, and attendees 

icluded high-level offic~als from Parliament, the President s adininistration, the 

labiiiet of Mimsters, government agencies, and market part~clpants 



More than 1,000 people attended the seminars Attendees included heads of 
companies, senior management, and financial officers and accountants These 
semnars were not only important for market paiticipants, but weie used as a public 
relations opportunity by the regional Commission offices to Introduce theinselves to 
the business c o m r n ~ ~ ~ l t y  Press conferences were also held at each seminar and 
comprehenswe media coverage resulted See Illzl~trataon 4 

The second target group for piofessional trainmg was professors of economy and law 
Educators from every region of Ukraine participated in these seininars Three-day 
seminas on corpo~ate finance and slzarel~olders' rights were held for economics 
professois, m cooperation with the Uhainian Co~nmercial Business School In 
addition, one-day seminars for professols of law were held on legal Issues concerning 
corporate law and shaleholder rights Eight semlnars were held in Kiev for over 150 
partic~pants Since academics receive little training in this area In Ulraine, this was a 
good opportunity to reach this segment of the population, and though the 
incorpoiation of materials received In thelr curricula and courses, to have a wide 
impact on the student population 

The third target group was arbitration court judges, for whom 3 seminars were held in 
conjunction wth quarterly meetings of arbitration court judges in Kiev Since inany 
of the issues faclng these judges are new, it is important that they learn the Issues 
involved in cases regard~ng sha~eholdei rights and the securities market in general 
Over fifty arbitlation court judges from throughout Ukraine participated m these 
seminars 

The fourth target group was the Commission employees Their professional training 
included seminars both in Ulraine and abroad Uluaiman seminas included 

an enforcement seminar in Kiev, 
a seminar on enforcement and oversrght, accounting methodology, organizational 
structure of reglonal offices in Guta (western IJlaaine), 
a regional office s seminar on corporate governance, enforcement and market 
infrastructure issues 111 Sudack (Crimea) 

Tralning abroad included 

Two general securities market traimng trips to Washington and New Yorlc 
Training at the NIS/CEE Enforcement and Madcet Oveisight Training Program, 
Washngton, D C 
An IOSCO EMC confelence in Johannesburg, South Africa 
Disclosure training m the Washington D C , USA 
Derivatives training in Chicago, USA 
An IOSCO conference m Ta~pei, Taiwan 
An accountmg confeience Belgium, Brussels 
An accountmg conference in London, Great Bntain 
A prlce inanipulation seminar Warsaw, Poland 



nlustratlon 4: FMI Corporate Governance Seminars in Ukraine 



The fifth target group was jouri~allsts While FMI did not piovide any specific 
journallsm trainmg on ~ t s  own, it participated in many tralnlng sessions organized by a 
USAID publlc education contractor, Gavrn AndersonPBN FMI personnel also 
actlvely participated rn the local Press Club s weekly sessions to discuss economlc 
reform In Kiev and the other legions of Uluane 

b) Manuals and Biochures 

The followmg manuals were prepared 

* Corporate Governance 
Corpoiate Governance and Shareholders Rights 
General Meetmg of Shareholders 

e Annual Report Gulde 

There were also 7 brochures prepared and printed to provide general public 
background on financial markets, investing, the stock market, and shareholder rights 
(See Appendix 5) The brochures included 

o If You Become a Shareholder (two different versions, total 3,330,000 copies) 
e HOW to Buy, Sell and Transfer Securltles (two different versions, total 2,330,000 

copies) 
e Securities and Stock Market State Comm~sslon ( 50,000 copies) 

Invest Wisely (500,000 coples) 
Genela1 Shareholders' Meetings (250,000 copies) 
The Stock Market and Its Pastic~pants (printed though "Step by Step" ) 
Investment Funds and Companies (250,000 Copies) 

In addition, FMI provided legular input on mvestor rights, corporate governance and 
the securities market to the Gavin Anderson publrcations "Privatlzation Courier," and 
"Step by Step " 

A foldel of lnformation on the Com~ss ion ,  market participants, the niaiket 
infrastructure, and sec~wities laws was also prepared in Engllsh, Russian and 
Ukrainian (10,000 copies), and a special printlng of this folder was prepared for the 
EBRD meetmgs (1,500 copies) A questionnaire on corporate governance was also 
designed and malled to 258 enterprises across Ukraine and an analysis was made of 
the responses The questlomaire was later modified and distributed at seminars to be 
used as input to the new law on joint stock coinpanies 



c) Cooperation with the Media 

FMI actively cooperated w t h  both Ukramian and English language media represented 
in Kiev on its own and through the USAID public education contractor, Gavin 
AndersedPBN This Included comprehensive television and iadio coverage devoted 
to important issues of securities market development and investor rights The 
following five minute television infomercials were aued a total of 32 tlmes 

Investment Compames 
Types of Investors 
Why People Buy Secuities 
Saving Money 

a Ukranian Stock Exchange 
e Secuzities Market in Ukraine 
a Privatization and Post Piivatlzatlon Process in Uluaine 

Rules for Investors 
e "Merry Market" Puppet Show 

30 minute ladlo shows included (aired 33 times) 
The Securities Market in Ulcraine 
Securities Market Broker-dealer Aclivities, Licensing and Regulation of thelr 
Activities, Cornpanson of the Stock Exchanges and OTC Market 
Different Types of Investments and hslts Related to Investments 
Advantages of Trading Securities 
Annual Shareholde~s' Meetings, Protection of Investors Rights by the 
Commission 
Advantages of Securities Issuance 
Basics of Trading in Securities and How an Ordinary Citlzen Can Buy, Sell and 
Transfei Securlties 
How to Evaluate Securities Yields, Mow to Make an Investment Decislon 
Results, Problems and Prospects of Certificate Auction Centers The Role of the 
Registrars 
Discuss~on of the Law of Ukraine "On State Regulation of Secuitieq Market in 
Ulrame" 
Annual Shareholders' Meetings, Possible Problems and Prospects 
The Role of the SSMSC, Problems of the Commission with iegard to the 
Protection of Investor R~ghts 
SROs in the Securities Marlcet 
Electionic Circulation of Securxties 
Who are Securities Issuers and Securlties Broker-dealers 
Advantages of Foreign Investments and Investments In General 
Advantages of Transparency in the Secmties Market 
A Securities Market Review for Ukiaine in 1997 
Corporate Governance and State-Owned Shares of Privatized Enterprises Part I 
Corporate Governance Part I1 

FMI also cooperated wlth the press and news services A Reuter's page on the 
Comm~ssion was maintained and Bloomberg was invlted to events organized by the 
Commission Information was also given to other international news agencies 



newspapers and magazines (Financial Times, Eastern Economist, Wall Street Journal 
Europe) and broadcast companies (BBC, Svoboda) Local press contacts included the 
Kyiv Post, Investitsina Gazeta (Investment Newspapei), UFE Review, Dilova Ultraina 
(Business Ukraine), Uradovy Couriei (Government Courier), Posredniclc 
(Intermediary), Galitslcy Contracty (Contracts of Gallchna), and other daily and 
weekly newspapers and magazmes As piev~ously mentioned FMI also collabor&ed 
M ith regional media to promote Commission activ~ties by holding press-conferences 
devoted to the activities of the regional offices and corporate governance issues 

I$ Legal and Replatory Framework Development 

As with any new and developing securities market, new laws and regulations are 
constaiitlj needed, and existing laws and iegulations need constant revision FMI 
assisted the Comm~ssion m drafting, amending, and/or providing the Commission 
with comments regarding, a large number of laws and regulations 

In the summer of 1996, when FMI first began its woik in Uluame, the primary legal 
framework for the securities market consisted of the 1991 Law "On Secmities and 
Stock Market" and the Law "On Business Associations " Ths  legal fkamework was 
seriously inadequate as the basis f o ~  securities market development For example, 
there were no provisions designating a primary regulator of the market, nor were 
there effective Iimitations on self dealmg by managers of investment companies and 
funds And there were enormous loopholes in the corporate governance and 
shareholder rights provisions foi open jomt stock companies Moreovei, m the few 
instances where there wele workable legal provisions m the securities law, thele was a 
vacuum of regulation interpreting and giving teeth to the law 

As a result, FMI concentrated sign~ficant efforts on legislative drafting of the laws 
wl~lch form the legal infrast~ uctwe for the securities market in Ukraine Thus, the 
major pieces of legislation upon which FMI has worked consisted of the Law "'On 
State Regulation of the Securities Market in Ukrame," the Law "On National 
Depository System and the Electronic Ci~culation of Securities in Ukraine," the Law 
"On Securities and Stock Market," the Law "On Investment Companies and 
Investment Funds," and the Law "On Joint Stock Companies " FWII has made majoi 
accompl~sl~ments in improving these laws which cover a myriad of issues They 
establish defined, alienable property rights for securities owners They determine the 
rules fol fair play by indrviduals and mstitutions in the securitles market They 
determine what organization wl l  regulate the madcet and what powers the ~egulator 
will have at its disposal They determine the legal requisites for trading in securities 
and for using market mstitutions They provide for fair management and fol 
protection of shareholdeis' rights in joint stock companies And finally, they provlde 
for proper management and regulation of investment compames and funds 

The first significant legislative undertaking by FMI was to help legally empowei a 
securities regulator Although the Commission had been formed in 1995 through 
presidential decree, there was no law that gave it formal authority to ~egulate the 
market The Commission was thus unable to regulate securitles inarhet partrclpants 
such as secwties traders, issuers and exchanges and tiading systems FMI, in 



coordination with the US Securities and Exchange Commission, provlded comments 
on the proposed Law "011 State Regulation of the Secuiities Market m Ulu-aine" and 
also promoted its adoption along with amendments to the 1991 Law "On Sec~mties 
and Stock Market " These two preces of legislation, wh~ch wele ultimately passed by 
the Supreme Rada m December of 1996, gave the Commission the legal basis to 
regulate the securities market and its participants 

Concurrent with the efforts directed at these ju~isdictiond laws, FMI drafted a series 
of regulations that could be adopted by the Commission once it formally had the 
power to regulate Withm a month after the Coinmisslon received this power, it 
adopted all the proposed piellminary regulatrons that had been prepared by FMI, 
woilcing in collaboration with the Commissioneis These fiist iegulations, covering 
diverse matters such as regulation of trading and information systems, periodic 
reporting by Issuers, maintenance of registries and self-regulatory organizations, were 
the fiist in a series of regulations which were to be drafted by or commented upon by 
FMI at the request of the SSMSC during the eiismng two yeas 

Another major legal 11lfi.astructure development effort involved draftlng a law that 
would provide the legal basis for transactions in securities, and that would allow for 
the development of a depository and a clearance and settlement system in Ulaame 
Early in its worlc in Ulorame, FMI identified legal uncertainty m the cleaiance and 
settlement system as a significant impediment to development of the securities 
market FMI drafted, provided comments upon, and promoted passage of the Law 
"On National Depository System and the Electronic Circulation of Securities 111 
Ukraine " Also, concurrent with the work on this law, ~t drafted 37 separate 
regulations that would apply to registrars, depositones and other clearance and 
settlement institutions once the Law came into effect In December of 1997, this Law 
was passed by the Supreme Rada, and shortly thereafter, the Coinmisslon adopted the 
underlying regulations 

FMI also undertook a ma~or rewrite of the 1991 Law "On Secuiities and the Stock 
Market" to help cure some of the major deficiencies of the current Law The new 
version, wlmh is cuirently awaiting adoption by the Supreme Rada, has a numbel of 
enhancements For example, among other provisions it impioves the Commission's 
ability to regulate by allowing it mole flexibility, makes the securities market fa~rer 
for small participants through additional special protections, makes several types of 
improper conduct ~llegal, and ~t requires bettei reporting by issuers The draft law also 
would requiie fairer practices by the buyers and sellers of large blocks of shares, and 
would add much-needed antifraud provisions malcing false statements in connection 
with the sale of a security illegal 

Yet another significant undertakmg by FMI was the worlc on the draft Law "On 
Investment Companies and Investment Funds " The current regime for investment 
compaiiles and funds in Ulaalne is limited to a few presidential decrees that regulate 
the subject The deciees have been widely criticized for falure to establish the proper 
management structure, incentives and sanctions that would allow for good internal 
management and effectlve external regulation The deficiencies have resulted in 
inadequate protection of investors rights, and as a consequence, considerable harm has 



been done to the market and to investor confidence rMI responded to these issues 
and assisted the Commission in both drafting and promoting a new Law which 
Improves management structue and operat~onal requirements for investment 
companies and funds The draft Law in now awaiting passage in the Supreme Rada 

The last significant legal mfrast~uclure development work initiated by FMI in 1998 
involved the drafting of a Law "On Joint Stock Companies " The existing Law "On 
Business Associat~ons," has not been effective in protectmg the lights of minor~ty 
shareholders: because of large loopholes and in~onsistencies that effectively neutralize 
shareholders' rights provisions The resulting scandals have gained Ukraine 
international notoriety for the treatment of foreign investors FMI took the lead in 
drafhng for the Commission a new Law "On Joint Stock Companies" which, if pdssed 
in its current form, would correct many of the pioblems that have allowed 
shareholders' rights to be neglected Most significantly, the ploposed draft Law will 
provide certainty with regard to preemptive rights It wl l  guarantee shareholder 
approval foi certain large transactions, and it wl l  ensure that purchases and sales of 
securities, and purchases and sales of companj assets, are priced In a manner that 
prevents dilution or stripping of assets by insiders 

In addition to these major undertakings, FMI also spent cons~derable time assistmg 
the SSMSC on an ad hoe basis as policy or regulatory needs dictated FMI has 
remained focused on assisting the SSMSC on matters ielated to plomoting faiiness 
and transparency in the marketplace, as well as protecting investor rights The 
following a e  laws and regulations which FMI has assisted the SSMSC 

Laws 

a Law "On State Regulation of the Securities Market m Ulaaine" 
e Draft law "On Secuities and the Stock Market" 
o Draft law "On Nat~ond Depository Sy stein and the Electronic Circulation of 

Securities in Ulcraine ' 
Draft law "011 Joint Investment Institutions" 

e Draft law "On Non-Government Pension Funds ' 
Draft law "On the Fund for the Protection of Investors" 

r Proposed amendments to the law "On Business Assoc~ations" 
e Proposed amendments to the law "On VAT" and "811 Making Amendments to the 

Law of Ultraine 'On Company Tax"' 
e Draft law "On Investment Compames and Investment Funds" 
0 Draft law ' On Collective Investments" 

Draft law "On Joint Stock Compames" 

Reaulatlons, Instructions, Standads, and Decisions 

r Regulation "On Organized OTC Trading and Information Systems" 
* Regulation "On Self-Regulatory Organizations in the Securities Marlcets" 
Q Regulation "On Flling Regular and Special Reports by Open Jolnt Stock 

Companies and Issuers of Corporate Bonds" 
a Regulation "On Maintaining the Register of Registered Securities Owneis" 



Regulat~on "On Procedure of Issu~ng a Llcense on Performing Activity as for 
Maintaining a Reg~stry" 
Draft Regulation "On Depositones and Depository Activity" 
"Regulat~on on the Procedure of Reg~strahon on the Issumg of Secunties and 
Infoimation on the Issuance" 
Regulation "On Commercial and Commission Activities of Securities Trade1 s 
with Securities" 
Regulation "On Considemg Claims of Indiv~duals by the SSMSC" 
Instruction "On Secui~t~es Issuance Codmg" 
Instruction "'On Statement of Securlties Account" 
"Rules for Issue and Circulat~on of Securit~es Der~vatlves" 
Regulation "On the Standard Form and Procedure of Isswng and Clrculat~on of 
Der~vatlves" 
Draft Instruction "On procedure of Acceptmg, Processing, Reviewmg, and 
Reg~stermg Documents upon Conslderabon of Cases of Violation of Applicable 
Provis~ons Comm~tted in the Secur~tles Market, Appllcatlon of Sanctions, and 
Overs~ght over Compliance with Sanct~ons" 
Draft Regulatlon "On the Older of Adm~ss~on of Foleign Issuers' Secur~ties to 
Circulat~on In the Terr~tory of Ukraine" 
Draft Regulatlon "On Advertismg Activity in the Secwitles Market" 
Draft "Procedure for Withdrawal of Documents by the SSMSC" 
Dl aft Regulat~on "On Certified Professional Assoc~atlons" 
Draft Regulation "On Registration of Issue and Information on Issue of Munmpal 
Bonds" 
Draft Regulation "On Unified Depot Account Charts" 
Draft Regulation "On Natmnal Depository System Part~cipants Coding" 
Draft Regulat~on "On Custody Activity" 
Draft "Operat~onal Standards of Secmities Accountmg in a Custodian" 
Draft "Standard Depository Agreementyy (between depository and custodian) 
Draft "Standard Deposltory Agreement" (between deposlro~y and legal ent~ty) 
Draft "Standard Agreement on Servicing Securities Issuance" 
Draft "Standard of Securlt~es Boolckeeping for Custod~ans" 
Draft "Dec~s~on on Combmng Profess~onal Act~vities of a Custodian" 
Draft Instruct~on "On Issuance and Regulation of Global Certificates" 
Draft Regulat~on "On Securlties Recordkeeping Outside of Ulrame" 
Draft Regulat~on "On Secuntles Immobil~zsltion ' 
Draft Instruct~on "On National Deposltory System Participants Codmg" 
Draft "Opeiational Standards of Securities Accounting in a Custodian" 
Dlaft Decision "On Securities Eligible for the National Deposito~y System" 
Drafi Regulation "On Clearance and Settlement 111 the National Depository 
System" 
Draft Regulatlon "On Spec~fic Features of Recordlteepmg of Non-Residents' 
Owne~shlp Rlghts to Ukraiman Issuers' Secmities" 
Draft Regulatlon "On Reorganizat~on Procedure for Closed-end Investment 
Funds" 
Draft Regulation "On Settlement Bank in the Nat~onal Depository System " 
Draft Regulat~on "On Licensmg Depository Activ~ty" 
Draft 'Sample Ageernelit on Openmg a Securlties Acco~mt" 



Draft "Sample Depository Ageement" 
Draft "Standards and Rules of Securities Accounting" 
Provision "On Global Certificate of Securities Issued in Book-ently Forin" 
Draft "Sample Agreement on Cash Clearing and Settlement" 
Diaft "Sample Agreement on Servicing the Securities Issuance" 
Draft "Standards and Rules for Securities Recordlceepang ' 
Draft 'Sample Ag~eeinent on Opelung a Secuntaes Account " 
Draft "Sample Depository Agreement " 
Draft "Standads and Rules of Securities Accounting " 
Provision "On Global Celtificate of Securities Issued in Book-entry Form ' 
Draft "Sample Agreement on Cash Clearing and Settlement " 
Draft "Sample Agreement on Servicing the Secwilaes Issuance " 
Draft Regulation "On Disclosure of Regular and Special Information by Toint 
Stock Coiiipanies and Credit Securities Issuers" 
Instruction "On the Safekeeping of Securities Certificates" 
Decision "On Regulating the Process of Licensing Individual Types of 
Professional Activity in the Secwit~es Market and Registration of Secuiities 
Issuances' 



Illustration 5: PFTS Trading Activity 



IV Lessons Learned 

USAID made a bold commitment to support the development of Ukraine's capital 
markets At the tlme of the execution of FMIYs technical assistance contract m May 
1996, theie were major pollcy questions regarding both the legal independence of the 
Comrniss~on and ~ t s  authority over capital markets But these questions were iesolved 
satisfactorily, and within a year Ukrame had developed an active over-the-counter 
market (See Illust~ation 6 )  
FMI is proud to have assisted the SSMSC attain its current statwe and level of 
expert~se The SSMSC was at the forefront m malung many critical policy decisions 
in developing the marketplace Some of these included the interpretation and 
enforcement of securities lans and regulations, the transition of coi-poiate dsclosure 
xnto internationally accepted standards, the approval of self-regulatory organizations, 
and the structure of the depository system 
The SSMSC has performed well, part~cularly considering the challenging 
enviionment m which ~t operates However, the growing palns associated with the 
development of emerging markets present an opportumty to learn important lessons 
The following obseivations are offered for thelr potentlal relevance f o ~  other securities 
market development projects 

A Strong Prolect Management is Requlred to Develop Securities Markets 
Quicld y 

Given the highly abbreviated timetable for securities market development in Uluaine, 
and thc inyrrad players involved m the process, strong, forcefd management was 
crrtlcal to success USAID had to persuade and convince GOU officials of the need to 
undeitake and support actions that fiequentlq were not well understood, had to 
convince existing and potential maiket players of the soundness of its advice, and had 
to demand and get high performance from ~ t s  contractors USAID provided strong 
leaderslnp to the project through Stephen Hadley, Michael Kaisei, Hugh Haworth, and 
Victor Stetsenko, and gave them considerable lat~tude in implementmg critical policy 
decisions Messrs Ka~ser, Hawortli and Stetsenko worked closely with U S 
Ambassador Morningstar In negotrating an important MOU which helped to resolve 
numerous impasses 

B Long-term Capital Markets Success Requires Developing Institutions wlth 
a Vrew Towards Self-sustainabilitv 

It wll take several more years before Ukraine's capital markets institutions are firmly 
established However, two years of Intensive in-country activity have fac~l~tated a 
strong beg~nning From the outset of the project, FMI was careful to Inform and 
educate the SSMSC and staff about its role as an advlser, to argue positlolls on key 
issues based upon careful analysis not only of capital markets but also Ulrarnian 
ieallties, and to fiame ~ t s  recommendations consistent wlth Ukrainian requirements 
and mstituztions Sim~larly, it was vltally important to train and develop the talents of 



FMI's local staff and to give them increasmgly visible iesponsibil~ty for 
programmatic functions 

C Protection of Shareholders' fights Through Market Surveillance, 
Inspection, and Enforcement Should Not Be Neglected 

In the understandable rush to develop a funchoning secondary market quickly, it is 
important not to overlook market regulation and enforcement FMI made significant 
strides in working wrth the SSMSC in developing regulations and procedures for 
mvestigations and enforcement activities, as well as success in training SSMSC staff 
in market momtoring and inspections FMI served as an adv~ser to the SSMSC on 
seveial enforcement cases Under the current legal reglme, many problems exist 
First, the SSMSC can impose a fine, but only the courts can enforce payment of the 
fine Second, potential violators cannot be forced to come in for questioning Fmally, 
the SSMSC is allowed only 3 days to review and/or copy documents of potential 
violators for a mavirnum perlod of 3 days FMI recommends that the situation be 
changed to allow the SSMSC to properly enforce its laws and regulations 

Equally important, FMI is directly involved in ~mplementing a corporate governance 
MOU s~gned by U S Ambassador Morningstar and Ukra~man Vice Pnme Minrster 
Tyhypko The MOU delineates step-by-step p~ocedures to establish and enforce 
internationaIly accepted principles of corporate disclosure and shaeholders' rights 
Therefore, a major focus of the new technical assistance needs to be the protection of 
shareholders' lights through implementing internationally accepted corporate 
governance principles and the enforcement of them 

D Tram Tram, Train 

There is a seem~ngly insatiable demand for capltal markets training In Ukraine FMI 
undertook numerous tramng init~atives with the SSMSC staff, but training was a 
never ending activlty Smilarly, EMI's nationwide experience wth  training seminars 
for companies on corporate governance and investing revealed a high level of interest 
in continuing education on capital markets In FMI's experience, training and 
education initiatives were most effective when FMI's trained Ultrainian consultants 
assumed the lead role, buttressed by expatriate expert~se as needed This suggests that 
a major tluust of future capital markets education and training initiatives should be 
organized and sponsored by Uluainmn capital markets traimng institutions, under the 
tutelage of expatriate expertise 

E In Order to Have Effective Independence and to Fulfill ~ t s  Mandate to 
Protect the Investor, the SSMSC Needs Substantlallv Mole Fundmg 

The SSMSC culiently operates with inadequate office and infrastructure support, and 
an inadequate budget The dedicat~on of the Cornm~ssioners and staff is all the more 
remarkable given the conditions under which they work Either a greater budget 
allocation from the government or a provision allowing the SSMSC to retain filmg 
fees (not fines) must be approved to provide the SSMSC with the ability to pay 
increased compensation This greater SSMSC compensation mechanism would also 



benefit the other capital market traimng institutions by lessemng the need of the 
SSMSC to move towards the area of collectmg Fees related to testmg and lxenslng 
natural persons 

F Fledgling Enterprises Only Become Mature Institutions Over Tlme 

While a sound beginning has occurred in Ukraine, and the SSMSC has a good legal 
and regulatory structure to protect and enforce, much still remams to be done Indeed, 
an entire follow-on Task Order could be implen~ented fol Ukrainian capital markets to 
Improve identified shortcommgs, provide the continumg assistance necessary to train- 
by-domg, and to ~nstitutional~ze and sustam appropriate piactices of all secur~ties 
market participants Ths  includes continuing support to propagate good practices and 
to morutor and punish the bad ones The areas of necessary continued support are 
well lcnown to USAID, and are thoughtfully reflected in a proposed USAID Task 
Order for capltal markets development in Ukrane Its successful implementation wrll 
help solidify a sustained cclpital markets Infrastructure foi Ukraine 
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Memorandum of Understandmg 
on the Specral Task Force on Corporate Governance and Shareholder kghts  

The Government of Uhrame (GOU) and the Umted States Goveinrnent (USG) hereby affirm 
their commitment to develop an open, competitive, private-sector based, and well-regulated 
capital market in UIcrame Towards that end, the GOU will create a Special Task Force on 
Corporate Governance and Shareholde~s' Rights 

The Speclal Task Force wl l  include participants from the GOU, the US Embassy, donor 
cornmun~ty, and the pnvate sector GOU participants will include the Vice Piime Minister 
for Economic Issues, National Security and Defense Council, the Securities and Stock 
Exchange State Commission (SSMSC), and the M~nistry of Justice An lnitiall meeting of the 
Special Task Force w~l l  be held on Aprd 9, 1998 An mtial set of ~epresentatives from the 
prlvate sector including representatlves of the Ukrainian broltel-dealer community will be 
Included Into the Task Force and rnodlfied as appropr~ate Participants from the donor 
cornmmty shall be ~nvited to the Task Force includmg the World Bank, USAID, EU Tacis 
and the International Finance Corporation Other appropriate partic~pants may be ~nvlted as 
observers 

The Speclal Task Force will undertake to 

Establ~sh the objectives and an agenda of tasks needed to institute so~md corporate 
governance in Ukraine, to be administered by Uluame's Securities Commrssion, that 
will properly protect shareholder nghts and improve the investment climate of the 
country It is agreed that the Securities Commission, with the support of zts 
consultants, shall draft the agenda for the consideration of the Task Force 

Set a schedule for achieving the objectives and fulfilling the tasks enunciated above 

Review and comment on specific shareholder cases that indicate problem with the 
current corporate governance program and advlse on practical steps that can be taken 
to address such cases 1n a way that is consistent wth open, competitive, transparent 
capital markets 

Advise on legislat~on and regulation requirements to promote shareholder protect~ons 
and a healthy investment climate 

Advlse on appropriate enforcement mechanisms needed to achleve the corporate 
governance objectives enunclated by the Task Force 

It is envisaged that through such actions Ukrainian and foreign investors w~l l  have greater 
confidence investing m Ukrame Thus, shares of Ukraiman companles will trade at higher 
values in the securities market Ukra~nian companles will be able to more readily raise 
capital And, investors will be more willing to buy Ukrainian companies in the Government's 



privatrzatlon program increasing the revenues to the GOU from these sales 

The United States Government is committed to support work of the Task Force through 
technical assistance to Ukraine's SSMSC provided by Financial Markets International (FMI) 
In particular, FMI wl l  help the Comn~ssion draft a Joint Stock Company Law and develop 
new corpoiate governance regulations The USG will also help the Commission develop a 
corporate governance program including the implementation of "model" corporate 
governance pilot projects The USG wl l  assist the Commission to Introduce International 
Accounting Standards in its corporate drsclosure program Fmally, the USG will assist the 
Commission expand the funct~onality and capacity of its public inforinatlon program on 
shareholder nghts 

As the Task Force initiates ~ t s  work, pnoiity attention will be given to seveial key legislative 
and enforcement items These include 

Adoption by the Securities Commiss~oii of ~egulations, based on culrent law, which 
will provide further shareholder protections (e g , authority to cancel share issuances 
based on false information, ensurmg reorganizations are conducted at fair market 
value, procedural protections against "squeeze outs") 

Passage of the Jornt Stock Company Law whch will provnde comprehensive 
shareholder rlghts (e g , independent appra~sals when shareholder disputes occur on 
share values, protections against msider transactions, shareholder approvals for major 
transactions, greater authority to the Commlssioii m enforcing corporate governance 
matters) 

Improvement in the Coimlssion's enforcement proglain including the adoptron of 
dntl-fraud provisions and institut~on of an m-depth training program on enforcement 
techniques 

The Task Force w~l l  meet penod~cally and shall have the authority lo submit 
recommendations to the Presidential Administration, the Cabinet of Ministers, and the 
SSMSC 

Ambassado1 Richard Morningstar 
Special Adv~sor to the President and 
Secretary of State on Assistance to 
the Newly Independent States 

Serge1 Tyhyplco 
Vice Pllme Mlnistei of Ukraine on 
Econoinic Issues 
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In fi odactzon 
The State Joint Stock Energy Distnbutmg Company Poltavaoblenergo was established 111 the 
form of the open joint stock company through tlansformatlon of the state energy dlstribut~ng 
enterprise according to the order of the Mxmstiy of Energy and Electr~ficatxon # 132 dated 
07/28/95 At the end of 1996, the Securities and Stock Market State Commission (SSMSC) 
ieceived the package of documents for receipt of the certificate on regxstratxon of initial Issue 
of shares of the Company The reg~stration took place on January 16, 1997 Statutoxy h x ~ d  of 
the Company cons~sts of 22,096,000 common registered shares at the nommal value UAH 2 5 
for the total amount UAH 55,240,000 
Financial reportmg of the company was compded according to the requirements of 
lnternatlonal accounting standards (IAS) 



Pal t I 
1 Mam Informatnon on the Issuer 

hterprise code 
)rganrzationai and legal form 
I of the certificate on state reystratlon, date of 
ertrficate muance 
kgency which issued the cert~ficate 

iddress 
'elephone 
;ax 
reletype 
3-mall 
;ettlement account 
vlFO 
dame of the banh 

JIain types of actlvltles 

dumber of shareholders 
qumber of bond owners 
ndependent regstrar 
Name 
Address 
Telephone 

3ecurltles trader@) wlth which an agreement of 
wurltles placement has been concluded 

Name 
Address 
Telephone 

Latest date of publication of ~nformation on the 
~ssuer's actlvltles 
Name of the press media 
Circulation 
Date of fillng of the last annual report with the 
Commission 
Date of the last annual meeting of shareholders 
(for open JSCs) 
Legal entity authoiized by the issuer to sell 
(purchase) ~ t s  securltles m the secondary market 

Name 
Address 

Legal entlty authollzed by the issuer to pay 
mcome on ~ t s  securltles 

Name 
Add1 ess 

Date and term of dividends payment if they wdl 
be pa~d 

Manager's s~gnatlare 

2xecutrve Co~ninlttee of Poltava City Councll of 
'eople's Deputies 
j, Staryj Podil S t ,  Poltava 
7-18-14 
19-64-24 
56-43-77 "Set" 
~anc@pl obl energy gov ua 
16006301550017 
!3 1478 
3lctyabrshe Department of Poltava 
3 omrnvestbank 
I'ransfer and d~stnbut~on of energy to the 
:onsumel s 

November 18, 1997 

hvestytsiyna Gazeta 
10 2000 

Date of f i lhg  out 



2 Information om Received Lncenses for Separate Types of Activ~tres and Thew Validity 
Pernod 

All types of actxvities connected with generation, transfer and dlstnbution of energy in 
Uluaine should be llcensed All llcenses are vahd for unlimited period of time Llcenses can 
be canceled lf the Nat~onal Cormn~ssion on Energy Regulation in Uluaine (NCER)' sends a 
letter to the license-holder on this 25 years prlor to the date of license cancellatlon NCER 
may declde on llcense cancellatlon ~f 

a) the peliod for which license valldity was suspended expiled and decision on license 
suspension was not canceled m the established order, 
b) the llcense-holder terminated licensed activities on ~ t s  own inltlatlve in the 
establ~shed order, 
c) the license-holdel terminated licensed actlv~t~es on the basis of the declsion of the 
Anti-Monopoly Committee of Ukraine, court or arbitration court, 
d) actimties of the llcense-holder do not comply wrth xequirements of Ulcrainian 
leg~slation and 
e) on other reasons specified by the Ultraiman legislation 

Poltavaoblenergo JSC holds the following licenses 
- License PS # 0024 for the ilght to carry out entiepreneurial activities on distribution of 
energy pursuant to regulated tariffs 
Territory of the licensed activ~ties - Poltava region and part of IGlovograd region 
(substation 1 50/3 516 1tV Vlasivla), 
- License PR # 0003 for the right to carry out entreprenemial activities on transfer of energy 
by local electrical netwoilts 
Territory of the licensed activities - Poltava region, 
- L~cense VR # 0002 for the nght to carry out entrepleneurlal act~vitles on energy generation 

Company management belleves that cancellation of licenses IS practically impossible 

' NCER Issues the 11censes for all types of actlvitles connected w ~ t h  energy 

License vahdity 
per~od 

Unlmlted 

Unllin~ted 

Unllin~ted 

State agency wh~ch 
issued the license 

NCER 

NCER 

NCER 

Type of actlv~ties 

Energy generation 

Drsblbutlon of energy 
pursuant to regulated 

tarrffs 
Transfer of energy by 

local electma1 
networks 

License # and date of 
~ssuance 

VR # 0002 
O9/ 1 9/96 #2 
PS # 0024 

09/19/96 #78 

PR f 0003 
09/19/96 #32 



3 Infolrmspt~on on Results emf Busmess Act~v~t~es  for the Weporhng Year 

During 1997, the volume of Company sales was UAH 216,999,000 The Company incuired 
UAH 1,325,000 of losses from operatlng activities and received UAH 9,536,000 income from 
other activities Total income of the company after payment of iiicome tax pursuant to the 
Ukrainian laws was UAH 4,824,000 Losses from operating activities were caused by 
unbalanced pricing policy of the state represented by the NCER The difference between 
average sell and buy prices for electrlc energy did not cove1 Company expenses foi transfer 
and distribution of electric enerw 

+-!- &--A Y xl%.~em 

Average buy prlce for energy (average purchase 1 
tariff), kopeck / KW/h -- - - I 446 4 9  1 1 

Average buy price for energy from independent / 
d~stributors, kopeck / KW/h / 612  5 2 3  
Average buy prlce for energy in the energy 1 I I 

market, kopeck / KW/h ----- * mw-w- - - .  

Average buy price for energFgoin 
Ibemenchuk HPP kopeck / I W / h  

=ex11 prlce for energy (average sale= 
kopeck / KWIh 

Payment for energy trans~t through Comp 
networks, kopeck / KW/h 

rence, kopeck / KW/h 

According to Company prognosis, improvement of t h s  situation IS expected 111 the ibllowing 
years because energy sector will be gradually transforming to market terms of operation 
Maybe, in 1998 after elections to the Supreme Council of Ukraine, the Cabinet of Ministers 
will glve its consent to the relevant Increase of sale tariffs for electric energy, and this will 
have a definlte pos~tive impact on financial position of the company 
Statement of cash flow shows that total amount of company cash as of the end of 1997 
increased by UAH 567,000 because net cash flow from operatlng activities which was UAH 
63 8,000 exceeded our payments connected with Investment activities of the Company (UAH 
71,000) Total amount of accounts receivable increased fiom UAH 22,096,000 to UAH 
36,133,000 or by UAH 14,037,000 which is connected with growth of sales in 1997 W~th  
UAH 52,306,000 increase of sales, percentage of unpaid energy bills remalned wthout 
significant changes and 1s 17% of annual sale volume 

Dluing 1996 and 1997 volume of Company sales was (UAH th ) 



Dynamics of sales volumes was influenced (m the same direction) by three factois 
1 Increase of energy tariffs (established by the state in Ukraine), 
2 Increase by 16% of eneigy consumption by the consumers in the region (KWIli) The 
inam reason for t h ~ s  is appearance of new powehl  consumeis of electric energy because 
Kremenchulc HPP began to sell all generated energy to the enteiprise Energoiynok with 
transfe~ to the company olthose consumels with which ~t had agreements on energy 
distribution pieviously, and 
3 Appearance of electric energy transit operations among sales 

Total 
iilcludmg electric enei gy 

First factor caused sales volume increase in 1997 by UAH 10,082,000, second factor - 
UAH 26,412,000, third factor UAH 15,812,000 Total growth was UAH 52,306,000,ol 
32% 
Prme Cost 
Prime cost of goods sold of the Company cons~sts of expenses dlrectly connected with the 
pi oduction 
Q expenses for purchase and transfer of electric energy, and 
e expenses for generat~on of heating energy 

In total amount of prnme cost of goods sold the largest pelcentage belongs to the value of 
purchased electiic energy These expenses weie m 1997 - UAH 177,387,000 or 84%, m 
1996 - UAH 143,3 84 01 88% Increase of expenses for purchase of electrlc energy In 1997 
was caused by growth of its sales to consumers in the region 
Expenses for salanes and associated mandatory deductions to government funds (pension 
fund, employment fund, fund for liquidation of Cheinobyl disaster results) in prime cost of 
goods sold were UAH 12,347,000 (6%) in 1997 and UAH 10,482 (also 6%) in 1996 The 
reason for total increase of expenses for salanes in 1997 was increase of salaries level 
according to the orders of the Ministry of Energy of Uluame The state which was the only 
owner of the Company represented by the Ministry of Eneigy took appiopriate measures to 
preserve realistic level of salaries for employees of the energy sector in cond~t~ons of 
Ukraman inflation economy Taklng into considelation d~fficult financaal position and 
uncovered losses fix prevlous yeais, payment of bonuses and remunerations to employees in 
1997 was significantly reduced 
Piofit from Other Activrties 
Amount of profit conmts of amount of sanctions recelved from energy consumers and profit 
of previous years UAH 7 3 10,000 profit of prevlous years appeared as a result of 

wnte-off of accounts payable on deductions to centrahzed fimds as of 12/3 1/97 
according to the new Law of Ukrame "On Taxat~on of Entei-pnse's Profit" (UAH 
58 1,500 to ~nnovation funds and UAH 502,500 to labor protection fund), 

164,693 0 
164,121 7 

2 16,999 
216,378 



0 write-off of UAH 4,385,000 accounts payable on recalc~~lation of ecological surcharge 
according to the results of calculation check with the National Dispatch Center of 
Ukraine for 1996, and 
resettlements with transit electric energy suppliers for the use of Company networks by 
them in 1996 - UAH l,84 1,000 

Hnformataon on Mam Types of Products of Servnces Produced or Rendered by 
Pokavaenergo 
Main types of the Company activities are transfer and distribution of electrlc energy to 
consumers The Company is monopollst m transfel of electric energy in Poltava region 
Transfer of Electr~c Energy, mln KW/h 1996 1997 

Distnbdtion of electric energy (general sale), mln 
KWIh, per Electrical network Enterprlse 

Poltava South Electr~cal networh Enterprise 1,495 2 1,988 7 
Poltava East Electrical network Enterprise 559 2 500 7 
Lubny Elect1 ~ca l  network Enterprise 482 7 457 0 
Kremenchuk HPP2 307 2 29 3 
Boltavaoblenergo (Total) 2,844 3 2,975 7 

Trans~t of electrlc enelgy 1,460 7 1,452 4 
Poltavaoblenergo (Total) 4,305 0 4,428 1 

General decrease of production volumes in Ukraine caused decrease of e le~ tnc  energy 
consumption level, wh~ch in its turn caused decrease of the volumes of transfer and sale of 
electric energy by the Company in comparison wth  previous years Decrease of electric 
consumption in the region is caused by general drop in production, first of all, m the 
industry Also, some powerful industrial enterpiises of the legion started to receive electric 
energy from other colnmercial distributors Mostly they ale large consumers wlth pay with 
their products to independent energy distributor Loss of several consumers was caused by 
the fact that the Company is faced to sell electric energy at the tar~ffs strictly set by the 
state, while commerc~al distributors offer cheaper electric energy generated in Russia In 
1997, thele was a change in procedure of Company settlements with cornrnerc~al distributors 
which conduct transit of electric energy to consumers of Poltava region Previously, such 
dlstributois for utilization of the Company electrical networlts, transfer devices and 
equipment paid with kilowatt-hours of electric eneigy, and now they pay w t h  cash to 
settlement account of the Company, promissory notes and ofisetting Company management 
belleves that m modern conditions electric energy tiansit is more piofitable for the JSC 
because, on the one hand, volume of electric energy purchased by the Company and for 
which it is necessary to pay partially in cash which insufficient m the Company d u n g  non- 
payment ciis~s goes down and, on the other hand, the number of insolvent consumeis 
decreases In total, m 1997, the volume of transits 111 total volume of electrlc energy transfer 
remained on the level of 1996 But already at the end of 1997, the volume of transit 
deliveries reached 50% In 1998, increase in transit delivery volumes 1s expected 
The Company had the following techmcal indicators 

1996 1997 
Release of electric energy to the network 5,107 mln KW/h 5 148 ~nin KWIh 
Losses 790 mln I<W/h 7 12 mln I<W/h 

From 1997, d~str~bution of electric energy mstead of Kre~nenchuk HPP was conducted by Poltava South 
Electr~cal networh Enterpr~se 



Percentage In total release of electric energy 15 5% 13 8% 
Effectwe release of electric energy 4,305 1nln KW/h 4,428 inln I<W/h 
Product~onal needs of the company 12 mln KW/h 8 mln KW/h 

Seasonal load schedule Influence technical and economic indicators of the company (mln 
K w n ~ )  

At the year I Summer month I At the yea1 end 
I beg~nntng {Janzuary) I (June) ( (Decembei) 

Debts for purchased electric energy 

Such fluctuations influence the volume of electric energy purchase due to which, on the one 
hand, consumption of electnc energy increases m winter month and on the other hand, 
losses of electric energy in the Company networks significantly increase, i e prime cost of 
the goods sold substantively increases in wmter months 

Total transmission lmes, lm I 49,137 - ------ - % w * - *  -p-m*------w 

Transformer capacity, MVA -" 3,907 ------ - 
*~ls t r ibu t~& area, kinZ th 28 8 

umber of employees 3,466 
eglon populat~on, th 1,753 

includ~ng ~oltava(1989) ---- 315 - 
412 9 - 

Mazn Consumei s o f  Poltat aoblener zo  zn I Y 9 6 
(petcentage to total volume of  electi IC energy dzst~ibut~on) 



Industry over 750 KVA 

As these data show, market outlet for electrrc energy of Poltavaoblenergo is diversified 
Charactensbc feature of mdustrral sector in Poltava regon is existence of solvent enterpnses, 
for example, wheel factory, oil-pipe enterpnse, large enterpnses of food industry, at the same 
bme there is no chemcal industry in the regon, and metallurgc industry is pracbcally absent, 
and they are the worst in Ukrame regardmg solvency 
The largest and most mportant consumer of the Company is Poltava Ore Dressing Plant 
(ODP) with average energy consumphon 117 5 rnln KWfh m 1997 compared to 97 rnln 
KWIh in 1996 Relahons with this enterpse are very important for the JSC Dmng 1996, 
distribution of electrrc energy to ODP was conducted by Pravex concern which pad for 
transit of electrrc energy through Poltavaoblenergo networks with hlowatt-hours Dmng the 
first SIX months of 1997 there was quite difficult situaaon m the respect of transit dehvenes to 
ODP Pravex concern stopped transit dehvery of electrx energy to ODP and new ODP 
owners had no possibihty to arrange quickly transit dehvery of electrrc energy That is why 
for several months ODP was consumer of the Company whch immehately increased 
accounts receivable of the JSC But already from July 1997 transit dehvery of electrrc energy 
was started by the jomt venture BAR1 whch became responsible for payment of ODP debts 
Company management considers it completely possible that the debts could be pad next 
Year 
The largest consumers of the Company also are 
- Poltava Turbo-Mechamcal Plant open JSC, 
- Poltava Gas-Discharge Lamp Plant open JSC, 
- AvtoKraz open JSC, 
- Kremenchuk Steel Plant, and 
- Poltavagazprom, enterpnse of gas producing complex 

Busmess needs of the Company 
Total efficient consumers 

Other Tvpes of  Acavzaes 
The Company renders dfferent services to orgamzabons and natural persons (repaw works, 
hnk-up to electrical network etc ) 

0 3  
1000 

9 0  
28443 

I Profit from sale of servtces, UAH th 1 1,741 1 614 1 

9 6  
2,!3756 

032 
1000 

6 67 
463 



In 1996, the Company managed to achieve significant Increase of profit from sale of services 
due to active search of customers and stimulation of distlict ~ m t s  of electrical networks to 
fulfill worlcs (money received fol the services remans w t h  the unlt for ~ t s  direct use for own 
needs and is not transferred to the Company central office) 

Functlonnng of the Energy Sector in Ukrmne 
Until April 1996, the Company was independently resolving the issue how to distribute cash 
revenues from sold electric energy Due to worsening of situatlon with payments for electric 
eneigy m Ukraine, energy drstributing companles trled to pay for purchased electric energy 
through offsetting leaving cash revenues for their operating activities In fact, generating 
companies began to receive not all money for generated eneigy, wh~le they need this money 
to pay for fuel and malntain the process of energy generation To improve this situation, the 
state iepresented by the Mimstry of Energy suggested to open transnt accounts for energy 
dlstnbutlng companies in older to centralize distribution of cash revenues fiom sold electric 
energy Calculation of the norm for receipt of cash revenues from tiansit account was 
conducted also by the state represented by the Mmistry of Energy and Electrification of 
Ukraine For Poltavaoblenergo, average norm for receipt of cash revenues was established on 
the level of 22%,1 e the Company was receiving for operating activities 22% in the form of 
cash revenues fiom the total collection by the Company T h s  situatlon lasted till Apnl 1997 
- when clearing account started operating 
To form competitive environment in energy sector, The Wholesale Electric Energy Market of 
Ukraine (WEEM) was establlshed On November 15, 1996 an agreement between WEEM 
members was concluded according to which all electlic energy generated in Ulcraine 01 

imported to Ukraine is sold exclusively through WEEM Its members are 
6 generating companles which generate electric energy for electrical networks, 
27 regional energy distributing companies which purchase electric energy for their 
regions and sell ~t to consumers and have obtained the license to carry out entrepreneurial 
activities on dlstnbution of electnc energy accoiding to regulated tanff, 
independent suppliers of electric energy which have obtained the llcense to carry out 
entrepreneurial actlvltles on distribution of electm energy accordmg to unregulated tariff, 
and 
state enterprise Energorynok Purpose of its activ~ties is ~ntermediation between sell offers 
of energy generating companies and buy offers of energy distributmg companles Sell 
offers of energy generating companies and buy offeis of energy distributing companies 
are received by Energorynok company where they zue matched 

All payments for electric energy in WEEM are conducted through central bank account - 
clearing bank account of the wholesale ma~ket opened by funds admxnistrator (represented by 
the state enterpr~se Energorynok) Cleanng bank account of the wholesale inaket is managed 
by the market banker (Prominvestbank) on behalf of funds adininlstrator exclusive 
jur~sdict~on of which includes definition of what funds and in what proportions will be 
distiibuted and transferred to the market participants Payment for electric energy is received 
in the clearing bank account and then chstributed between all WEEM members according to 
specially designed algorithm according to which daily for each WEEM member amount of 
funds due to payment is calculated For energy distributing companies like Poltavaoblenergo 
this looks as follows 
Daily amount of funds due to payment to energy distributing companies consists of 



funds due to payment for transfer of electrlc energy (level of payment collection 
multlplled by accrued amount of payment whlch is calculated according to NCER tariff 
for energy transfer), 
funds due to payment foi distribution of electrlc energy (level of payment collection 
multiplied by accrued amount of payment whch is calculated according to NCER tar~ff 
foi energy d~stribution), and 
funds due to payment foi generation of electric eneigy (estimated percentage for the 
market of energy generators multiplied by accrued amount of payment which is calculated 
accordmg to NCER tariff for HPP electm energy generation, not available for 
Poltavaoblenergo as Kremenchul~ HPP IS not a menibel of WEEM and receives t h s  funds 
mdependently) 

Daily amount of funds can be decreased m case of extraordinary situations 
Main problem for powermen today IS, undoubtedly, lecelvlng money for sold electr~c eneigy 
Over 80% of reven~~es for electrlc energy sold in Uhralne are offsets Average level of cash 
receipt In the clearmg account IS between 12 and 15 percent of sold electric energy The 
Company occuples the 13"' place on electric energy consumption In Ukra~ne but only the 4"' 
place on the level of cash levenues from sold electnc eneigy in absolute ~ndices (during the 
perlod of clearing account operation - 6 7% of cash revenues from total collection of 26 
energy distributing compames of Ulralne, except Kyivenergo) and in the second six months 
- 2"" place (after Kyivenergo) In relative indlces 

1997 
( A p d  I May I June I July 1 Aug I Sept I Oct I Nov I Dec 

Sale ofeleclr~c I 
I energy UAH th I I I I I I I I I I -. 

Cash revenues In 
clearmg account, 

Percentage from 
mnone~collsct~on I 192  1 21, 1 24 1 25, 1 2435 1 1601 1 124 1 I4 1 146 1 

UAH t i  

Percentage from 
sale O/o 
Trmsfer to the 
Company 

~~~~~ 

Poltavaoblenergo actlvit~es ale carrled out pursuant to Ukralnlan legislation on envlronrnent 
protection No actions of the Company connected wlth ~ t s  activities had any s~gnificant 
Impact on environment or harmed it Characteristic feature of this reglon (Kharlciv, Sumy and 
Poltava reglons) is payment by the consumers (except population) of ecological surcharge 
which is included In the consumer's account 

Company Structure 
The Company conslsts of the following structural subdivis~ons 

e Poltava South grid, 
0 PoItava East grid, 
e Lubny grid, and 
e Kremenchuk heat and power plant 
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The Poltava South grid (PSG) IS actually a bas~c enterprise of the Company The major~ty of 
the PSG management IS a part of the 'Toltavaoblenergo" administrative bod~es 
The Kremenchuk heat and power plant (HPP) IS a Company's: structural unit It has an 
independent balance separate settlement account, stamp and seal Pursuant to the Provision 
On Kremenchuk HPP the revenues from the principal activity are used by the enterpr~se 
independently The fixed assets value of the Kremenchuk HPP is withdrawn from the 
compos~tion of the Company's statutory fund pursuant to the Cabinet of Mmsters Lt-cree 
#26/92 as of 1213 111992 under which the power and heat plants are exempt from the 
privatlzatloil 
Smce 1997 the Kremenchuk HPP has terminated the sale of elect~ic power supply to the 
consumers and forwards the produced power to the wholesale energy market On July 30 
1997 the "National Dispatching Center of Electric Power of Ukrame" (NDC)' entered into an 
agreement with the Poltavaoblenergo on providing the energy produced by the Kreinenchuk 
HPP to the wholesale energy market of Uluaine The Company took the obl~gat~on to deliver 
the energy to tlie wholesale energy mallcet (WEM) and NDC took the commitment to leceive 
the eneigy produced by the Kremenchulc HPP through the delivery points The payments for 
the Kremenchuk HPP enelgy actually delive~ed to the WEM are made from the clearing 
(transit) account to the settlement account of the Kremenchuk HPP The agreement IS valid 
fi-om 0810 1/97 till 1213 1/97 inclusively If necessary the term of the agreement could be 
extended 
At the current moment the Kremenchuk HPP IS a sublect to consideration whether to lease it 
01 to transfer it Into the communal property of Kremencl~ulc town w t h  its further leaving the 
Company Thus, the Company's management considers that the Kremenchuk HPP in no way 
influenced and shall ~nfluence the financial results of the Company That 1s why all 
Company's ~nd~catois being part of the financ~al reportmg, are computed without the 
Kremenchulc HPP data, except 23,600 5 thousand UAH the value of the current and fixed 
assets of the plant, which were mcluded into the Company's statutory h n d  durmg its 
foundation During 1996 the State bemg the sole owner of the Company excluded 5,020 0 
thousand UAH of the fixed assets of the Kremenchuh HPP that ale exempt from the 
privahzation Hence, other cunent assets of the Company mclude only the amount of 18,580 
thousand UAH which indicates the value of tlie Gemenchuk HPP current assets included mto 
the computation of Company's statutory fund but in fact do not belong to it 

Transformataon mto the harat Stock Company 
The "Poltavaoblenergo" Company IS in the process of the privatization The finalized v e ~  sion 
of the share allocat~on plan IS submitted below 

NDC provldes the routine management of the power distr~butlon wrthm the National power supply system, 
contlols the inalntenance of the necessary frequencj of the electric power performs the nodal transfer of energy 
and regulates the lnaxi~num and ~ n ~ n m u r n  load 

Sales at the USE 
State ownershlo 

T$ms 
11/01/97 - 12/30/97 
1 110 1/97 - 12130197 
0 1/01/98 - 09/30/98 

Prefe~ent~ai sale 
PPC auctlon 
Cash sale 

94 @of thai@rutwy fund 
19 2 
6 8 
3 6 
12 
2G 

01/01/98 - 06/30/98 



I Statutory fund ~n UAH 1 55,240,000 1 

Issue Reglbtratlon Certrficate Number 
Sources of equity (first part of the lrablhty) as of 
1213 1 /97. In UAH 

Par value, ~n UAH 1 2 5 
Number of shares 22.096.000 

23/1/97 as of January 16, 1997 
354,145,000 

I Tvue of shares 
I Market value as of 12/3 1/97 (financial I 7 I 

I 
The shares are expected to be lzsted on PFTS zn June - July 1998 

intermedrarles buy-up during the preferential sale) 
Shares availabrlity 
Ma ket cap~talization, in UAH 
Capital stock amount accordmg to IAS, UAH 
Book value of the share. in UAH 

Company Development Prospects 
Given the Law On Electr~c Energy, passed on 104 6/97, and Law On Taxation of the 
Enterpilses, passed on 05/22/97, expected are materlal changes to mamta~ning records of the 
power d~stributlon It w11l undergo cons~derable changes The volume of power sales shall be 
determined according to the actual power distribution but not accoidmg to the acciued 
receipts of payments In particular ~t is related to the individud consumers To calculate the 
actual amount of d~stributed energy, the Company shall enter into an agieement with every 
physical peison on annual level of powel consumption and amount of monthly payment to 
due (as well as the volume of power consumpt~on) Pursuant to these agreements the total 
amount of power cons~unption per capita and population in general should be determmed 
Upon the implementat~on of the settlement accounting system, everv consumer shall receive 
the monthly bill It w11 help the Coinpany to control the monthly debt amount pursuant to the 
concluded agreements wh~ch wll  be proven by the actual indebtedness on the basls of the 
accountmg data entered to the consumer's personal account by the Company's officer The 
entry will be made not less than once m a year The computenzed version of the ind~cated 
system shall be mtroduced m the first quarter of 1998 In Zinlw rayon grid which is a 
structural subdiv~s~on of the Company 
The program is expected to last for 2 - 3 years Its cost depends on the financing sources The 
impleinentation of the new system foi power supply accountmg and settlements shall require 
100% computerizat~on, replacement of the initial accountlng tools and tools that provide the 
data collect~on (At the first rate it w~ll  be ~mplemented m Poltava and Kremencliuk, the 
places with the h~ghest level of populat~on) In connection with these mnovations the 
~etramng and upgradmg programs shall be offered for a part of blue and wh~te collar workers 
of the Company 
The nnplementatlon of this system (technical support In particular) shall require significant 
amount of funds The Company's management plans to attract a poi-t~on of funds earned from 
share sale after the strategic lnvestoi exeicises the commelclal tender cond~tions 36% shae 
package (19,886,400 UAH for par value) IS offered for the commercial tender which is to take 
place on September 30, 1998 The tentative amount of funds to be set forth by the tender is 
1 16 mln UAH, e g these are moneys that the st~ateglc invest01 - the tender wlnner - should 
invest into the Company's development withrn three years The implementat~on of this 
system shall help the company to reduce significantly the technolog~cal losses m the grids 

19 2% 
29,697,024 
267 716 000 

12 12 



(especially commercial losses, or steahng of the energy), which w11 drastically cut down the 
pnme cost of the sold product due to matenal cutback of the power volume whlch was not 
pad for 
4 Statement of Fmanaal Pos~tlon 

I Accounts Rece~vable Structure I 
Communal Industrial Other power 

SewIces Enterprises consumers 

I I a/- 10% 4% . . ," 
Staterun 

organlzatrons Heat consumers 
1 4% and others 

4% 

Agriculture Payment for power 
1 5% tlansfer 

Poltava Ore- 
Dressmg Plant 

22% 

20% 



Accounts Payable Structure 

Wages and budget 
Advanced payment payments 

or power & heat 2 % ~  for purchased 
6% energy 

Ecology Fund 4% 
Other 

37% 1 % 

MtnEnergy 
Investment Fund 

17% 
Capital construct~on Fuel 

mater~al &works 17% 
16% 

Statutorv Fund 
In early 1996 the Company's statutory fund was equal to 60,260 thousand UAH Pursuant to 
the Property Value Assessment Act, d u n g  the pnvatizahon perrod and whle estimattng the 
statutory fund included 36,659 5 thousand UAH of the fixed and current assets of the p d s  
plus 18,580 5 thousand UAH of the current assets, plus 5,020 thousand UAH of the fixed 
assets of the Kremenchuk HPP (The majonty of the Kremenchuk HPP fixed assets were not 
included d m g  the computahon of the Company's statutory fund pursuant to the Cabmet of 
Mmsters Decree #26/72 as of 12/31/1992, which exempts the heat and power plants from the 
pnvatizahon) In 1996 the State being the smgle owner of the Company passed the decision 
on decreasmg the Company's statutory fund through withdrawal of the Kremenchuk HPP 
fixed assets from the fund On November 22,1996 pursuant to the joint order of the State 
Property Fund for Ukrame (SPF) and Muustry of Energy and Electtrficafion of Ukrame 
(MEE) the Company's statutory fund was reduced to 55,240 thousand UAH In accordance 
with the further withdrawal of the Kremenchuk HPP from the Company's composihon with 
all fixed and current assets belongmg to the plant, the Company's management considers it 
necessary to include into the Company's "other current assets" category the amount of 18,580 
thousand UAH that mdicates the value of Kremenchuk HPP current assets included mto the 
Company's statutory fund, however these current assets actually do not belong to the 
Company These assets will be long to the indicated category until the final soluhon about the 
Kremenchuk HPP is made 

Gnd Charactenstm 
Total length of power hnes m km 

Length of the hanged power hnes 
lncl with voltage of 154 kV 

110 kV 
35 kV 
10 kV 
6 kV 

04kV 
Length of the gnds' cable lines in km 

49,048 (OUOU97) 
47,378 

508 
1,824 
2,507 
17,449 
362 

24,628 
1,670 

49,137 (OUO1/98) 
47,463 

508 
1,824 
2,607 
17,459 

360 
24,705 
1,674 



35 - 750 LV and power transformer output 
(1tem1MVA) 

Regarding the power lmes length the Company is the fifth largest enterprise 

Name of the fixed assets 

653 
205/2,25 1 7 

1 

I Production assets 
buildings, structures, lnachmes 
and equlpment, transm~ttrng 
terrnmal 
others 
2 Non-produ~t~on assets 
buildmgs, structures, machmes 
and equipment, others 

0 4 k V  

. - 
The deprec~at~on of the product~on f 

652 

&Ilzaracterzsttcs of  the F m  
Owned fixed assets, th UAH 

Number of step-down transformer substat~ons I 20512,251 7 

For per~od 
beglnnlng 

470,715 
26,483 
71,147 
367,066 
6,019 

ixed assets as of 

For perlod 
end 

476,241 
29,043 
70274 

369,332 

Assets 
Leased fixed assets, th UAH 
FOI period For perlod end 

- 
s 50% from the hlstorlcal value 

In 1997 the Company calculates the depreciation index by the method of balance double 
reduction The depreciation norms for the fixed assets are 

Bmldings and structures - 596, 
Transmitting terminal - 5%, 

a Machines and equlpment - 15% 

To calculate the prime cost of the products sold the Company applies the inetliod 
which sets forth concrete elements of ~nventorles actually used 
5 Informatmn on the Issuer's Secuntnes 

a) Information 011 all securit~es Issues (including the securit~es issued In the reporting period) 

Date of  certrficate Issue 
Type of share Par value, 111 

Registrat~on cert~ficate 
number for the first issue 

Common (reg~stered or 
bearer) 
Prefereritlal (registered or 
bearer) 

Reg~stratloil Certificate f-or the fiist s ecu r~ t~es  ~ s s u e  of  
ccPoltavaoblenergo" Company # 0 1 - 1613 as of January 1 6,1997 

Amount 

22,096,000 

of lssue fi om the total 
amount of 

statutory fund 
55,240,000 100% 

b) Information about persons that ow11 ovei 5% of the ~ssuer's shares 

I Name of legal eirt~ty or / Type of share I Number of shares I Percentage for the total I 
natural person owned number of shares 1 



f State ~n person of Mmlstry 
of Energy of Ukraine 

common 100% 100% 



6 "Enterprise Balance Sheet9' sand "Statement on Financ~al Results and their 
utrhzatnon" for the reporting period 

ENTERPRISE BALANCE SHEET 
(consolidated report, Kreinenchuk HHP assets mcluded) 

(in thousand UAH) 

r - - . ' ASSETS -' - * % 

i 
t 

1 3 4 
1 Fixed and othe~ long telm assets 1 - 
F~xed assets 
Res~dual value 
deprecrat~on "02) 
hlstol ical cost "(0 1) 
Intangible assets 

010 
01 1 
012 

I 
amortization * (02) 
h~storlcal cost *(0 1) 

resldual value 1 020 1 4 1 20 

\ ,  

Cap~tal Investments In process (33 35,61) 
Technolog~cal equipment (07) 
Long-term financial mvestments (58) 
Settlements wrth founders (75) 

- 
Total for Section 1 

I r 6 

1 070 1 341,925 1 329,373 1 

296,759 
294,828 
591,587 

I I 

L . . 
Rented property (1 1) - 
Other l on~ te rm assets 

I I 
2 Stocks and exwenditures 

284,752 
313,764 
598,516 

021 1 

03 0 
035 
040 
050 

10 

055 
060 

42,119 
2,659 

0 
0 

022 1 4 
41,952 
2,505 

0 
0 

0 
3 84 

7,459 
7 

L I I 

resldual value 
depreclat~on "(1 3) 
hlstorrcal cost "(121 

3 0 

I 

0 
144 

6 871 
4 

Indust~~al stocks (05, 06 08, 10) 
L~vestock foi raising & fattening (09) 
Low-value and short-term Items 

100 
101 
1 02 

2 
0 

Deferred expenses (03 1) 
Ready-made products (40) 
Goods 

080 
090 

15 
0 

i 

3 Cash, settlements and other assets 
Sh~pped goods payment for wh~ch is not yet due (45) 
Settlements wlth debtors 
for goods, works and servlces not yet due (62,76) 
ovel due 
for notes recewable (59) 

1,l 15 
670 

1.785 

120 
130 

. , I 

1,323 
707 

2,030 

0 
0 

6 
0 

selling cost (4 1)  
sales margin "(42) 

I 60 

170 
180 
190 

for tax settlements 1 9 5  1 0 

140 
141 

cost of saies *(4 1) 
Total for Sect~on 2 

2,451 

142 
150 

6 

16 166 
35,538 

0 

15 

3 1,464 

20,142 
25,521 

0 

8.132 1 8,806 
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Short - term bank loans (90) 
Short - term debt (95) 
Short - term cred~ts and loans overdue 
Settle~nents wlth cred~tors 
for goods, works and servlces not yet due 
on notes payable (66) 
for advances received (61) 
on taxat~on settlements (67) 
with budget (68) 
on non - budgetary payments (65) 
on ~nsurance (89) 

600 
610 
620 

. . , 

640 
650 
660 
665 
670 
680 
690 

on salaries (70) 1 700 1 1,568 
. , 

with other creditors (7 1, 76) 
Loans to employees (97) 
Other short - term llabil~ties 

NOTES 
fridex name - 

Z 

0 
0 
0 

649 

Total for Section 3 
BALANCE (sum of lines 495,530,750) 

Spent for financlng the capltal and other 

0 
0 
0 

I 

37073 f 43,357 

with trust entrt~es (78) 1 710 1 956 1.390 
720 
730 
740 

Investments froin the yeaibegmn~ng 
de~reclatlon oi. the fixed assets 1 900 1 63 

0 

750 
760 

amortlzatlon of the intangible assets 1 905 1 0 
profit d~rected to the development and 1 910 1 0 

0 

5 0 
23 
0 

improvement of the production and soc~al 1 I 

5 8 
66 
0 

59,699 
409,184 

sphere 
budget and extra-budget funds 1 920 1 0 

9,65 1 
48 1 
0 

619 
756 

67,481 
421,626 

other attracted funds 1 930 1 0 
Total (lines 900 - 930) 1 940 1 63 

2,3 13 
3,006 
2,333 
480 
311 

Cash flow ~n natlonal culrency unlts, total I 945 I 608 
1n connecbon with vroduct~on 1 946 1 X 
Cash flow m forelgn currency 
m connect~on wlth nroduct~on and sales 95 1 
-- 

Internal l:ab1116& I I 
Rece~vables (Imes 160 - 240, foim 1) 
Pavables (Imes 630 - 720. form I)  
Revelsed financial ass~stance, exp~red 
Coininerc~al loan 
Budget loan for purchasmg agiicultural 

960 
970 

products, exp~red 
Advance pavment for the account of the 
budget loan. exslred 

accrued 
(created, 
earned) 

For reporbng 1997 
per nod 

58,393 
59,676 

980 
985 
990 

the 

-BraIance at 
fbe end of 

0 
0 
0 

995 

(transfer I 

0 



RIEPORT ON FINANCIAL RESULTS AND THEIR UTILIZATION 
1 FINANCIAL RESULTS 

Index name ( Llne code I Profits ( tosses 
1 

Revenue (gross income) ra~sed from sale of products (goods, works, 
services) 
State pr~ce regulat~on 

I Excise taxes 
I I I 

2 I 3 

010 

01 1 

I 020 

Cost of products (works, services) 
Results of sales 
Results of other sales 
Corporate rights ownership i eturns 
Retamed lnterest 

I Income tax 
I I I 

I 105 X 1 6,432 1 

4 

Value added tax 1 015 
X 0 

Other non-sales profits and losses 
Total profits and losses 
Balance sheet profit or loss 

320 214 

025 
03 0 
040 
050 
060 
070 
080 

2 UTILIZATION OF PROFIT 

X 

X 
X 

085 
090 
100 

12.969 

X 
X 
X 

6,629 
898 
0 
0 

13,466 
0 

Other use of profit 

.I 

0 
0 

300,616 
0 
0 
X 
X 

12,371 
19,898 
19.898 

1 

0 
0 
0 

110 

Payments to the budget 

J 

Allocated to 

X 
Retamed earning (bad losses) for the reporting period 1 120 

~roduction develo~ment 
social development 
incentive wur~oses 

3 PRODUCTION EXFENSE (TURNOVER EXPENSE) 

0 

200 

pioceeds w~thdrawal 
replenishment of the current assets 
other w r ~ o s e s  

Index ( Row code I Total I 

7,009 
AIlocat~on to reserve (msurance) fund 

220 
230 
240 

Supply expense 1 300 1 71431 1 

4,O 1 1 
1,73 5 
937 

250 
255 
260 

I Wages expense 310 13365 
Soclal expense 320 6593 
Depreciation 330 17677 
I Other ex~ense 340 

2 10 

0 
0 

6,206 

0 



I l o i t  activity 1 470 1 0 I 0 

Total 
Actual production volume (products, services) 

5 PAYMENTS TO THE BUDGET 

4 BREAKDOWN BY PROFIT AND LOSS 

350 1 280263 

selllng of capltal assets, mntangibles, 
inventor~es 

sellmg of securrtles 
letting of separate pioperty 
buying and selllng foreign cunency 

I Index I Row I Payment due l ~ c t u a l l ~  paid 

360 

code 
1 2 3 4 

122684 

480 

490 
495 
500 

I Exclse duty 0 1 0 
I VAT 6 1 0  1 5602 1 3742 

806 

0 
92 
0 

I Chernobyl Fund 1636 

I 

0 

0 
0 
0 

Rent 630 0 0 
Resource payments 640 620 546 

Other taxes and payments 650 9142 830 1 



7 Infbrmatlon About the Pssuer9s Executwes 

Full name 
Boris Popov 

4natoly 
Shalalhman 

Volodymyr 
Y artsev 

My lcola 
Kantolca 

Olevandr 
Ralcetslcy 

Position 
Chairman of 
the Board- 
Dlrector 

Deputy 
Dlrectoi for 
general issues 

Chief Engineel 

Deputy 
Director for 
personnel 

Deputy 
Director for 
labor safety 

Education 
Hlgher 

Higher 

Higher 

Execubve experience 
(companies and positions) 

15 years 
;mce 1982 - Kharlc~venergo, Chlef 
Engineer 
;lace 1994 - Kharkrvenergo, Director 
; m e  1995 - Poltavaoblenergo, 
:haurnan of the Boa~d, Director 

27 vears 
since 1970 - Kharlwenergo, Deputy 
Production Manager 
since 1970 - Kharhvenei go, Capltal 
Construction Manager 
mce 1979 - Kharlwenergo, Deputy 
Director for general issues 
since 1995 - Poltavaobleneigo, 
Deputy Director for geneial issues 

21 yeam 
since 1976 - Poltava MK-76, 
Production Manager 
since 1982 - Poltava MK-76, Chief 
Engineei 
since 1986 - Poltava MK-767, Senior 
Engineer 
since 1992 - Khark~veneigo, High 
Voltage Power Transmlsslon 
Supervisor 
since 1994 - Khakiveilergo, Cliief 
Engmeei 
since 1995 - Poltavaoblenergo, Cliief 
Engineer 

19 vears 
sliice 1978 - Ukrdniprogeolbud 
Research Institute, Deputy 
Electrotechnical Manager 
since 1994 - sKharlcivenergo, Deputy 
Director for personnel 
since 1995 - Poltavaoblenergo, 
Deputy Diiector for personnel 

14 years 
since 1983 - Kharlwenergo, 



van Boroda~ 

Stanislav 
Stegniy 

ieputy 
Director for 
:coriom1cs 

Chlef 
Accountant 

:oreman 
mce 1 986 - Khai kivenergo, High 
Joltage Power Transrnisslon 
vf anager 
imce 1994 - Kliarkiveneigo, Deputy 
hector  for safety labor 
mce 1995 - Poltavaoblene~go, 
Ieputy Director for safety labor 

25 yeas  
; m e  1972 - Poltava Hlgh Power 
rransmiss~on, Foieman 
unce 1973 - Poltava High Powel 
~ransm~ssion, Energy Sales Manage1 
since 1973 - Kharluvenergo, 
Regional Team Leader 
srnce 1975 - Kliarlcivenergo, 
Regional Subsidiary Deputy Head 
since 1976 - Kharkivenergo, 
Regional Subsid~ary Chief Engineer 
since 1987 - Kharkiveneigo, Deputy 
Chief Engineer 
slnce 1989 - IUlarkivei~ergo, Deputy 
D~rector for commerce 
since 1995 - Poltavaoblenergo, 

since 1982 - Kharkivenergo, Chef 
Accountant 
since 1983 - Poltava Meclmucal 
Plant, Deputy IT Manager 
smce 1985 - Poltava Mecl~anlcal 
Plant, Flnanclal and Sales Manager 
smce 1991 - Poltava Mechanical 
Plant, Deputy Chief Accountant 
since 1991 - Kharkivenergo, Chief 
Accountant 
since 1995 - Kbarkivene~ go, Deputy 
Dlrector for econornlcs and energy 
consumption 
since 1996 - Poltavaoblenergo, Chef 
Accountant 



8 Infomataon Pubhshed by the Issuer m Press 

issue I 

Name of the muer 
State registration code 
State registration certificate, No and date of 

-- --- -- 

PoltavaobIenergo 
00131819 

6228 of 23 08 95 

Locatlon 
Telephone 

3 14022, Poltava, Stariy Podil St 5 
7-18-14 

I 

Fax 
Core types of actlvlty 
Number of shrueholders 

19-64-24 
Eneigy transmission and supply 

- 
I 

Statutory Fund 
- common shares 
(amount and share m the Statutory Fund) 

Number of bond holders 
I 

- preferred shares I - 

- 
Number of employees 4269 

(amount and share in the Statutory Fund) 
Date of the most recent shareholders' meeting 

by the issuer to sell or purchase securities of the 

- 
- 

(for open JSC) 
Name and locat~on of the legal entity authorized - 

by the issuer to pay dlv~dends on secwlt~es of 

issuer 
Name and location of the legal ent~ty authonzed - 

all 

the issuer 
Date and period of payment of div~dends if at 

9 Key Financial Indices 

- 

Index 

(for leference share pax value, UAH) 

Year 
previous (1 996) 1 reported (1997) 

1 Gross margin generated from sales, works, 
sermces less state puce regulation, VAT and 
excise duty, th UAH 
2 Balance-sheet profit (loss), th UAH 
3 Total assets, th UAH 
4 Total l~abil~ties, th UAH 
5 Statutory Fund, UAH 

164 693 
(3508,l) 
296485,6 
35 222,5 

55 240 000 

6 Retained earnings (loss) 
7 Earnmgs per common share 
8 Dividends ~ e r  common shae 

216 999 
4 824 

304 038 
36 322 

55 240 000 

(4568 3) 
- 
- 

256 
0,22 

- 



Part I1 
Report on P~wnancnal Posntlon of Poltavaoblenergo 

th UAH 

la  Monetary items in transit 0 867 
(Note 2) 

2 Short-term financial investments 0 0 

3 Accounts receivable for products, works, services, net 
(mcluding doubtful debts) (Nate 3) 22096 36133 

4 Other accounts rece~vable (Note 4) 22 3999 
5 Inventory 2557 3307 

6 lother circulating assets 1 3053 1 1365 
I@ote 6) 
j~otal  current assets 28278 45921 

7 ( ~ i x e d  assets (Note I 
7) 
primary cost 473865 479497 
depreciation 22424 1 23998 1 
residual cost 249624 239516 

8 kntanrrlble assets (Note 8) I I 
primary cost 4 3 0 
arnortlzation 1 10 
residual cost 3 20 

9 Long-term investments 0 0 
10 Other long-term assets 0 0 

Total non-cmulatme assets 249627 239536 
I - I I 

1 1 l~s se t s  of Kremencl~uk HPP included In the 

I 

17 I~ongterrn bank loans 0 0 
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Cash Flow Statement of Poltavaoblenergo 
for 1997 

# 
# 

th UAH 

Increase in accounts receivable (1 3886) 

Increase in accounts payable 15786 

Increase m inventories (751) 

Othei increases m cash flows resulting from operating actlvitres (20788) 

Retamed profit (loss) at the beginning of the yea1 
Retamed profit (loss) at the end of the yeas 

Profit (loss) from sales of securlt~es 0 

Profit from sales of fixed assets (223 , - 
'Net'kah flow from operating actlvlty 

(1 060) 
(4568) 

(2 Cash flow from investments I 

(4568) 
256 

I 

Purchase of non-circulatmg assets 

JPayments related to conskuction, assembly, and adjustment of I 0 
non-c~rculatmg assets - payments to subcontractors 
Sales of non-cnculating assets 0 

Purchase of assets ascribed to short-term financial investments 
0 

Sales of assets ascribed to short-term financial mvestments 
0 

"Net" cash fhw from mvestments 1 
13 Cash flow from financial operations 1 

l ~ o t a l  "net" cash flow I 547 

Issuance of securities 

Borrowed money 

Redemption of liabll~ties 

Payment of dividends 

"Net" cash flow f ~ c p  financml oper&o~s - 

I~onetaxy items at the beginnlng of yeas - 01 01 1997 

0 

0 

0 

0 

0 



Notes to Fananclal Reporting by Poltavaoblenergo nn 1997 
Note 1 

The Poltavaoblenergo State Joint Stock Energy Distribution Company (hereinafter as the 
Company) was founded as an open joint stock company through restructurrng the former 
state-run energy dlstnbution enterprise following the order issued by the Ministly of Ene~gy 
and Electrification of 28 07 1995 
The Company is primarily engaged m the energy distr~butlon and supply to consumers of 
Poltava Reglon The Company also offers its power lines for the energy traffic and produces 
and supplies small volumes of heat (20-25 thousands of gCal as the year average) 
Financial reportmg of the Company includes 

a Report on financial position 
Profit and loss statement 

e Cash flow statement 

Fmancial reporting covers the period of 1 0 1 1997 through 3 1 12 1997 and is expessed m 
UAH as the natlonal currency of Ulaame 

Note 2 Monetary Items in Transit 
According to the currently effective settlement procedure, energy suppliers accumulate all 
payments from their consumers on a transit account from which all the payments are 
rmmediately and fully transferred to the clearing account of the funds manager - the 
Energorynok which IS exclusively responsible for distribution of funds among WEEM 
members The funds returned to the energy supplier the next day after each transfer made to 
the clearing account shall be recogmzed by the Eneigorynok as monetary payment for the 
electricity multiplied by the charge for the electricity distlrbution and supply calculated at the 
NCER tariff rate In other words, the Company does not actually own the residual hnds on 
the transit account as of 3 1 I2 1997 - 867 th UAH, as this sum IS going to be transferred to 
the Energorynok's clearing account the next banking day Funds returned to the Coinpaily's 
settlement account in Decembei 1997 amounted to 14 6% of collected and transferred 
consumer payments, whlch brings us to belleve that out of 867 th UAH some 130 th UAH 
shall return to the Company 

Note 3 Accounts Recewable 
Debtors of electricity and heat as of 3 1 12 1997 totaled 1432 or 24 % of the entire number of 
payers for electricity and heat The number of debtors decreased agarnst 1996 
Total accounts receivable increased fiom 22096 to 361 33 th UAH, or by 14037 th UAH, 
due to the growing sales volumes in 1997 Wlth the sales volumes up by 52306 th UAH 
share of payments due was the same and amounts to 17 % of the annual sales 
The Company introduced a new settlement procedure in 1997 to ~ t s  commercial suppliers 
that provide electricity transit to certain user5 m Poltava Reg1011 Before that, such suppliers 
were paying with KW/h for uslng the Coinpmy's power llnes and other faclht~es Now they 
are paying money to the Company's settlement account, as well as promissory notes and 
mutual offsetting Debts of cornmerc~al suppliers of transit electric~ty are cons~derable - 



8177 th UAH (22 % of the total UI this item of the Report on Fmancial Position, 01 52 % of 
the payment due for the 1997 trans~t) As of 3 1 12 1997, nine out of thirteen commercial 
suppliers have debts to the Company, includmg BAR1 joint venture - 6964 th UAH But the 
Company's management is sure the debts will be pard before long 
One fifth of the total debts for electricity - 7241 th UAH - are the debts of Poltava ore- 
dressing plant, one of the largest local consumeis The plant has been using transit electricity 
suppliers over the past few years As the plant was facing some problems with independent 
commercial suppl~ers in the first half of 1997, it began to buy electrlclty fiom the Coinpany 
The plant was unable to pay for the electricity in full and its debt to the Company (as of 
31 12 1997) is 7241 th UAH The Company's management IS suie the debt will be paid 111 
full 
1111997, the Company managed to brmg down debts of publ~c utilit~es from 7600 to 3800 th 

UAH, I e almost by half mainly through mutual offsettrng 
Public utilities should be at least part~ally subsidized by the state In covering their losses In 
fdct, they enjoy no support fiom the budget and become insolvent Therefore, mutual 
offsetting seems to be the only way to pay debts for the consumed electricity, under the 
circumstances The procedwe is the following 

EI The Company shows the respective sum m its books as accounts receivable paid by 
publlc util~tles for the electricity they use and as a decrease rn accounts payable to 
the state budget m taxes, 
The state budget (the Mmistry of F~nance) enters this same sum in ~ t s  ledgers as the 
Company's debts paid in taxes and as a decrease in subsidles due to be paid to 
publlc ut~lities, 

rs Publrc utilities show this sum in their books as the subs~dies ieceived from the state 
budget and as their debts pard to the Company for the electric~ty they use 

The Company is actively using t h s  method to ensure payments comlng in and to redeem ~ t s  
own accounts payable to the budget Mutual offsettrng performed by the Company m 1997, 
totaled 21960 th UAH 
Debts by agricultural users amounted to 5550 th UAH, or 15 % of the total rndebtedness 
Due to theii own financ~al difficulties, agricultural users are lrmited in their ability to pay 
money for the electricity they sue, so the Company managed to cut down these debts 111 1997 
by bartering farin products w t h  itr. own creditors provided there was a mutual mterest 
As of 3 1 12 1997, overdue accounts recelvable (when default exceeds 30 days) was 28 128 
th UAH, or 75 % of the total ~ndebtedness as compared aga~nst 66 % in 1996 Such an 
increase may be euplained by the lack of funds and nonpayment crisls 
The Company expects to have all accounts receivable for 1997 and what was left in the 
preceding years and does not plan to establish a doubtfit1 debts reserve 

Note 4 Other Accounts Recelvalble 
Other accounts recelvable sLle mostly debts by Kremenchuk HPP - 3934 th UAH, whlle as of 
3 1 12 1996 ~t was the Company that was in debt to ~t for the electrmty purchased - 752 1 th 
UAH In 1997, the Company did several offsetting that resulted in 

fewer debts of budget structures to the Company, 
accounts payable paid by the Company to I<remenchulc HPP, 
fewer debts of Kremenchuk HPP to the budget in paylng taxes 



fewer subsidles due to be paid fiom the state budget 

Note 5 Inventory 
Inventory is shown in the Report on F~nancial Position at the purchasing pnce The 
Company's inventory is mostly cables and &el which are Items wlth quick turnovei and their 
cost as reflected in the Report IS, actually, thelr fair value 
To calculate cost of goods sold, the Company uses the method which allows to specify 

1 TOTAL 2557 3307 1 

concrete elements of the Inventory that have been actually used 
Invento~y includes the followmg elements (th UAH) 

Note 6 Other C~rculat~ng Assets 
A considerable share in the Company's other circulating assets were ovelpayinents of profits 
taxes to the state budget - 364 th UAH and 225 th UAH as of 3 1 12 1996 and 3 1 12 1997, 
iespectively Overpayment is the result of mandatory tax prepayments to the state budget 
according to the effective Ulraiman legrslation The amount of overpayment is carried over 
whlle makmg fwthei, decreased payments to the budget Besides, the state owed 
compensations for VAT as of 31 12 1996 - 443 th UAH and as of 3 1 12 1997 - 434 ill 
UAH 
The total state debt to the Company among other cisculatmg assets as of 3 1 12 1996 was 26% 
andasof31 12 1997 50% 
As of 3 1 12 1997, those were warnly advance payments to suppl~ers of mventorles - 409 th 
UAH 

Note 7 Caprtall Assets Houses, Constructloas, Eqnipment 

Production stocks 
Low-cost and quickly-worn Items 
Other 

As of 31 12 1996 
1791 
755 
11 

The Company has the followmg structure of lts capital assets (th UAH) 

As of 31 12 1997 
2303 
982 
22 

Production capltal assets 

1996 1997 

Iiutml cost 

Amortization level of production cap~tal assets as of 3 1 12 1997 was 50% of the mitial cost 
Besides, thls item of the Report on Financial Position also includes 

cost of incomplete general refurbishment of production cap~tal assets, 196 th UAH as 
of 31 12 1996 
incomplete capital investments in production capitdl assets, 2855 tli UAH as of 
31 12 1996 3201 th UAI-I as of 31 12 1997 

Non-production capital 
assets 

Arnortizatlon 
Residual cost 

470 71 5 476 241 
224 241 239 982 1 0  0 
246 474 236 259 0 0 

1996 1997 
0 0 



e cost of equipment before installation, 
100 th UAHas of31 12 1996 
55 th UAH as of31 12 1997 

Upon complet~on of general refurb~shment of capital assets and capital construct~on the 
respective accrued costs shall be cair~ed over as the capital assets cost along wth  further 
arnortlzatlon 
From 1997, the Company accrues depreciation using the method of double ieduction of the 
balance Norms of fixed assets depreciat~on accrual are 

bmldlngs and construrctions - 5%, 
* ti ansfer dev~ces - 5%, and 

machines and equipment - 15% 

Ava~lability of productional fixed asset9 per separate groups is reflected In the table below 
(UAH th ) 

( Buildmgs and c0ns.h uctlons I 26,483 1 29.043 1 
I Transfer devrces I 367,066 1 369.332 1 
I Machtnes and equipment I 71,147 1 70 274 1 
I Other fixed assets I 6,019 / 7.592 1 

According to the system of Ulraman admn~stiative accounting, book value of non- 
p~oductional fixed assets in the balance sheet of the Company as of 1213 1/96 and 1213 1/97 
was UAH 4,133,000 and UAH 5,064,000, respectlvely, and residual value - UAH 2 900,000 
and 2,299,000, respectlvely, all t h~s  - value of residenttal buildmgs As the bod~es of state 
power decided on transfer of departmental housing to enterprises of pubIic utilities the 
Company In fact IS not the owner of these fixed assets and cannot account on utilization of 
these assets and receipt of econoinlc profit 111 future That is why the Company management 
considers it econom~cally evped~ent to exclude the value of housing from fixed assets In the 
Statement of Financial Position 
Note 8 Inltanglblle Assets 
Intangible assets of the Company include qoftware which is accounted for at purchase price 
Amortization IS accrued zn a linear method durlng five or ten year peliod 
Note 9 Assets of Kremenchank HPP Included m Company Statutory Fnnd 
Separate line In the Statement of Financial Position shows the value of circulat~ng assets of 
Kremenchuk HPP included in the Company Statutory Fund - UAH 18,58 1,000 Pursuant to 
the Deciee of the Cabmet of Ministers of Ukralne # 26/92 dated 1213 1/92 heat and power 
plants are not subject to pnvatization, that IS why in 1996 according to joint oldel of the 
Minlstry of Energy and the State Property Fund vale of fixed assets of Kremenchuk HPP not 
subject to pnvatization was excluded from the statutory fund 
The Company cannot dispose of assets of Kremenchuk HPP which is economically 
independent, has its own settlement account in the bank, independently Incurs expenses and 
receives profit, defines income and pays taxes In near future, Kremenchuk HPP w11 separate 
from the Company w~tli d l  fixed and circulating assets belonging to it, and the issue on 
reflect~on in the Company reporting of the part of statutory fund which corresponds to the 
value of HPP circulat~ng assets wtll be resolved 

, I 

Total 470,715 476,241 



Note 10 Accounts Payable 
Main creditor of the Company IS the Nat~onal Dispatch Center of Ulaaine from wh~ch it 
purchases most electrlc enelgv for transfer and dlstr~bution to the consumers of Poltaka 
region As of 1213 1/97, debts of the Company to ~t was UAH 6,149,000 
As of 1213 1/97, significant part of accounts payable of the Company were debts for the he1 
- UAH 6,039,000 and goods and valuables - UAH 6,149,000 
Note 1 1 Other Short-Term Llabdltles 
The largest percentage 111 other short-term llabllit~es of the Company belongs to its debts on 
transfer of ecological surcharge on the tariffs which IS establ~shed by the Cabinet of Ministers 
of Uluame, confirmed by the prlce lxsts and pa~d  by electric energy consumers (except 
citizens) This s~xcharge is collected by energy distributing organizations and has speclal 
purpose - in 1996 it was dliectly transferred to the account of Zmiyivslca power plant in 
older to form the fund foi reconstruction of production facilities, in 1997 - through the 
cleamg account of Energorynok These amounts were UAH 12 1 16,000 as of 1213 1/96 and 
UAH 13,580,000 as of 12/31/97 
This item includes advance pay!ment by the consumers for electr~c and heating enel ay - 
UAH 9,4l6,OOO as of 1213 1/96 and UAH 2,240,000 as of 1213 1/97 Decrease of tlus debt 
reflects contmuation of non-payment crlsis in Ukrame, inability of eneigy consumers to make 
advance payments 
The Company had debts to the Mimstrv of Eneiw of Uluame on deductions to centlal~zed 
funds 1n the amount of UAH 956,000 and 1,390,000 in 1996 and 1997, respectively 
Centralized funds, namely investment and innovation funds, are formed by the Minlstry of 
Energy of Ulaaine from mandatory deductions of energy companies for funding of large 
investment and sc~entific and resesllch programs w h ~ h  are irnpoitant for the whole industry 
sector 
Debts of the Company to zts employees on salares was UAH l,3 12,000 and 506,000 m 1996 
and 1997, respectively During 1997, the Company conholled quite str~ctly growth of 
expenses for salanes trying to save expenses and receive profit, as well as to pay salaries to 
the employees on tune and have no debts, and it succeeded in tlm In cond~tlons of non- 
payment cllsls and cash defic~t the Company uses barter settlements, namely receives 
agrmdture products (food) from the enterprises w h ~ h  have debt for consumed electrlc 
energy, decreases theii accounts receivable and d~stnbutes these products between einployees 
on account of salaries 
Note 12 Statutory Fund 
In definition of the statutory fund which as of 12/31/97 was UAH 55,240,000 accordmg to 
the act of propertv assessment the followng was Included 
* UAH 36,659,000 - value of assets of electrical network enterprises, and 
8 UAH 1 8,58 1,000 - value of cnculating assets of Kremenchuk HPP 

According to the Decree of the Cablnet of Ministers # 26/92 dated 1213 1/92, heat and power 
stations are not subject to privatrzation That is why in 1996 the jomt order of the Ministry of 
Energy of Ukiame and the State Property Fund excluded from the value of the Company 
statutory fund the value of fixed assets of Kremenchuk HPP which are not subject to 
privatizat~on (See Note 9) 
Statutory fhd of the Company cons~sts of 22 096,000 common reglsteied shares with the 
nommal value of UAH 2 5 



Note 13 Addltlolaal Capital 

Intangible assets I 4 1 4 

Item "Additional Capital" includes the followmg funds OJAH th ) 

Funds recelved from the state budget f o ~  capltal investments 
Own funds for cap~tal ~nvestinents 

Funds from the state budget received by the Coinpany (in 1995) had special purpose and weie 
allocated on construction of the netwo~ks for village electrification (1 0-3 5 IW) connected 
with action of tlie Law "On Prnority Development of Agri-Industrial Complex" 
Free ieceipt of material valuables took place when electrical networks were transferred by 
other non-enetgy-distributmg companies to the Company balance sheet for servicing 
The M~nistry of Eneigy of Ulcrame provided iinanclal a ~ d  to the Company m order to form 
emergency reserve of wlres and pillars for repair and consttuction of electrical networks 
Note 14 Sales 
To define the volume of sales, the Company used accrual method Accordmg to this method, 
sales are recogmzed at the moment when electric and heating energy are received by the 
consumer and this is confirmed by the data of mete1 and the bill issued by the Company 

I TOTAL 

During 1996 and 1997 the volume of Company sales was CUAH th ) 

As of 12/31/96 
585 

1976 

2947 1 3848 

As of 12/31/97 
585 

2769 

heat~ng energy 571 1 621 1 

83 
300 

Materlal valuables recewed for fi ee 

- - 7 

Dynamics of sales volumes was influenced (in the same direction) by three factors 
1 Increase of energy tanffs (estabhshed by the state in Uluaine), 
2 Increase by 16% of energy consumption by the consumers in the region (KW/h) The 
main reason fol this is appearance of new powerful consumers of electric energy because 
Kremenchuk HPP began to sell all generated enelgy to the enterprlse Energorynok wth  
transfei to the company of those consumers with wliich it had agreements on enelgy 
dlstribut~on p~eviously, and 
3 Appearance of electric energy transit operations among sales due to change in p~ocedure 
of settlements mth the distributors of translt electric energy 

83 

Total 
includ~ng electr~c energy 

First factor caused safes volume Increase in 1997 by UAH 10,082,000, second factor - 
UAH 26,412,000, third factor UAH 15,812,000 Total growth was UAH 52,306 000, or 
32% 
Note 15 Prme Cost 
Prime cost of goods sold of the Company consists of expenses directly connected with 

expenses for purchase and transfe~ of electric energy, and 
a expenses for generation of heating energy 

F~nancial a ~ d  of the Ministry of Enelgy of Uhrame 

1996 
164,693 
164,122 

300 

1997 
2 16,999 
216,378 



In total amount of prime cost of goods sold the largest percentage belongs to the value of 
purchased electric energy These expenses were In 1997 - UAH 177,387,000 or 84%, 111 
1996 - UAH 143,384 or 88% Increase of expenses for purchase of electrlc eneigy In 1397 
was caused by growth of its sales to consumers in the regon 
The Company purchased electric energy from drfferent distributors, namelv (UAH th ) 

I Independent cominelc~al distributors 1 10.680 1 3 841 1 

National D~spatch Center of Ukrame 
Krelnenchuk WPP 

I Others 1 112 1 543 1 

Expenses for salaries and associated mandatory deductroils to government funds (pension 
fund, employment fund, fund foi hqurdation of Cliernobyl disaster results) in pnme cost of 
goods sold were UAH 12,347,000 (6%) in 1997 and UAH 10,482 (also 6%) in 1996 The 
reason for total increase of expenses for salaiies in 1997 was increase of salanes level 
according to the ordels of the Ministry of Energy of Ukraine The state which was the only 
owner of the Company represented by the Ministry of Energy took appropriate measures to 
preserve realistic level of salaues for employees of the energy sector in condit~ons of 
Ukra~nian inflation economy But In cases when decision on payment of bonuses and 
remunerations was in jurisdiction of the Company management, the Issue was caiefully 
considered taking mto consideration d~fficult financial position and uncovered losses foi 
previous years Payment of bonuses in 1997 was significantly reduced 
Note 16 Admln~stratwe and Management Expenses 
Amount of adm~nistrative and management expenses increased in 1997 in comparison to 
1996 by 29% - from UAH l,l7l,OOO to 1,507,000, or by UAH 336,000 This included 
increase of expenses for salanes of the management and mandatory deductions to the state 
funds connected with it (pension hnd, employment fund, fund for liquidation of Chernobyl 
dlsastei results) - by UAH 186,000 
The reason for increase of expenses on salar~es in 1997 are presented 111 Note 15 
Note 17 Sales Expenses 
Sales expenses in 1997 increased in compaiison to 1996 by UAH 354,000 (from UAH 
3,880,000 to UAH 4,234,000) Expenses for salaries of sales employees and mandatory 
deductions to the state funds connected with it mcreased by UAH 2 1 1,000 The reason for 
increase of expenses on salaries in 1997 are presented in Note 15 
Expenses for salarres of sales employees mclude payment of remunerat~on to employees for 
detection of electric energy theft In 1997, these expenses were UAH 1 50,000 Inspectors and 
controllers of the Company discovered in 1997 4,845 such crlmes 
T h ~ s  Item also includes expenses for payment for services of the lnterrnediaries whrch asslst 
in iepayment of debts of the consunlers for electric energy, savings b a l k  and post offices 
whlch accept payments from population and transfer them to the Company account 
Note 18 Other Operatnlng Expenses 
Most of other operating expenses of the Company consast of expenses connected wlth labor 
protection As these expenses are very important for organization of normal production 
activities of the energy distributxng company, they are attributed to thls item of the Statement 
of Profit Additionally, thls item ~ncludes payment of land tax, tax on vehicle owners etc 

1996 
1 19,222 
13.370 

1997 
162,617 
10.386 



1 TOTAL 
I I 

f 1.741 1 614 1 

Note 19 Profit (Loss) from Other Sale 
Profit of the Companq from other sale In 1996 and 1997 lncludes (UAH t l ~  ) 

Serv~ces which the Company renders to outs~de organizations and natural persons are repair 
works, bnk-up to electr~cal network etc 
Note 20 Other Profit (Losses) 

Profit from sale of fixed assets, mater~al valuables 
Profit from leasing separate objects froin fixed assets 

Item "Other Profit (Losses)' includes tUAH th ) 

1996 
5 

16 

I nomatwe documents 1 1 I 

1997 
22 

5 
Profit from sale of serv~ces 1 1.720 587 

- -  - . 

3,362 

( 1  14) 
(1,134) 

l - 

The Company accrues and receives from energy consumers different types of sanctions, 
namely penalties for untimely payment, fines for violation of energy consumption regimes, 
for exceeding of the establlshed consumption and capacity llmtts, fines for theft of energy 
Among sanctions pald by the Company the largest pelcentage belongs to penalty for unttmely 
payment for purchased electrrc energy which, in its tun,  appears due to consumeis' non- 
payments 
Tlus item includes different mandatory deductlons to the centrdhzed funds of the Mmstry of 
Energy of Ukraine state budget and non-budget funds established by the normative 
documents of Ukraman adrmnistrative accounting 
UAH 7,3 10 of previous years profit appeared as a result of 

write-off of accounts payable on deductions to cent~alized funds as of 1213 1/97 
according to the new Law of Ukraine 'On Faxation of Enterprise's Profit" (UAH 
581,500 to innovat~on fund and UAH 502,500 to laboi protection fund), 
write-off of UAH 4,385,000 accounts payable on recalculat~on of ecological surcharge 
accoidlng to the results of calculation check with the National Dispatch Center of 
Ulcraine for 1996, and 

a resettlements with trans~t electric energy suppliers foi the use of Company networks by 
them in 1996 - UAH 1 $4 1,000 

Amount of sanctions recewed from energy consumers 
Amount of sanct~ons pa~d by the Company 
D~tferent mandatory deductions estabhshed bv 

Note 2 1 Edrraordnnary Items 
Extraordinary Items of the Company profit include accruals at the expense of Kremenchuk 
HPP wluch is a structural unit of the Company but financ~ally rndepeildent In the per~od 
when financial reportmg of the Company for 1997 IS complied, status of Kremenchuk HPP is 
being cons~dered but it IS absolutely obvious that in the near future it w111 sepaate from the 
Company (as heating and power plant wh~ch according to the decree of the Cabmet of 
Ministers of Ukralne # 26/92 dated 12/31/92 is not subject to privatization) That is why 

3,5 18 
(864) 

(1,038) 

7,3 10 

(502) 

I - 
Profit of previous years 0 
Other (1,106) 



management of the Company consideis justified to ieflect accluals from HPP as 
extraordinary profits These amounts were UAH 91,000 in 1997 and UAH 1,958,000 In 1996 
Extraordinary items ofthe Company expenses include d~fferent payments to the Company 
employees connected wth  maintenance of their material situation, solv~ng soclal problems In 
conditions of ULraiman iizflataon economy (Inflation index m the country was 1 10% in 1997 
and 140% in 1996) Such expenses were UAH 473,000 in 1997 and UAH 2,3 10,000 m 1996 
In 1997, ~mplement~ng the pollcy of expenses savmg the Company significantly reduced such 
expenses 

Note 22 Income Tax 
Amount of income tax reflected in the Statement of Profit and Loss IS an actually accrued tax 
in accordance wrth Ultramian a~counting system and tax legislation 
Note 23 Average Annual Number of Common Shares 
In 1996, the Company held pieparation of the documents reqwred for privatization and dld 
not have any actually issued shares certificate on regastration of mtial offer of shares was 
received by the Company on January 16, 1997 and dwrng the year the Company had 
22,096,000 common shares owned by the state 
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Sample Brochure covers enhtled 
Invest W~sely 
General Shareholders' Meetmgs 



Appendrx 5 Excerptf. om the Brochure entitled "General Slzareholders ' Meetzngs" 



General Shareholders' Meetings 

If you purchased shares, you have become a shareholdei A joint stock company (JSC) 
has a statutory fund divided in a cestam number of shares equal to the nominal value 
Owners of the company are its shareholders The top managerla1 body of a joint stock 
company is the shareholder general meeting A shareholder has the right to 

Participate in and vote at the general meetmg 
e Elect the Supervisory Council, Management and Revision Commission 

Recelve income, if there 1s any 

All shareholders lr~espective of the number and types of shares they own have the right 
to partrclpate rn the general meetlng Only owners of coinmon stock, however, have 
the right to vote in the meetings, unless otherwrse stipulated by the company's charter 
Shareholders express their opinion as to the management of the company by means of 
regular elections to the Supervisory Council and executive bodies The Supervisory 
Cou~cil  represents shareholders' interests and oversees the company's management on 
their behalf The Supervisory Council, Revision Cornmssion and head 
of the company report to the shareholder general meeting 

Owners of shares should be properly mformed m order to exerclse their rights and elect 
the company's management, as wells as to vote on relevant issues that may 
considerably influence activities of the company and well-being of its shareholders 
This means that they should keep a thoiough eye on timely provision of regular 
infoimation on the activities of the joint stock company Remember, the highest body 
of the joint stock companv IS the shareholder general meeting 

The general meetmg approves the following issues 

The principal lines of act~vities of the company and to approve its plans and reports 
on their implementation 
Changes in the charter of the company 
Elect~on, appointment and dismissal of members of the council of the JSC 
(Supervisory council) 
Elect~on and dismissal of members of the executive bodj and revwon commission 
Annual results of the activities carried out by the JSC, includmg its subsidiaries 
Reports and conclusions by the Revision Commission 
Procedure foi profit distribution, and determination of the procedure for loss 
coverage 
Establishment, reorganization and liquidation of subsidianes, affiliates and 
representative offices, and contents of their charters and regulations 
Decisions on company officials' property responsibility 
Rules of procedures and other by-laws of the company, and o~ganlzational structure 
of the company 
Purchase of company stock by shareholders 
Conditions for reimbursement to the officials of the company, its subsidianes, 
affiliates and representative offices 



Contracts (agreements) concluded in amounts exceeding that which is ~ndicated 111 
the company's chsuter 

e Decisions on termination of the activrties of the company, appomtment of the 
l~quldatlon cornmisslon and to approval of the liqu~dation balance sheet 

The general meetmg of the JSC should meet not less than once a year Meetings are 
cons~dered to be valid ~f shareholders o m n g  a total of over 60% of votes are present 

Authority of decisxms made by the general meetlng 

Decisions on issues of 

* Introduction of changes to the charter of the company, 
e Termmation of activities of the company, 
0 Establishment and termination of activities of subsidiaries affiliates and 

repiesentative offices, 
Are approved by the majority of % of those present at the meetlng 

All other ~ssues are approved by a simple majorlty of votes 

Decisions not included in the agenda of the meeting may not be approvea by the 
general meeting 

The procedure for convocat~on of a general meetmg 

According to Ulaainian legislahon JSC management should inform registered 
shareholders on general meetmgs, 1 e , the time and place it is to be held, 45 days pnor 
to the meeting 

Any shareholder has the right to make proposals to the agenda of the meeting not later 
than 40 days before the meeting Shareholders wrth a total of 10% of the total votes 
may demand that their proposals be ~ncluded on the agenda for a general meetliig 

Extraordnnary meetnngs 

An extraordinary meeting may be called 

a By the management 
0 At the request of the Supervisory Councll 

At the request of shareholders owning a total of over 20% of votes 
e At the request of the Revlsion Commission 

Pay attention to your rghts 

If you own over 10% of the total votes jointly with other shareholders, you have the 
rlght to require issues to be included in the agenda of the meeting and require an 
inspection of management's financial and economic act~v~ties You should not, 
however, forget that you may do it not later than 40 days before the meetnng 



If you have over 20% 
any reason and at any 
20 days, you have the 

of votes in total, you may require an extraordmay meeting for 
tune Sliould the management fail to fulfill your request w i t h  
right to hold the meetmg yourselves 

If you have over 25% of votes in total, you may block unfavorable changes to tlie 
company's charter, decisions on establishment or teimination of activities of 
subsidia~es, affihates and representative offices, and adoption of decisions on 
termination of activities performed by the JSC 

If you have over 40% of votes xn total, you may block the meeting ~f you disapprove of 
the agenda 

Advlce to shareholders partlcmpatmg ln general meetnmgs 

Should you have any problems related to your shareholder r~ghts, contact the 
department of shareholder rights protection at the address Kiev, B Khrnelmtskogo St ,  
26, or at the telephone number 225-3040 

What Does Dasclosure of Informatmn Mean and Why Does an 
Brdanary Shareholder Need an Issuer's Annual Report3 

One of the cornerstones of a properly operating stock market and the piotection of 
shareholder rights IS disclosure of information by an Issuer, 1 e , a report on a 
company's financial and economic activities which is to be submitted by an open TSC 
to the Securities Cornmisslon and then published m the mass media In addit~on, these 
reports by issuers should be submitted to and kept at the Public Informat~on Center 
established by the Commission and located on its preniises An issuer should compile 
its report in compliance wth  the Provisional Regulatmn on Filmg Regular and Special 
Reports by Open Joint Stock Companies and Enterpnses-Bond Issuers 

The information that should be made available through the Public Information Center 
includes 

e Name, address, phone, fax and telex nurnbeis 
o Payment of dmdends 
o Date and minutes of the most recent annual meeting 

General information on business activities fox the previous year ~ncludes 

Mam products or services rendered by the issuer 
Development of the sector in which the issuer works 

1~ Degree of dependence on seasonal changes and degree to which competition is 
involved 
Contracts concluded but not yet fulfilled as of tlie end of the reporting period 
Future plans with regard to production, expansion, reconstruction, improvement of 
the financial position 
Circumstances smrounding fines and payment of fines f o ~  violations of ewsting 



legislation 
Fixed assets owned and used, as well as terms and conditions of use, degree of 
depreciation, use and restriction for use 
1 he financial posrtron and changes durrng the reportrng period, as well as 
s~gmficdnt factors whrcb can lnfl~lence the ~ssuer's future act~vxties 
The balance sheet and "Report on Financial Results and Therr Use" for the 
reporting peiiod 
Other information which can be materral for an investor's evaluation of the ~ssuer's 
financial posrtmn and results of actrv~t~es 
Inforinatlon on all securities' issuances (including those made In the reportmg 
penod), 
Information on the management of the company a d  theii replacements 

Unl~ke other documents on financ~al and economx actxt ities that have ex~sted In 
Ukraine untll now, this report 1s useful for both smdl and large investors because it 
contains a description of the activities carrled out by the company whle taking Into 
account its future profitablllty In addition, you as a shareholder w11l have to approve 
t h ~ s  report at the general shareholder meeting Therefole ~t is very ~mportant that you 
review this document in a timely fashion You can do tlus at the follow~ng address 5 
floor, 5 1, Gorkogo St , Klev 


